
FOBKHa COLLABORATIONS, ECBBI<» DIBBCT 
INVESTMQfT AND TAXATION OP EXXBIOi 

COMPANIES IN INDIA : SOME POLICY ISSUES

MANOJ PANT 

NO. 11 NOVEMBER, 1991

NIPFP Library

1 1 1 1 m i
221 58



FOREIGN COLLABORATIONS. FOREIGN DIRECT INVESTMENT AMD TAIATION OF

FOREIGN COMPANIES IN INDIA: SOME POLICY ISSUES . *

1. Introduction:

In t h e  s p h e r e  of i n t e r n a t i o n a l  e c o n o m i c s ,  o n e  of t h e  m o s t  

s i g n i f i c a n t  d e v e l o p m e n t s  of t h i s  c e n t u r y  h a s  b e e n  t h e  g r o w t h  of 

t h e  s o  c a l l e d  m u l t i n a t i o n a l  or t r a n s n a t i o n a l  c o r p o r a t i o n s  (TNCs). 

A T N C  is u s u a l l y  s o  c a l l e d  b e c a u s e  w h i l e  it h a s  p r o d u c t i o n  or 

d i s t r i b u t i o n  a f f i l l i a t e s  l o c a t e d  all o v e r  t h e  g l o b e ,  m a n a g e m e n t  

c o n t r o l  of its o p e r a t i o n s  is u s u a l l y  c e n t r a l i s e d .  T h o u g h  t h e s e  

T W C s  ejfiste4 e v e n  in t h e  1 9 t h  c e n t u r y ,  t h e  p r e s e n t  c e n t u r y  h a s  

w i t n e s s e d  t h e i r  p h e n o m e n a l  g r o w t h .  In a  p i o n e e r i n g  w o r k ,  B a r n e t t  

a n d  M u l l e r (1974) h a v e  a t t e m p t e d  to d o c u m e n t  t h e  g r o w t h  of t h e s e  

T N C s .  T h o u g h  t h e r e  a r e  d i f f e r e n c e s  o v e r  t h e  p r e c i s e  d e f i n i t i o n  of 

t h e s e  c o r p o r a t i o n s ,  t h e r e  is l i t t l e  d o u b t  t h a t  t o d a y  t h e s e  T N C s  

c o n t r o l  a b o u t  70 p e r p e n t  of w o r l d  p r o d u c t i o n  a n d  p r o b a b l y  a n  e v e n  

l a r g e r  p e r c e n t a g e  of w o r l d  t r a d e .  T o  a  l a r g e  e x t e n t ,  t h i s  g r o w t h  

h a s  b e e n  a  n a t u r a l  o u t c o m e  of t h e  i n c r e a s i n g  i n t e r n a t i o n a l i s a t i o n  

of a l l  e c o n o m i e s  c o n s e q u e n t  t o  t h e  s p r e a d  of i n s t a n t  g l o b a l  

c o m m u n i c a t i o n s .  U h a t  h a s  b e e n  of p a r t i c u l a r  i n t e r e s t  to a n a l y s t s  

h a s  b e e n  a s t u d y  of t h e  n a t u r e  of i n v e s t m e n t  f l o w s  of t h e s e  T N C s  

o f t e n  r e f e r r e d  to a s  f o r e i g n  d i r e c t  i n v e s t m e n t (F D I ).

G r o w t h  of F o r e i g n  D i r e c t  I n v e s t m e n t  (FD1) in t h e  developirvg 

c o u n t r i e s  has b e e n  m o s t  r a p i d  in t h e  s e c o n d  h a l f  of t h i s  c e n t u r y .  

T h e  b a s i c  p a t t e r n  h a s  b e e n  a  f l o w  f r o m  t h e  d e v e l o p e d  c o u n t r i e s  

( DC s )  to the less d e v e l o p e d  c o u n t r i e s  (LDCs) a l t h o u g h  t h e r e  has 

b e e n  s o m e  r e v e r s e  f l o w  f r o m  t h e  L D C s  in r e c e n t  y e a r s  (see, Lall, 

1 9 6 6 ) .  In T a b l e  1, w e  c a n  s e e  t h a t  w h i l e  d e v e l o p i n g  e c o n o m i e s  

a c c o u n t e d  for 2 2 . 4  p e r  c e n t  of w o r l d  FDl f l o w s  in t h e  p e r i o d

1. I a m  g r a t e f u l  to Ms. M a m t a  S h a n k a r  for r e s e a r c h  a s s i s t a n c e  a n d  
f o r  p a i n s t a k i n g l y  c o l l e c t i n g  t h e  d a ta.
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1 9 7 1 - 7 5 ,  by the f i r s t  h a l f  of t h e  ' e i g h t i e s  t h i s  s h a r e  h a d  g o n e  

u p  to 2 4 . B per cent. A s e c o n d  f e a t u r e  of t h e  g e o g r a p h i c a l  p a t t e r n  

of FDI f l o w s  s h o w n  in T a b l e  1 is the c o n c e n t r a t i o n  of F D I  f l o w s  

iii L a t i n  A m e r i c a n  c o u n t r i e s  a n d  a f e w  c o u n t r i e s  of S o u t h  A s i a .  

T h u s ,  w e  s e e  t h a t  a b o u t  10 to 12 p e r  c e n t  of t h e  F D I  w e n t  to t h e  

L a t i n  A m e r i c a n  c o u n t r i e s  a n d  7 to 10 p e r  c e n t  to A s i a .  H o w e v e r ,  

f o l l o w i n g  the d e b t  c r i s i s  of t h e  e a r l y  e i g h t i e s  t h e r e  w a s  a  

m o v e m e n t  of FDI a w a y  f r o m  t h e  L a t i n  A m e r i c a n  c o u n t r i e s .  In T a b l e

1, w h i l e  the s h a r e  of L a t i n  A m e r i c a n  c o u n t r i e s  h a s  d e c l i n e d  f r o m  

1 3 . 5  p e r c e n t  to a b o u t  1 0 . 5  p e r  c e n t ,  t h a t  of A s i a  h a s  i n c r e a s e d  

f r o m  7 . 7  p e r c e n t  to 10 p e r  c e n t .  A c o n s e q u e n c e  of t h e  r e d i r e c t i o n  

of t h e s e  FDI f l o w s  in t h e  ‘e i g h t i e s  h a s  b e e n  t h e  e m e r g e n c e  of 

C h i n a  as the l a r g e s t  r e c i p i e n t .  T h i s  is s e e n  in T a b l e  2 w h e r e  

C h i n a  w h i c h  got n e g l i g i b l e  FDI f l o w s  in t h e  m i d - s e v e n t i e s  w a s  t h e  

l a r g e s t  r e c i p i e n t  by 1965. F r o m  all r e p o r t s ,  C h i n a  t o d a y  g e t s  

a b o u t  2 b i l l i o n  d o l l a r s  a  y e a r  in FDI f l o w s .

A n o t h e r  f e a t u r e  of F D I  f l o w s  h a s  b e e n  t h e  c h a n g e  in t h e

s e c t o r a l  c o m p o s i t i o n .  In t h e  f i r s t  h a l f  of t h i s  c e n t u r y  F D I  f l o w s

w e r e  c o n c e n t r a t e d  in t h e  e x t r a c t i v e  i n d u s t r i e s  of L D C s

p a r t i c u l a r l y  in L a t i n  A m e r i c a .  T h i s ,  of c o u r s e ,  w a s  a

c o n t i n u a t i o n  of t h e  c o l o n i a l  p a t t e r n  of t r a d e  w h e r e  t h e  L D C s

s u p p l i e d  r a w  m a t e r i a l s  f o r  u s e  in t h e  m a n u f a c t u r i n g  s e c t o r  of t h e

DCs. H o w e v e r ,  in t h e  " f i f t i e s ,  m o s t  of t h e  r e c i p i e n t  c o u n t r i e s

w e r e  u n w i l l i n g  to a l l o w  f o r e i g n  c o n t r o l  o v e r  t h e i r  n a t u r a l
/

r e s o u r c e s  of m e t a l s ,  oil etc. It is w e l l  k n o w n  t h a t  s i n c e  the 

‘f i f t i e s  m o s t  T N C s  h a v e  b e e n  d i v e s t i n g  t h e m s e l v e s  of i n v e s t m e n t  

in e x t r a c t i v e  i n d u s t r i e s .  C o n s e q u e n t l y ,  t h e  ‘s i x t i e s  a n d  

‘s e v e n t i e s  in p a r t i c u l a r ,  h a v e  s e e n  c o n c e n t r a t i o n  of F D I  in t h e  

m a n u f a c t u r i n g  s e c t o r s .  In t h e  ‘e i g h t i e s  o n e  s e e s  a  f u r t h e r  c h a n g e  

in t h e  s e c t o r a l  p a t t e r n  of F D I  f l o w s .  T h u s ,  in T a b l e  3  w e  n o t e  

t h e  e m e r g e n c e  of t h e  s e r v i c e  s e c t o r  as a n  i m p o r t a n t  r e c i p i e n t  of 

FDI f l o w s  by 1 9 8 5  a n d  a c o r r e s p o n d i n g  d e c l i n e  in t h e  i m p o r t a n c e  

of t h e  m a n u f a c t u r i n g  s e c t o r .  In the e a r l y  ‘f i f t i e s  less t h a n  2 0
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per c e n t  of w o r l d  s t o c k  of FDI w a s  In s e r v i c e s .  BY the late 

‘e i g h t i e s ,  this s h a r e  h a d  r i s e n  to 4 0  per c e n t  ( U N C T C ,  1988). In 

t h e  c a s e  of J a p a n ,  in t h e  p e r i o d  1 9 8 5 - 9 0 ,  a b o u t  7 5  p e r  c e n t  of 

F D I  in t h e  d e v e l o p i n g  c o u n t r i e s  h a s  g o n e  to t h e  s e r v i c e s  s e c t o r  

( U N I D O ,  1990). T h i s  d e v e l o p m e n t ,  of c o u r s e ,  h a s  b e e n  a  n a t u r a l  

c o n s e q u e n c e  of t h e  c h a n g i n g  n a t u r e  of t h e  s t r u c t u r e  of t h e  D C s  

w h e r e  t h e  s e r v i c e s  s e c t o r  is g e n e r a l l y  t h e  l a r g e s t  in r e l a t i o n  to 

t h e  a g r i c u l t u r a l  a n d  m a n u f a c t u r i n g  s e c t o r s .

W h a t  h a v e  b e e n  t h e  s o u r c e s  of t h e s e  F D I  f l o w s ?  U e  h a v e  

a l r e a d y  n o t e d  t h a t  t h e  m a i n  s o u r c e  h a s  b e e n  t h e  DCs, n a m e l y ,  USA, 

UK, U e s t  G e r m a n y  a n d  F r a n c e .  H o w e v e r ,  s o m e  s i g n i f i c a n t  c h a n g e s  

h a v e  b e e n  o b s e r v e d  in t h e  s e c o n d  h a l f  of t h i s  d e c a d e .  Thu s ,  

a l t h o u g h  t h e  U S A  a n d  U K  w e r e  t h e  p r i n c i p a l  s o u r c e s  of FDI in the 

‘f i f t i e s  a n d  ‘s i x t i e s ,  a  r e m a r k a b l e  f e a t u r e  of t h e  ‘e i g h t i e s  h a s  

b e e n  t h e  e m e r g e n c e  of U e s t  G e r m a n y  a n d  J a p a n  as s i g n i f i c a n t  

f o r e i g n  i n v e s t o r s  p a r t i c u l a r l y  f r o m  t h e  p o i n t  of v i e w  of t h e  

L D C s .  B o t h  t h e s e  c o u n t r i e s  a r e  n o w  s e c o n d  o n l y  to t h e  U S A  as 

s o u r c e s  of FDI. T h i s  d e v e l o p m e n t  h a s  b e e n  m a i n l y  a c o n s e q u e n c e  of 

t h e  v e r y  lar g e  b a l a n c e  of p a y m e n t s  s u r p l u s e s  b u i l t  u p  by t h e s e  

c o u n t r i e s  d u e  to t h e  i n c r e a s i n g  s t r e n g t h  of t h e i r  c u r r e n c i e s  in 

t h e  last d e c a d e  or so. T h i s  i n c r e a s i n g  p l u r a l i s m  of F D I  f l o w s  is 

c o n t i n u i n g  w i t h  c o u n t r i e s  l i k e  H o n g  K o n g  a n d  T a i w a n  e m e r g i n g  as 

t h e  p r i n c i p a l  s o u r c e  of F D I  f l o w s  to c o u n t r i e s  l i k e  C h i n a  a n d  

M a l a y s i a .  F r o m  t h e  p o i n t  of v i e w  of d e v e l o p i n g  c o u n t r i e s  t h e  m o s t  

d i s q u i e t i n g  f e a t u r e  h a s  b e e n  that, s i n c e  a b o u t  1981, the L D C s  

h a v e  b e e n  l o s i n g  t h e i r  s h a r e  of FDI in f a v o u r  of DCs. T h i s  has 

b e e n  a c o n s e q u e n c e  of t h e  l a r g e  f o r e i g n  d e b t s  w h i c h  m a n y  L D C s  

h a v e  a c c u m u l a t e d  a n d  t h e  i n t e g r a t i o n  of E u r o p e  w h i c h  h a s  led to 

T N C s  a t t e m p t i n g  to g e t  a  f o o t - h o l d * i n  t h e  n e w  E u r o p e a n  m a r k e t  

t h r o u g h  FDI.
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F r o m  t h e  ‘s e v e n t i e s  in p a r t i c u l a r  L D C s  h a v e  b e e n  w o o i n g  

f o r e i g n  c a p i t a l  f o r  s. v a r i e t y  of r e a s o n s .  O n  t h e  o n e  hand,,, it is 

c l e a r  t h a t  o f f i c i a l  D e v e l o p m e n t  A s s i s t a n c e  a n d  o t h e r  f o r m s  of 

b i l a t e r a l  a n d  m u l t i l a t e r a l  a i d  h a v e  b e e n  d r y i n g  u p  s i n c e  t h e  

m i d - 's e v e n t i e s . In a d d i t i o n ,  F D I  h a s  c o m e  to b e  v i e w e d  a s  t h e  

m e d i u m  t h r o u g h  w h i c h  L D C s  c a n  g e t  a c c e s s  to t h e  a d v a n c e d  

t e c h n o l o g i e s  of t h e  D C s  a n d  a l s o  to t h e i r  m a r k e t s  v i a  t h e  

m a r k e t i n g  n e t w o r k s  of t h e  T r a n s n a t i o n a l  C o r p o r a t i o n  ( T N C s ) .  

C o n s e q u e n t l y ,  c o m p e t i t i o n  a m o n g  FDI r e c e i v e r s  is n o w  p o s s i b l y  

e v e n  g r e a t e r  t h a n  a m o n g  t h e  F D I  g i v e r s .  It t h u s  b e c o m e s  n e c e s s a r y  

to lo o k  at the i n c e n t i v e s  g i v e n  by L D C s  o n  a  c o m p a r a t i v e  b a s i s .

In this p a p e r  w e  w i l l  l o o k  f i r s t  a t  t h e  f o r m  of f o r e i g n  

p a r t i c i p a t i o n  in t h e  I n d i a n  i n d u s t r i a l  s e c t o r  a n d  s e e  h o w  it h a s  

c h a n g e d  o v e r  time. In S e c t i o n  3, w e  s e e  h o w  t a x  p o l i c i e s  h a v e  

b e e n  i n s t r u m e n t a l  in p r o m o t i n g  or d i s c o u r a g i n g  f o r e i g n  i n v e s t m e n t  

w h e n  c o m p a r e d  to t h e  t a x  p o l i c i e s  of s o m e  o t h e r  L D C s .  F i n a l l y ,  in 

S e c t i o n  4, w e  w i l l  s u g g e s t  s o m e  p o l i c y  p r e s c r i p t i o n s  d e s i g n e d  to 

i n c r e a s e  t h e  f l o w  of F D I  to India.

2. T h e  I n d i a n  C a s e

2 . 1  D e f i n i t i o n  of FDI.

At the v e r y  o u t s e t  it is n e c e s s a r y  t o  d e f i n e  t h e  f o r m s  w h i c h  

f o r e i g n  p a r t i c i p a t i o n  c a n  take. T N C s  c a n  i n t e r a c t  w i t h  h o s t  

c o u n t r i e s  v i a  FDI, p o r t f o l i o  i n v e s t m e n t ,  e x p o r t s ,  or l i c e n s i n g  of 

t e c h n o l o g y  a n d  p a t e n t s  (see, for a d i s c u s s i o n ,  F r a n k ,  1980). FDI

h a s  a  v e r y  s p e c i a l  m e a n i n g  in t h a t  it r e f e r s  to f l o w s  of e q u i t y

c a p i t a l  into a s u b s i d i a r y  w h e r j  t h e  f o r e i g n  i n v e s t o r  (or T N C )  h a s  

a  c o n t r o l l i n g  i n t e r e s t .  T r a d i t i o n a l l y ,  t h i s  is d e f i n e d  a s  t h e

T N C s  s h a r e  of t o t a l  e q u i t y  c a p i t a l  e x c e e d i n g  10 p e r c e n t  to 2 5  per

c e n t .  H o w e v e r ,  t h e  b a s i c  i s s u e  is to a t t e m p t  to d i s t i n g u i s h  F D I  

f l o w s  f r o m  p o r t f o l i o  i n v e s t m e n t .  U h i l e  t h e  f o r m e r  is c o n s i d e r e d
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l o n g  t e r m  i n v e s t m e n t  t h e  l a tter i& t y p i c a l l y  g u i d e d  by s h o r t  t e r m  

c o n s i d e r a t i o n s  of s p e c u l a t i v e  g a i n s .  O n  t h e  o t h e r  h a n d ,  a  T N C  

e x p o r t s  to a h o s t  c o u n t r y  a n d  t h e n  s w i t c h e s  t o  d o m e s t i c  

p r o d u c t i o n  w h e n  e n t r y  b a r r i e r s  ( l i k e  t a r i f f s )  m a k e  e x p o r t s  

u n c o m p e t i t i v e  (see, H o r s t ,  197 1 )  or w h e n  s u c h  a  m o v e  is n e c e s s a r y  

to i n t e r n a l i s e  c e r t a i n  o w n e r  s p e c i f i c  a d v a n t a g e s  (see, D u n n i n g ,  

1972, 1979). H o w e v e r ,  it is c l e a r  t h a t  t h e  e s s e n t i a l  c r i t e r i a

s h o u l d  b e  ‘c o n t r o l l i n g  i n t e r e s t ’ a n d  ‘lon g  t e r m  i n t e r e s t * .  T h u s  

l i c e n s i n g  or s a l e  of a  t e c h n o l o g y  w i t h o u t  a n y  f i n a n c i a l  f l o w s  c a n  

a l s o  g i v e  t h e  f o r e i g n  i n v e s t o r  c o n t r o l  of t h e  r e c i p i e n t  f i r m ' s  

d e c i s i o n  p r o c e s s .  In t h i s  l i g h t  it w o u l d  s e e m  w i s e  to i n c l u d e  in 

t h e  c o n c e p t  of FDI t h e  g r o w t h  of f o r e i g n  c o l l a b o r a t i o n s  in I n d i a  

p a r t i c u l a r l y  a f t e r  1985.

2 . 2  F o r e i g n  C o l l a b o r a t i o n s  a n d  FD I .

A t  t h e  o u t s e t  we, w o u l d  l i k e  to n o t e  t h a t  f o r  t h i s  s e c t i o n  w e  

h a v e  r e l i e d  e n t i r e l y  o n  i n f o r m a t i o n  r e g a r d i n g  a p p r o v a l s  g i v e n  to 

f o r e i g n  c o l l a b o r a t i o n s  as l i s t e d  b y  t h e  D e p a r t m e n t  of S c i e n c e  a n d  

T e c h n o l o g y .  In t h e  a b s e n c e  of a n y  o f f i c i a l  m o n i t o r i n g  a g e n c y  w e  

h a v e  no w a y  of f i n d i n g  o u t  h o w  m a n y  of t h e s e  c o l l a b o r a t i o n s  w e r e  

i m p l e m e n t e d  a n d  in w h a t  form.

In India, a c o l l a b o r a t i o n  w a s  e x p e c t e d  m a i n l y  to s e r v e  t h e

f u n c t i o n  of b r i n g i n g  in f o r e i g n  t e c h n o l o g y  n o t  a v a i l a b l e
0

d o m e s t i c a l l y .  T h i s  w a s  o u t l i n e d  in t h e  T e c h n o l o g y  P o l i c y  

s t a t e m e n t  of 1983. E s s e n t i a l l y  a c o l l a b o r a t i o n  c a n  t a k e  t h e  f o r m  

of e i t h e r  a  f i n a n c i a l  c o l l a b o r a t i o n ,  a t e c h n i c a l  c o l l a b o r a t i o n  or 

b o t h .  A f i n a n c i a l  c o l l a b o r a t i o n  c a n  t a k e  t h e  f o r m  of e q u i t y  

i n f l o w s  or loans. F i n a l l y ,  a  t e c h n i c a l  c o l l a b o r a t i o n  is o n e  w h e r e  

t h e  f o r e i g n  c o l l a b o r a t o r  u n d e r t a k e s  to sell t e c h n i c a l  d e s i g n s  a n d  

d r a w i n g s  on the b a s i s  of a  l u m p  s u m  f e e  (or r o y a l t y )  w h i c h  is 

s p e c i f i e d  in t h e  a g r e e m e n t .  In a c t u a l  p r a c t i c e  c o l l a b o r a t i o n s  

t e n d  to h a v e  e l e m e n t s  of b o t h  f i n a n c i a l  a n d  t e c h n i c a l  a g r e e m e n t s .
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T h e  c o l l a b o r a t i o n  a g r e e m e n t s  a r e  a l s o  s u b j e c t  t o  s o m e  

r estrictions-. F i r s t ,  a f t e r  1966, t h e  l i m i t  of t h e  c o l l a b o r a t i o n s  

a g r e e m e n t  is 5 y e a r s ,  as o p p o s e d  t o  10 y e a r s  e a r l i e r ,  a n d  

e x t e n s i o n s  a r e  r a r e l y  g i v e n .  S e c o n d ,  f r e s h  a g r e e m e n t s  w i t h  t h e  

s a m e  f o r e i g n  p a r t n e r  a r e  f r o w n e d  u p o n .  T h i r d ,  t h e  f o r e i g n  p a r t n e r  

is n o t  a l l o w e d  to p l a c e  a n y  e x p o r t  r e s t r i c t i o n s  o n  t h e  d o m e s t i c  

p a r t n e r  ( e x c e p t  to a  c o u n t r y  w h e r e  t h e  f o r e i g n  c o l l a b o r a t o r  

a l r e a d y  h a s  a n  a f f i l i a t e )  or t i e  t h e  a g r e e m e n t  to p u r c h a s e  of 

i n p u t s  f r o m  a  p r e - s p e c i f l e d  s o u r c e .  F o u r t h ,  in c o n t i n u a t i o n  of 

t h e  g e n e r a l  p o l i c y  o n  p a t e n t s  t h e  d o m e s t i c  c o l l a b o r a t o r  c a n n o t  be 

c o n s t r a i n e d  in p a s s i n g  o n  t h e  t e c h n o l o g y  to o t h e r  d o m e s t i c  

p r o d u c e r s .  F i n a l l y ,  w h i l e  r o y a l t y  p a y m e n t s  a r e  r e s t r i c t e d  to 5 

p e r  c e n t  of t h e  v a l u e  cf p r o d u c t i o n ,  r o y a l t i e s  a n d  l u m p  s u m  

p a y m e n t s  m u s t  t o g e t h e r  n o t  e x c e e d  6 p e r  c e n t  of t h e  v a l u e .

T a b l e  4 s h o w s  t h e  j u m p  in t h e  n u m b e r  of c o l l a b o r a t i o n s  

p a r t i c u l a r l y  a f t e r  1965. T a b l e s  5 a n d  6 i n d i c a t e  t h e  s e c t o r a l  a n d  

g e o g r a p h i c a l  c o m p o s i t i o n  of c o l l a b o r a t i o n s .  I n s p e c t i o n  of T a b l e  6 

r e v e a l s  t h a t  t h e  USA, F e d e r a l  R e p u b l i c  of G e r m a n y  a n d  t h e  U n i t e d  

K i n g d o m  a c c o u n t  f o r  t h e  l a r g e s t  n u m b e r  of c o l l a b o r a t i o n s .  

H o w e v e r ,  the s h a r e  of U K  h a s  b e e n  d e c l i n i n g  w h i l e  F r a n c e ,  I t a l y  

a n d  J a p a n  h a v e  b e e n  e m e r g i n g  as i m p o r t a n t  p a r t n e r s .  S e c o n d ,  t h e  

s e c t o r a l  d i s t r i b u t i o n  of c o l l a b o r a t i o n s  ( T a b l e  5) s h o w s  the 

c o n c e n t r a t i o n  of c o l l a b o r a t i o n s  in t h r e e  s e c t o r s ,  t h a t  is,
t

E l e c t r i c a l s  a n d  E l e c t r o n i c s  ( 2 4 . 6 % ) ,  I n d u s t r i a l  M a c h i n e r y  ( 1 6 . 7 % )  

a n d  C h e m i c a l s  a n d  M e c h a n i c a l  E n g i n e e r i n g  (24%) o v e r  t h e  p e r i o d  

1 9 8 1 - 6 6 .

A l o o k  a t  t h e  E q u i t y  c o m p o n e n t  of t h e  c o l l a b o r a t i o n s  ( T a b l e s  

7 a n d  8) a n d  t h e  l u m p  s u m  p a y m e n t s  ( T a b l e s  9 a n d  10) y i e l d s  s o m e  

i n t e r e s t i n g  f a c t s .  W h i l e  t h e  g e o g r a p h i c a l  d i s t r i b u t i o n  s h o w s  t h e  

s a m e  p i c t u r e  a s  in t h e  c a s e  of t h e  t o t a l  n u m b e r  of c o l l a b o r a t i o n s  

t h e  s e c t o r a l  d i s t r i b u t i o n  r e v e a l s  t h a t  t h e  l a r g e s t  e q u i t y  is in
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t.he c h e m i c a l s  s e c t o r .  F u r t h e r ,  t h e  c h e m i c a l s  s e c t o r  is a l s o  the 

o n e  w h e r e  the c o n t r a c t e d  l u m p  s u m  p a y m e n t s  a r e  t h e  h i g h e s t .  

A n o t h e r  I n t e r e s t i n g  p o i n t  is r e v e a l e d  by c o m p a r i n g  t h e  t o t a l  

f l o w s  of l u m p  s u m  f e e s  a n d  FDI. It is c l e a r  t h a t  t h e  c o n t r a c t e d  

o u t f l o w s  in t h e  f o r m  of l u m p  s u m  p a y m e n t s  a r e  m o r e  t h a n  t w i c e  the 

i n f l o w s  in t h e  f o r m  of FDI. U n f o r t u n a t e l y ,  n o  i n f o r m a t i o n  w a s  

a v a i l a b l e  o n  t h e  l o a n  c o m p o n e n t  of t h e  a g r e e m e n t s .  H o w e v e r ,  a 

l o o k  a t  the a g g r e g a t e  a c t u a l  o u t f l o w s  o v e r  t h e  ' e i g h t i e s  ( T a b l e  

11) c l e a r l y  i n d i c a t e s  t h e  c h a n g i n g  n a t u r e  of f o r e i g n  i n v e s t m e n t  

in India. I n s p e c t i o n  of T a b l e  11 s h o w s  t h a t  w h i l e  r e m i t t a n c e s  of 

p r o f i t s  a n d  d i v i d e n d s  a c c o u n t e d  f o r  a b o u t  7 0  p e r  c e n t  of t o t a l  

o u t f l o w s  in t h e  e a r l y  ‘s e v e n t i e s ,  t h e  f i g u r e  w a s  d o w n  to a b o u t  11 

p e r  c e n t  by 1 9 8 6 / 8 7 .  B y  1 9 8 6 / 8 7  p a y m e n t s  f o r  t e c h n i c a l  k n o w  h o w  

( l u m p  s u m  p a y m e n t s )  a n d  r o y a l t i e s  a c c o u n t e d  f o r  o v e r  5 0  p e r  c e n t  

of total r e m i t t a n c e s .  F u r t h e r ,  at t h e  s a m e  t i m e  t h e  s e c o n d  

l a r g e s t  o u t f l o w  w a s  i n t e r e s t  p a y m e n t s  by t h e  p r i v a t e  s e c t o r  

a c c o u n t i n g  for 3 9  p e r  c e n t  of t o tal o u t f l o w s .

L o o k i n g  a t  t h e  p a t t e r n  of f o r e i g n  c o l l a b o r a t i o n s  a n d  

p a y m e n t s  o v e r  time, s o m e  b r o a d  c o n c l u s i o n s  c a n  b e  d r a w n .  F o r  one, 

f o r e i g n  p a r t n e r s  h a v e  b e e n  o p t i n g  f o r  s h o r t  t e r m  r a t h e r  t h a n  long 

t e r m  c o m m i t m e n t s .  T h i s  is r e f l e c t e d  in t h e  i n c r e a s i n g  i m p o r t a n c e  

of f o r e i g n  c o l l a b o r a t i o n s  a n d  t h e  g r e a t e r  e m p h a s i s  o n  l u m p  s u m  

p a y m e n t s  in t h e  a g r e e m e n t s .  W h i l e  FDI v i a  e q u i t y  f l o w s  i m p l i e s  a 

l o n g  t e r m  i n v e s t m e n t  ( s i n c e  r e t u r n s  to t h e  f o r e i g n  i n v e s t o r  f r o m  

r e m i t t e d  p r o f i t s  a n d  d i v i d e n d s  wi l l  o n l y  a c c r u e  a f t e r  a  t i m e )  

l u m p  s u m  p a y m e n t s  c o n s t i t u t e  a  s h o r t  term, a s s u r e d  a n d  rislc f r e e  

r e t u r n  to t e c h n o l o g y  t r a n s f e r s .  T h i s  a t t i t u d e  o n  t h e  p a r t  of t h e  

f o r e i g n  p a r t n e r  is l a r g e l y  a  c o n s e q u e n c e  of g o v e r n m e n t  p o l i c y .  As 

w e  n o t e d  e a r l i e r ,  a  c o l l a b o r a t i o n  a g r e e m e n t  is l i m i t e d  to 5 y e a r s  

(as a g a i n s t  10 y e a r s  in t h e  ‘s i x t i e s )  w i t h  n o  e x t e n s i o n s  g i v e n .  

C o n s e q u e n t l y ,  b o t h  t h e  I n d i a n  c o l l a b o r a t o r  a n d  t h e  f o r e i g n  

p a r t n e r  a r e  e x p e c t e d  to c o m p l e t e  t h e  p r o c e s s  of t e c h n o l o g y

7



t r a n s f e r  a n d  a d a p t a t i o n  in 5 y e a r s .  Sor.it t e n t a t i v e  s u r v e y s  (see, 

A s h o k  D e s a i ,  1988) i n d i c a t e  that. in f a c t  t h e  t e c h n o l o g y  

t r a n s f e r r e d  h a s  b e e n  r a t h e r  o u t d a t e d .

A n o t h e r  d i s t u r b i n g  f e a t u r e  of t h e  p a t t e r n  of o u t f l o w s  is t h e  

i m p o r t a n c e  of i n t e r e s t  p a y m e n t s  o n  f o r e i g n  l o a n s  t a k e n  b y  t h e  

p r i v a t e  s e c t o r .  T h i s  is p r o b a b l y  e x p l a i n e d  b y  t h e  f a c t  t h at, l i k e  

l u m p  s u m  p a y m e n t s ,  i n t e r e s t  p a y m e n t s  a l s o  c o n s t i t u t e  a  f a i r l y  

q u i c k  a n d  r i s k l e s s  r e t u r n  o n  i n v e s t e d  m o n e y .

U e  t h e r e f o r e  c o n c l u d e  t h a t  q u i c k ,  s h o r t  t e r m  g a i n s  h a v e  b e e n  

t h e  g u i d i n g  m o t i v e  b e h i n d  f o r e i g n  i n v e s t m e n t  a n d  h a v e  b e e n  h e l p e d  

to a  l a r g e  e x t e n t  by t h e  e m p h a s i s  l a i d  by t h e  g o v e r n m e n t  o n  

f o r e i g n  c o l l a b o r a t i o n s  as t h e  m e c h a n i s m  f o r  t e c h n o l o g y  t r a n s f e r .  

U e  will r e t u r n  to t h i s  i s s u e  a  l i t t l e  l a t e r  in t h e  d i s c u s s i o n  o n  

t a x a t i o n .

3. T a x a t i o n

T a x a t i o n  of i n c o m e  of f o r e i g n  c o m p a n i e s  is c o m p l i c a t e d  

b e c a u s e  of t h e  p r o b l e m  of d e t e r m i n i n g  w h e t h e r  t h e  h o m e  of the 

p a r e n t  c o m p a n y  or t h e  c o u n t r y  w h e r e  t h e  s u b s i d i a r y  is l o c a t e d  has 

t h e  f i n a l  r i g h t  of t a x a t i o n .  S i n c e  no c o u n t r y  w o u l d  b e  w i l l i n g  to 

g i v e  u p  its r i g h t  to tax a n y  e n t i t y  l o c a t e d  w i t h i n  its 

b o u n d a r i e s ,  it is a n  a c c e p t e d  c o n v e n t i o n  t h a t  t h e  c o u n t r y  of 

r e s i d e n c e  of t h e  c o m p a n y  l e v i e s  its o w n  t a x e s  at s o u r c e .  H o w e v e r ,  

to a l l e v i a t e  t h e  b u r d e n  of d o u b l e  t a x a t i o n  of f o r e i g n  s o u r c e  

i n c o m e  in t h e  h o m e  c o u n t r y  of t h e  p a r e n t  c o m p a n y ,  t h e  h o m e  

c o u n t r y  u s u a l l y  g i v e s  a  c r e d i t  f o r  f o r e i g n  t a x e s  p a i d  w i t h  the 

c r e d i t  l i m i t e d  t o  t h e  l o w e r  of t h e  t w o  t a x e s  paid. It h a s  b e e n  

s h o w n  t h a t  t h e  m e t h o d  of d o u b l e  tax r e l i e f  c a n  h a v e  i m p o r t a n t  

c o n s e q u e n c e s  f o r  FDI (see, for e x a m p l e ,  H o r s t ,  1977; P a n t  1989) 

H o w e v e r ,  it is n o t  o u r  i n t e n t i o n  h e r e  to g o  i n t o  t h e  t h e o r e t i c a l  

i s s u e s  of i n t e r n a t i o n a l  t a x a t i o n .  F u r t h e r ,  t h e  p r o b l e m s  of d o u b l e
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t a x a t i o n  of I n t e r n a t i o n a l  m o b i l e  c a p i t a l  is t o  s o m e  e x t e n t  

r e d u c e d  by s i g n i n g  of a  tax t r e a t y  b e t w e e n  h o m e  a n d  h o s t  

c o u n t r i e s .  M o s t  d e v e l o p i n g  c o u n t r i e s  h a v e  s i g n e d  t a x  t r e a t i e s  

w i t h  t h e  m a j o r  i n v e s t o r  c o u n t r i e s  o n  a . b i l a t e r a l  b a s i s .

U e  h a v e  s e e n  in T a b l e  2 t h a t  t h e  F D I  f l o w s  in A s i a  h a v e  b e e n  

g o i n g  m a i n l y  t o  c o u n t r i e s  l i k e  T h a i l a n d ,  M a l a y s i a  a n d  C h i n a .  

I n d i a  in p a r t i c u l a r  h a s  b e e n  r e c e i v i n g  l e s s  t h a n  2 0 0  m i l l i o n  

d o l l a r s  a n n u a l l y  in t h e  f o r m  of lo n g  t e r m  e q u i t y  f l o w s .  W h i l e  o n e  

of t h e  r e a s o n s  f o r  t h i s  h a s  b e e n  d i s c u s s e d  in t h e  e a r l i e r  s e c t i o n  

a n o t h e r  i m p o r t a n t  i n f l u e n c e  o n  t h e  f l o w s  of F D I  c a n  be a 

c o u n t r y ' s  tax p o l i c y .

T o  look at t h e  r e l a t i v e  t a x a t i o n  of f o r e i g n  c o m p a n i e s  in 

India, w e  h a v e  t r i e d  t o  c o m p a r e  t h e  tax p o l i c y  w i t h  t h a t  of o t h e r  

m a j o r  r e c i p i e n t s  of F D I  a m o n g  t h e  LDC s ,  n a m e l y ,  C h i n a ,  M a l a y s i a ,  

T h a i l a n d  a n d  B r a z i l .  W e  h a v e  l o o k e d  a t  t h e  p o l i c i e s  t o w a r d s

f o r e i g n  i n v e s t m e n t  of t h e s e  c o u n t r i e s  in a f o r m a t  w h i c h  m a k e s

c o m p a r a b i l i t y  w i t h  I n d i a  e a s i e r .  U e  h a v e  l o o k e d  a t  t h e  tax r a t e s  

as laid o u t  in t h e  D i r e c t  T a x  t r e a t i e s  of t h e s e  c o u n t r i e s  w i t h  

t h e  m a j o r  s o u r c e s  of F D I ,  n a m e l y ,  USA, C a n a d a ,  F r a n c e ,  S w e d e n ,  

Italy, U n i t e d  K i n g d o m  a n d  J a p a n .  T h e  w i t h h o l d i n g  tax r a t e s  on 

d i v i d e n d s ,  i n t e r e s t ,  t e c h n i c a l  f e e s  a n d  r o y a l t i e s  for t h e s e  fo u r  

c o u n t r i e s  a n d  I n d i a  a r e  g i v e n  in A p p e n d i x  A.

A p e r u s a l  of A p p e n d i x  A i n d i c a t e s  t h a t  t h e r e  a r e  no m a j o r

d i f f e r e n c e s  in t h e  n o m i n a l  r a t e s  of w i t h h o l d i n g  t a x  a p p l i e d  in 

th e  f i v e  c o u n t r i e s .  S o m e  d i f f e r e n c e s  h o w e v e r  d o  e x i s t .  Thus, 

M a l a y s i a  d o e s  n o t  h a v e  a  s e p a r a t e  w i t h h o l d i n g  r a t e  o n  d i v i d e n d s  

w h i c h  a r e  t a x e d  a t  t h e  3 5  p e r  c e n t  r a t e  a p p l i e d  to p r o f i t  income. 

H o w e v e r ,  t h e  t a x  p a i d  is a l l o w e d  as a  c r e d i t  a g a i n s t  i n c o m e  a n d  

p r o f i t s  tax to p r e v e n t  d o u b l e  t a x a t i o n .  S e c o n d ,  C h i n a  a p p l i e s  a
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r e l a t i v e l y  low 7 p e r  c e n t  w i t h h o l d i n g  tax r a t e  o n  p a t e n t  r o y a l t y  

p a y m e n t s  to W e s t  G e r m a n y ,  Italy, U K  a n d  U S A  a n d  a  6 p e r  c e n t  r a t e  

in t h e  c a s e  of. F r a n c e .

H o w e v e r ,  e x e m p t i o n s ,  local l a w s  etc. a r e  in f o r c e  in e a c h  

c o u n t r y  s o  t h a t  t h e  e f f e c t i v e  t a x  r a t e  m a y  h a v e  l i t t l e  o r  n o  

r e l a t i o n  to t h e  n o m i n a l  tax rates. W h a t  w e  h a v e  t r i e d  to d o  in 

t h i s  s e c t i o n  is to l o o k  a t  the b a s i s  o n  w h i c h  e a c h  c o u n t r y  t r i e s  

to e n c o u r a g e  F D I  t h r o u g h  a n u m b e r  of t a x  a n d  r e g u l a t o r y  

c o n c e s s  ions.

T h e  m o s t  s t r i k i n g  d i f f e r e n c e  in t h e  t a x  t r e a t m e n t  b e t w e e n  

I n d i a  a n d  the o t h e r  c o u n t r i e s  is t h a t  all t h e  f o u r  c o u n t r i e s  

i n s i s t  on a c e r t a i n  m i n i m u m  level of FD I .  T h u s  T h a i l a n d  d o e s  n o t  

p e r m i t  FDI b e l o w  5 m i l l i o n  b a h t  a n d  h a s  n o  c e i l i n g  o n  f o r e i g n  

o w n e r s h i p  of e q u i t y .  S i m i l a r l y ,  C h i n a  b y  a n d  l a r g e  e n c o u r a g e s  

f o r e i g n  i n v e s t m e n t  o n l y  in e q u i t y  j o i n t  v e n t u r e s  b u t  i n s i s t s  t h a t  

t h e  f o r e i g n  p a r t i c i p a n t  h o l d s  a t  l e a s t  2 5  p e r  c e n t  of t h e  e q u i t y  

c a p i t a l .  C h i n a  a l s o  i m p o s e s  a  c e i l i n g  of 70 p e r  c e n t  o n  t h e  r a t i o  

of r e g i s t e r e d  c a p i t a l  to t h e  t o t a l  a m o u n t  of i n v e s t m e n t  b u t  

r e l a x e s  t h i s  to 3 3  p e r  c e n t ,  if f o r e i g n  e q u i t y  e x c e e d s  3 0  m i l l i o n  

d o l l a r s .  I n d i a n  p o l i c y  o n  the o t h e r  h a n d  t r i e s  to l i m i t  t h e  

q u a n t u m  of f o r e i g n  e q u i t y  and, as a r g u e d  e a r l i e r ,  m a y  in f a c t  

s e e k  to d i s c o u r a g e  it all t o g e t h e r .

A s e c o n d  c o m m o n  t h r e a d  in the p o l i c i e s  of t h e s e  c o u n t r i e s  is 

to g i v e  tax c o n c e s s i o n s  l i n k e d  to t h e  t i m e  p e r i o d  of f o r e i g n  

i n v e s t m e n t .  A g a i n ,  C h i n a  i n s i s t s  t h a t  n e w  j o i n t  v e n t u r e s  be for a 

p e r i o d  of a t  l e a s t  10 y e a r s  w i t h  n o  i n c o m e  t a x  in t h e  f i r s t  t w o  

p r o f i t  m a k i n g  y e a r s  a n d  a  50 per c e n t  r e d u c t i o n  in i n c o m e  tax in 

t h e  n e x t  t h r e e  y e a r s .  W e  h a v e  a l r e a d y  a r g u e d  h o w  t h e  I n d i a n  

p o l i c y  m i l i t a t e s  a g a i n s t  long t e r m  i n v e s t m e n t  by p r o m o t i n g  s h o r t  

t e r m  f o r e i g n  c o l l a b o r a t i o n s  r a t h e r  t h a n  FDI.
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A t h i r d  c o n c e s s i o n  g i v e n  in m o s t  of t h e  o t h e r  c o u n t r i e s  is 

in the c o n t e x t  of loc a l  c o n t e n t ,  in p a r t i c u l a r ,  e m p l o y m e n t .  

T h a i l a n d  g e n e r a l l y  i n s i s t s  o n  m a j o r i t y  T h a i  o w n e r s h i p  of 

c o m p a n i e s  b u t  is w i l l i n g  to r e l a x  t h i s  if t h e  f o r e i g n  c o m p a n y  is 

c r e a t i n g  local e m p l o y m e n t  or l o c a t i n g  in a  b a c k w a r d  a r e a  or 

p r o v i d i n g  s o m e  s o c i a l  a n d  e c o n o m i c  b e n e f i t s .  M a l a y s i a  a l l o w s  100 

p e r  c e n t  f o r e i g n  o w n e r s h i p  if t h e  c o m p a n y  e x p o r t s  m o r e  t h a n  80 

p e r  c e n t  of its p r o d u c t i o n  b u t  t h i s  e x p o r t  o b l i g a t i o n  c a n  be 

r e d u c e d  if t h e  f o r e i g n  c o m p a n y  g i v e s  e m p l o y m e n t  to a t  l e a s t  3 5 0  

M a l a y s i a n s  a n d  its p r o d u c t  d o e s  n o t  c o m p e t e  w i t h  a n y  local 

p r o d u c t .  In fact, in M a l a y s i a  a  f o r e i g n  o w n e d  c o m p a n y  c a n  g e t  

u p t o  100 p e r  c e n t  of its c a p i t a l  e x p e n d i t u r e  a s  a n  i n v e s t m e n t  

a l l o w a n c e ,  if in a d d i t i o n  to e x p o r t i n g  5 0  p e r  c e n t  of its 

p r o d u c t i o n  it s a t i s f i e s  c e r t a i n  o t h e r  c o n d i t i o n s  r e l a t i n g  to 

v a l u e  a d d e d ,  local e m p l o y m e n t  a n d  l o c a t i o n .  S i m i l a r l y ,  C h i n a  a l s o  

p r o v i d e s  c o n c e s s i o n s  f o r  f o r e i g n  c o m p a n i e s  l o c a t e d  in n o t i f i e d  

a r e a s .

A c a r e f u l  p e r u s a l  of t h e  I n d i a n  p o l i c y  s h o w s  t h a t  t h e  o n l y  

f a c t o r  o n  t h e  b a s i s  of w h i c h  f o r e i g n  c o m p a n i e s  g e t  c o n c e s s i o n s  is 

e x p o r t  o b l i g a t i o n s .  T h u s ,  f o r  e x a m p l e ,  t h e  40 p e r  c e n t  l i m i t  on 

e q u i t y  for n o n - F E R A  c o m p a n i e s  c a n  be r e l a x e d  u p  to 100 p e r  c c n t  

if the c o m p a n y  u n d e r t a k e s  to e x p o r t  100 p e r  c e n t  of its 

p r o d u c t i o n .  In g e n e r a l ,  t h e  I n d i a n  p o l i c y  on FDI d i s c o u r a g e s  long 

t e r m  i n v e s t m e n t  u n l e s s  a v e r y  l a r g e  e x p o r t  c o m m i t m e n t  e x i s t s .  

U h i l e  o t h e r  c o u n t r i e s  a l s o  i m p o s e  r e s t r i c t i o n s  o n  f o r e i g n  

o w n e r s h i p  the r e l a x a t i o n  or tax c o n c e s s i o n s  a r e  n o t  l i n k e d  o n l y  

to e x p o r t  p e r f o r m a n c e  b u t  a l s o  to i m p o r t a n t  d o m e s t i c  p o l i c y  

I s s u e s  l i k e  e m p l o y m e n t ,  local c o n t e n t  a n d  l o c a t i o n .
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4. Conclusion

Ou r  m a i n  o b j e c t i v e  in t h i s  p a p e r  h a s  b e e n  to l o o k  a t  t h e  

c h a n g e s  in t h e  f o r m  of f o r e i g n  p a r t i c i p a t i o n  in India. U e  f i n d  

t h a t  t h e r e  h a s  b e e n  a s h i f t  f r o m  l o n g  t e r m  FDI in t h e  f o r m  of 

f o r e i g n  e q u i t y  to s h o r t  t e r m  i n v o l v e m e n t  v i a  c o l l a b o r a t i o n s  w h i c h  

e n s u r e  q u i c k  a n d  r i s k l e s s  r e t u r n s  in t h e  f o r m  of l u m p  s u m  

p a y m e n t s ,  r o y a l t i e s  a n d  i n t e r e s t .  O u r  o b j e c t i o n  to t h i s  is t w o  

fold. F i r s t ,  t h e  f o r e i g n  c o l l a b o r a t o r  h a s  n o  l o n g  t e r m  i n t e r e s t  

s i n c e  he h a s  no s u n k  c o s t s  in t h e  f o r m  of a  s h a r e  of c a p i t a l  etc. 

S e c o n d ,  t h e  f o r e i g n  i n v e s t o r  is a s s u r e d  of a r e t u r n  i r r e s p e c t i v e  

of the long t e r m  v i a b i l i t y  of t h e  i m p o r t e d  t e c h n o l o g y .

U e  a l s o  l o o k e d  a t  t h e  fcce-s.fciinanit. i«*i ;im«esiSmanifc iin

I n d i a  a n d  c o m p a r e d  it to t h e  tax t r e a t m e n t  in C h i n a ,  M a l a y s i a ,  

T h a i l a n d  a n d  B r a z i l .  T h e  m o s t  r e m a r k a b l e  f i n d i n g  is t h a t  all 

t h e s e  c o u n t r i e s  p l a c e  a  l o w e r  l i m i t  o n  t h e  a m o u n t  of f o r e i g n  

e q u i t y .  F u r t h e r ,  tax c o n c e s s i o n s  a r e  b a s e d  on e i t h e r  t h e  d u r a t i o n  

of t h e  f o r e i g n  i n v e s t m e n t  or t h e  s i z e  of e q u i t y  p a r t i c i p a t i o n .

F i n a l l y ,  it is r a t h e r  i l l u m i n a t i n g  t h a t  w h i l e  I n d i a n

c o n c e s s i o n s  to f o r e i g n  i n v e s t m e n t  (for e x a m p l e  in p e r c e n t a g e  of 

f o r e i g n  e q u i t y  a l l o w e d )  a r e  b a s e d  o n l y  o n  e x p o r t  p e r f o r m a n c e ,  

o t h e r  c o u n t r i e s  h a v e  a l s o  l i n k e d  c o n c e s s i o n s  to i m p o r t a n t

d o m e s t i c  p o l i c y  o b j e c t i v e s  li k e  local e m p l o y m e n t ,  l o c a t i o n  a n d

o t h e r  s o c i a l  o b j e c t i v e s .  T h a t  e m p l o y m e n t  o r i e n t e d  c o n c e s s i o n s  in 

p a r t i c u l a r  a r e  n o w h e r e  to be f o u n d  in t h e  I n d i a n  tax a n d  n o n - t a x  

p o l i c i e s  t o w a r d s  f o r e i g n  i n v e s t m e n t ,  m u s t  r e m a i n  t h e  g r e a t e s t  

l a c u n a e  in I n d i a n  p o l i c y  p l a n n i n g .

T o  s u m m a r i s e ,  t h e  p o l i c y  t o w a r d s  f o r e i g n  i n v e s t m e n t  m u s t  

a t t e m p t  to e n c o u r a g e  l o n g  t e r m  i n v e s t m e n t  in t h e  f o r m  of F D I  v i a  

e q u i t y  i n v e s t m e n t  by t h e  f o r e i g n  p a r t n e r .  T a x  p o l i c y  n e e d s  to be 

r e - o r i e n t e d  in t h i s  light. S o m e  s p e c i f i c  c h a n g e s  c a n  b e  m a d e .  F o r
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one, a n y  tax c o n c e s s i o n  m u s t  b e  l i n k e d  to t h e  p e r i o d  for w h i c h  

f o r e i g n  e q u i t y  is c o m m i t t e d ,  t h a t  is, t h e  l o n g e r  the p e r i o d  the 

g r e a t e r  t h e  tax c o n c e s s i o n s .  S e c o n d ,  t h e  tax c o n c e s s i o n s  c a n  be 

g r a d e d  w i t h  l a r g e r  c o n c e s s i o n s ,  t h e  g r e a t e r  the e q u i t y  c o m m i t t e d  

by t h e  f o r e i g n  i n v e s t o r .  T h i r d ,  it Is n e c e s s a r y  to I m p o s e  s o m e  

c e i l i n g  o n  the f o r e i g n  d e b t  to e q u i t y  r a t i o  to p r e v e n t  the 

c o u n t r y  g e t t i n g  i n t o  d e b t  traps.

In c o n c l u d i n g ,  w e  m a y  n o t e  t h a t  it is n o t  o u r  c o n t e n t i o n  

t h a t  t a x  f a c t o r s  or p o l i c y  t o w a r d s  F D I  by t h e m s e l v e s  a t t r a c t  FDI. 

It is l i k e l y  t h a t  the g e n e r a l  e n v i r o n m e n t  ( L a b o u r  Laws, A t t i t u d e s  

of b u r e a u c r a c y  to f o r e i g n  i n v e s t m e n t  e t c . ) is t h e  m o r e  i m p o r t a n t  

i n f l u e n c e  o n  the i n f l o w  of FDI, h o w e v e r  w h a t  w e  h a v e  t r i e d  to 

a r g u e  is t h a t  e v e n  in a p o s i t i v e  e n v i r o n m e n t  t h e  n a t u r e  of 

F o r e i g n  c o l l a b o r a t i o n  in I n d i a  a n d  t h e  i n a d e q u a t e  tax laws a r e  

s u f f i c i e n t  to s c a r e  a w a y  FDI.
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A N N E X T U R E S A.1 -  5

WITHHOLDING RATES UNDER THE DOUBLE TAX 
TREATIES IN BRAZIL, CHINA, INDIA, MALAYSIA, 
THAILAND.



A- 1

B R A Z I L

I n t e r e s t . R o y a l t  ies p a i d  to

W * Wfc * » ‘  WWW* WW

n o n - r e s i d e n t s  u n d e r  D o u b l e  T a x

T r e a l i e s .

1 2 3 4

Country Date of Dividends 

T reaty

Interest Royal ties Technical

Fees

France 1. 1.73 15 15 10,15 or 25 -

Federa1 

Repub Iic of 

Germany

1. 1.76 15 10 or 15 25 or 15

Italy 1. 1.82 15 15 25 or 15 -

<J apan 1. 1.68 12.5 12.5 15 or 12.5 -

Sweden 11.1.76 25 or 15 25 or 15 25 or 15 -

U.K. - - - - -

U.S.A. - - - - -

Nationa1 

Laws of 

BraziI

25,15,8 

12, 10

25 25 —
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Notesrl. In case of dividends, the rate is 15* generally, but in some

cases it is 25*. In Japan's case the rate is lesser (12.5*). Under 

the National Laws of Brazil, dividends paid to individuals and to 

legal entities domiciled or resident outside Brazil are normally 

subject to a 25* withholding tax. If the dividend had already been 

subject to withholding tax at a lower rate, only the difference is 

due. The 8* ‘withholding tax' is specifically creditable against 

the liability of the non-resident (this is additional to the 

corporate income tax).

In certain cases this withholding tax is paid at a 15* rate, 

namely:

(i) dividends and other similar profits distributed in cash and paid 

by an exempted investment company;

(ii) gains realized from the sale of shares issued by investment

companies, as calculated in the original foreign currency;

In cases (i) h (ii) the benefits are paid on investments that

entered into Brazil prior to 29.12,1962 and if maintained in

Brazil for more than 6 years, the withholding tax is levied at the

rates given below:

Investment maintained in Rate of withholding

Erazi 1 for per iods tax

6 to 7 years 12*

7 to 6 years 10*

over 8 years 8*

2. In the case of interest, the tax rate is 15* in French and Italian

treaties with Brazil, for Japan it is lesser i.e. 12.5*. In the 

case of Germany, taxation in the source country is limited to 10* 

for interest paid to a bank under certain conditions and to 15* in 

other cases. In Sweden’s case interest income is taxable in both
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states but th^ taxation in the source country is limited to 25% 

for interest paid to individuals or partnerships and to 15* for 

other cases. Under the National Laws, the rate prescribed is 25%.

The tax rates for Royalties is 25* for trade marks (applicable to 

all the treaties considered here) and 15* in other cases (under 

the Japanese treaty it is 12.5*). The tax rate is 10* for 

copyrights, films and tapes under the Brazi1-France treaty 

prov is ions.

Provisions for Technical fee taxation are not made under the 

treaty arrangements.



A-2

PEOPLE'S REPUBLIC OF CHINA

Withholding Tax Rates (in X) on Chinese Source Dividends. Interest. Royalties

and Technical Fees paid to No n -Residents (Including Non-Residents of Ta» 

Treaty Countries) Where the Incoae is not Connected with a Peraanent

Establishment** in China

1 2 3 4

Count ry Date of 

treaty

Div idends 1 nteres t

(use

Royal ties 

of equipment)

Royal ties 

Genera I

F ranee 01.0.66 10 0 or 10 10 10

F.R.G 11.07.65 10 0 or 10 10 7

Japan 01.01.65 10 0 or 10 10 10

I ta i y 14.ll.69 10 0 or 10 10 7

Sweden 01.01. 67 10 0 cr 10 10 7

U.K. 23.12.5 4 10 0 c r 10 10 7

U.S.A. 21, 11.65 10 0 cr 10 10 7

Nat icna 1 Laws 10* 20” 20“’ 20"

of China 20*
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Notes:

1. Dividends; Under treaty arrangements with all the countries considered 

here, the rate of taxation on dividends froa Chinese source is 10 

percent applicable on Foreign enterprise-other than those which provide 

advance technology and equity joint venture.

2. Interests; Under all the treaties considered here public bodies are 

exempted from tax on interest from Chinese source, otherwise the rate is 

10%.

3. Royalties (General); The tax is 10% in the case of Japan and France but

the royalties paid for the use of or the right to use industrial,

commercial or scientific equipment are subject to tax on 70% of 10% of

the gross amount of such royalties in the case of U.S., U.K. and F.R.G.

For copyright, television royalties the rate of taxation for the 

countries under consideration is 10%.

4. Royalities (use of equipment); Under all the treaties mentioned here the 

rate of taxation is 10%.

5. National Laws of China;

(a) The joint venture income tax applies only to one type of business

operation: the equity joint venture between foreign and Chinese

partners, where a foreign participant in an Equity joint venture remits 

abroad part of the share of the profits, the joint venture income tax is 

withheld at the rate of 10 per cent.
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<b) The foreign Enterprise income tax applies to business operations 

other than equity joint venture between foreign and Chinese partners. 

The foreign enterprises income tax is withheld at the rate of 20% from 

gross amount paid to a foreign enterprise or 10% on advanced technology 

after approval by the tax authority.
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A-3

INDIA

V ithholding tag rates___(In perc e n t )__ on__1 nd ian-source dividends,___interest.

royal ties a n d __technical services fees paid to HRI generally and under tax

treaties where the Incoae Is not connected with a permanent establIshaent** In 

1nd ia.

Country Date of Dividend;

t rea t ies

Interest Royalties

C3vments

Techn icaI 

Service Fees

F ranee 26.03.69

F R G 18.03.59 15 0,10 or 15

Italy 12.01.61 0, or 15

lapa: 05.01.90

Sweden 3 0 . 0 7 . 5 3  15 o r  25 0 , 1 0 , or  15

U.K. 16.0^.31 0 . 1 0 , or  1:

U.S.A* 1 2 . 0  9 . 8 9 0 , 1 0 , or  15 1 0 , 1 5 , or  20 1 0 , 1 5 , 2 0

Nai: icr.a i 

Laws of India 

regarding tax 

rates

25 or 30 15,25,30

44 or 65

3 0 , 5 0 , or  55  3 0 , 5 0 , 6 5
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Notes: * Not yet in-force. (However, recently it was concluded that Indo-US 

convention on the avoidance of double taxation and the prevention of 

fiscal evasion with regard to taxes on incomes will come into effect in 

India on April 1, 1991, in respect of income arising in any previous

yea r ).

1. Di^idend^s - In the case of Japan, Italy and France national laws apply 

(i.e.25%). For the rest of the countries the double tax convention 

specifies 15% of the gross amount of the dividends, if the beneficial 

owner is a company which owns at least 10% of the voting stock of the 

company paying the dividends and 25% of the gross amount of the dividend 

in ail other cases.

2- Interest - In the case of Japan and France national laws apply. For

rest of the cases the taxes charged shaii not exceed.

(a) iv?% of the gross amount of the interest. if such interest is paid on a

loan granted by 3 bank carrying on a bonafide banking business or by a 

similar financial institution (including an insurance company) and

(b) 15% of the gross amount of the interest in all other cases.

Exetrpt i cr.s are provided in the case of interest fcer.ef ic ia i ly ovr.eo by

the government, a political subdivision cr iocai authority or the

Centra! Bank as the C3se may be.

2- Rcya 1 t •' p; - ir, most of the cases i.e. iF.R.G., Japan :!.aiy, France)

national laws apply. 1 r. of the U.F. withholding rates will vary

between 10-20 per cent (a. cording to the new convent ion I.Las11 y under 

the treaty arrangements with Sweden and U.K. it is 21 and 30 percent 

respect iveiy.

4. Technical services Fees - Same provisions as in the case of Royalties

apply. Only exception is FRG, here the tax rate for technical services 

■ust not exceed 20%.
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Under the national laws - If no rate is given and the treaty does not 

specify any limitation, the national rates apply. As regards technical 

service fees, in the absence of any specific provision in the treaty the 

provisions relating to business profits will generally apply.

Some of the treaty withholding rates apply only to payments in respect

of obligations created after the enforcement of the treaty.

if two treaty withholding rates are given for dividends, the icwer rate 

generally a op lies to dividends paid to corporate shareholder which have 

at least a specified percentage shareholding in the paying company.

Certain exempt ions from withholding tax for interest generally apply 

If, there are two treaty rates of withholding, the lower rate generally 

applies to interest paid to a bank or financial institution.

The rate cf income tax applicable to foreign companies on assessment for 

the year 1959/59 is generally 65%. A lower rate of 53% applies to 

royalties and technical service fees received from the government of 

India for agreements made between 50.3.61 - 1.4.76 for royalties and 

agreements made between 29.2.64 - 1.4.76 for technical services fees.

Dividends: 25% withholding rate on income by way of dividends.

Interest Income: Interest payable on money borrowed or debt incurred in 

foreign currency is 25%;and 44% on interest payable on a tax free

security. 15% interest is payable on a tax free security by non-resident 

Ind iv idual.

RpX^ItJes: 30% on income by way of royalties payable by the government 

or an Indian concern in pursuance of an agreement made with the 

government or the Indian concern after 31.3. 1976, where such royalty is 

in consideration for transfer of all or any rights In any book, on a 

subject which may be imported under an open general licence according to 

the import trade control policy for the period 1.4.77 - 31.3.78.

For agreements between 31.3.61 - 1.4.76 - 50% (including the granting of 

a licence) in respect of a copyright.
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Technical services: 321* rate on agreements m3de 3fter 31.3.76.

For agreements between 29.2.64 - 1.4.76 - 5.5% for Non-Resident

individuals. Any ether income - 65%.

interest payable on a tax free security - 15%

Other income : 30%

Winning from lotteries, horse races, crossword puzzles-40%.
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A-4

Malaysia Withholding Tax Rates (in X) on Halaysian Source Dividends, Interest.

Royalties and Technical Fees Paid to Hon-residents (including Non-Residents of

Tax Treaty Countries! where the lncoae is not Connected w i th__a__ Permanent

Estab 1ishment** in Malaysia.

income i teir,; 

C c Li n t r i e s

Date

of treaty

Loan latent 

Eova 11 is-;

■ -5 n c e Z-. 75 N i i 0 or 1

f rco 0. 10 or 15 0

i ta 1 v H i 1 0 or 15 0 or 1:

1 a ca n .30, 01. 70 N i! 10 or I'

cweaers 21, 11.70 N i i 0 or 15 0 or 1c

U.K. 30,03,73 N i i 0 o r 15 0 o r

U.S.A.

National Lawi Nil 0 or 20 0 or i'

0, 10, 15
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N ot e s :

1- Pividends: Malaysia does not at present levy a separate withholding tax

on dividends in addition to the tax levied at a rate of 35% on profits 

on income of a company. Upon paying a dividend a company resident in 

Malaysia is required to deduct tax at the company rate o i 35 per cent, 

where no deduction of tax is made the tax is deemed to be withheld on 

the distributed dividend as an advance tax by the distribution company. 

The tax so deducted or deemed to be deducted is creditable against the 

company income tax due by the paying company on the profits or income.

At the end of each assessment year two total amounts must be determined 

for each resident company in Malaysia, one totai represents the tax paid 

or payable by the company on its profits or income and the other 

represents the tax deducted cr deemed to be deducted from dividends paid 

to its shareholders. Where the former total exceeds the latter, the 

difference is carried forward for franking future dividends, where the 

latter exceeds the former the excess becomes debt due to the treasury. 

The deduction of tax on dividends paid during the assessment year is an 

underlying tax of the company resident in Malaysia levied on the profits 

or income out of which the dividends are paid and not a separate tax on 

dividends. In addition, companies resident in Malaysia pay a development 

tax on development source income.

2. Loan Interest: The tax rate under the treaties is generally 15*. Under 

the national laws the withholding tax on loan interest from Malaysia 

paid to non-residents is levied at the rate of 20% of the gross amount, 

interest arising from an approved loan for financing development 

projects or for the purchase of capital equipment for development 

projects and loans from a non-resident bank to a bank in Malaysia and 

interest paid by banks licensed under the Banking Act 1973 are exempt 

from Malaysian withholding tax.

Certain other exemptions are also provided in the case of specific 

treaties. They are as follows:

25



(a) In the case of France and F.R.G., interest from an approved loan for 

financing development projects or for the purchase of capital equipment 

for development projects in Malaysia is exempt from tax in Malaysia.

(b) In the case of Italy, Interest from an approved loan or long term loan 

shall be exempt from tax in Malaysia.

(c) In the case of Sweden h U.K., if the loan or indebtness has been

approved by the government of Malaysia, such interest shall be exempt 

from tax in Malaysia.

<d) In the case of Japan, i n t e r e s t  arising from the Maiaysian government,

its iocal authorities and financial institutions' derived by the

government of the other contracting State, (including its subsdivisions 

and financial institutions) is exempt from tax in Malaysia.

(e) In the case of Japan, if the loan or indebtness in respect of which the

interest is paid is made to or incurred by an enterprise engaged in an 

industrial undertaking the rate is maximum 10%.

(3) Royal ties: Uhen the payer in Malaysia is liable to pay royalties derived

from Malaysia to any other person including a company not known to him

to be resident or to have a place of business in Malaysia at the time of 

payment, he shall upon paying or crediting the royalty, deduct therefrom 

income tax at the rate of 15%.

The following exemptions are given in the case of France, FRG and 

Sweden:

If the agreement under which such royalties are payable has been 

approved by the government of Malaysia they shall be exempt from tax in 

Malaysia, In the case of U.K. the beneficial owner is exempt from tax 

on 'approved industrial royalties* engaged in one of the following 

activities:-

(i) Manufacturing, assembling or processing

(iil construction, civil engineering or ship building

(iii) electricity, hydraulic power, gas or water supply.

26



in some cases (France, FRG and Japan) the treaty rate is 10%, if not 

exempted.

4. Technical Fe e s :- Tax is withheld at 15% for all countries except FRG, 

where specific treaty provision grants relief from tax with respect to 

special classes of income.

* In the updated version (supplement 80) w.e.f. April 1991, the rates

pertaining to France for Royalties are 0,10,15.

*** For UK the rate is 10% w.e.f. April 1991.
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A-5 

Tha i1 and

Withholding tax rates (in percentages) on Thai-source Dividends. 

Interest, Royalties and Technical Fees paid to non-resident (including 

non-residents of tax treaty countries) where the Incoae la not connected 

with a permanent establish»ent*» in Thailand.

1 2 3

Country Date o f 

treaty

Div idends I nterest Patent 

Royalt ies

Technical

a a a a

F ranee 27. 12,74 15 or 20 

a

0,3 or 10 

b

10 or 15 10 or 15

FRG 10.07.67 15 or 20 

b

0, 10,25 

b

15 15

I taly 22.12.77 15 or 20

G

0,10,25 

c

15 15

Japan 01,03, 03 15,20,25

d

0 or 10 15 15

Sweden 20,10,61 20 0,10,25 15 15

U.K. 10,02,91
d

15 or 20
b

0,10,25 15 15

U.S.A. - - - - -

National Law 20 0,10,25 25 25

in Thailand 7-55* 7-55* 7-55* 7-55*
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Notes:* Individual income tax rates, levied progressively from 7 to 55%

will be withheld from payments in respect of these items if paid 

to non-resident individuals of Thailand. In the updated version as 

of April 1991 (supplement 80), these provisions no longer apply.

1. Dividends: (a) In the case of France and F.R.G., if the

beneficiary of the dividends is a company (partnership excluded) 

owning at least 25% of the capital of the Thai company paying the

dividends and is engaged in an industrial undertaking the tax

shall not exceed 15% of the gross amount of the dividends, in all

other cases the rate is 20%.

(b) The Thai tax shall not exceed 20% of the gross amount of the

dividends if the company paying the dividends is engaged in an 

industrial undertaking or if the recipient of the dividends is a 

company resident in Italy owning at least 25% of the voting shares 

of the Thai company or 15%, if both conditions are fulfilled.

(c) The tax shall not exceed 25% on dividends paid by a corporation of 

Thailand to its parent corporation (which owns 25% of the shares 

with voting powers) in Japan.

(d) The Thai tax on dividends shall not exceed 20% of the gross amount

of the dividends if the Thai company is engaged in an industrial

undertaking or if the U.K. company receiving the dividends

controls atleast 25% of the voting power of the Thai company, or

15% of the gross amount of the dividends if both conditions

mentioned above are fulfilled, provided the dividend received is 

subject to tax in the U.K.

The national law stipulates 20% tax rates.

2. Interest (a) tn the case of France, in addition to the taxation 

of interest according to the laws of Thailand, the convention 

provides that the tax shall not exceed 3% of the amount of the 

interest paid on loans or credits which are granted for a period 

of 4 years or more with the participation of a Public Finance 

organization to a public utility authority or to an enterprise in
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France and which ara big to the sale of plant and machinery or 

studies relating to the equipping of, or the supply of industrial 

coaaercial or scientific installations as well as public works and 

10% when the Interest Is paid to any financial establishment in 

France.

(b) Interest arising in Thailand and received by the government of the 

other contracting state (including local tax In Thailand, Interest 

paid to financial Institutions or insurances companies, Is subject 

to a rate not exceeding 10% or 25% of the gross amount of all 

other interest arising In Thailand (applicable to F.R.G., Italy, 

U . K . ).

(c) In the case of Japan interest received by the government of Japan 

including a local authority of a Financial Institution fully owned 

by the government of one of the contracting states shall be exempt 

from tax in Thailand. Interest received by a resident of Japan on 

bonds issued by the government of Thailand Including a local 

government shall be exempt from tax in Thailand. The rate of tax 

Is 10% on Interest received by any Financial Institution including 

an insurance company resident in Japan on debentures Issued by or 

on loans made to an enterprise of Thailand engaged In an 

Industrial undertaking. Under the national laws for interest 

payments, Interest paid to foreign banks or Insurance companies Is 

subject to a rate of 10%. In all other cases the rate is 25%.

Interest paid by the Thai government or by a financial Institution 

organized to promote agriculture commerce or industry is exempt 

from tax. Exempt! on applies also when Interest Is paid to the 

national government or a local government of the other state or in 

some cases to Its Central Bank or certain public Institutions.

3* Patent Royalties: (a) In the case of France, generally 10% rate

Is applicable when the tax levied 1s on royalties arising In 

Thailand relating to experience acquired in the industrial field 

and for all other cases it is 15*.

Por other countries under consideration the 15* rate Is 

applicable. Under the national laws 25* rate Is applicable.
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4. » » * T echn i c a 1 F ees : Sa ue provisions apply 33 in case of Sovii ties. 

These provisions no longer apoiy w.e.f. April L391.

«* For the purposes of double tax treaty conventions, the tern 

•Peraianant Establishment* wherever used means a fixed place of 

business through which the business of an enterprise is wholly or 

partly carried on.
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Table t: Distribution of FDI Inflows by Major Regions,
Annual Averages in Selected Periods

(Aaount in billion US dollars, and Relative Share in Percentage)

1971-75
Aaount Share

1975-80
Aaount Share

1981-85
Aaount Share

Nor Id 15.60 100.00 32.10 100.00 46.70 100.00

Developed Market Economies 12.10 77.60 24.60 76.60 36.60 75.20

Developing {jconoaies 3.50 22.40 7.50 23.40 12.10 24.80
4

-Latin America 
k

2.10 13.50 4.00 12.50 5.10 10.50
0

-Asia 1.20 7.70 2.00 6.20 4.80 9.90

-Others 0.20 1.20 1.50 4.70 2.20 5.40

Sources: United Nations,"Transnational Corporations in World Development­
al ird Survey", op. cit.,p. 286,and "Transnational Corporations in world 
Development—  Trends and Prospects", op. cit., p.76

Notes: a) Including the Caribbean.
b) Including Island Developing Countries in the Pacific
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Table2»Selected Developing Economies In The ESCAP Region. FDI Inflow, Various yurt and Period!
Million US I

1975 1980 1981 1982 1983 1984 1985
Annual
1975-80

Average
1981-25

Total 1647.30 3197.10 5267.80 4827.50 4720.00 4773.30 4494.00 2007.20 4816.70

BRUNEI 0.90 -19.60 6.20 3.60 0.80 0.80 -4.00 2.30
CHINA 57.00 265.00 429.50 636.10 1257.70 1659.10 796.50
FIJI 14.10 36.40 36.20 36.80 32.10 23.40 33.80 10.10 32.40
HONG KONG 199.20 273.90 1087.90 651.80 603.00 681.70 -216.00 241.10 561.70
INDIA 85.10 79.20 91.90 72.10 5.60 -36.90 70.00 41.00 40.50
INDONESIA 475.90 179.60 133.20 226.30 288.60 226.50 272.10 289.90 229.40
HALASIA 350.90 934.50 1265.20 1397.70 1260.40 797.50 694.50 524.30 1083.00
PAKISTAN 25.50 58.60 107.30 65.10 31.00 55.40 134.00 32.80 78.60
PAPUA NEW 6UIICA 75.60 86.30 86.10 139.40 115.90
PHILIPPINES 98.30 -106.70 172.20 15.50 104.80 9.20 -11.20 73.60 58.10
REPUBLIC OF KOREA 57.10 7.80 101.40 68.40 69.50 111.70 230.50 60.70 116.30
SINGAPORE 286.50 1119.30 1409.10 1391.10 995.20 883.60 973.70 502.00 1130.50
SOLOMON ISLAM) 7.90 2.50 0.20 1.00 0.30 1.80 0.90 4.60 0.90
SRI LANKA 0.10 43.00 49.30 63.60 37.70 32.60 30.90 15.00 42.80
TIAMAN(CHINA) 19.80 166.00 151.00 104.00 149.00 201.00 340.00 91.30 189.00
THAILAND 21.90 190.00 293.60 193.20 349.60 403.90 161.40 85.20 280.30
VANUATU 7.00 5.90 7.60 4.60
VIETNAM 4.10 17.90 11.90 -0.10

SourccUnited Nations * Transnational Corporation In World Development'-Trends and Prospects,op. citM 
Annex Table A.l, pp. 506-507.
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Table 3: Selected Developed Market Economies; Sectoral Distribution
'* of Outward Stock of FDI, 1975 and 1985 (in percentage)

COUNTRY Extractive Manufacturing Services Others

1975 1985 1975 1985 1975 1985 1975 1985

Canada 21.1 22.90 50.50 46.20 28.40 30.90 NA NA

FR6 4.10 3.80 48.30 43.00 41.90 48.30 5.70 4.90

Japan 28.10 15.50 32.30 29.20 36.20 51.80 3.40 3.50

IK 11.10 33.30 59.50 31.80 29.40 34.80 NA NA

USA 26.40 23.10 45.00 37.90 24.30 33.70 4.30 5.20

Netherlands 46.50 55.40 38.60 22.20 14.70 22.10 0.30 0.30

Source: United Nations Survey of Transnational Corporations 
TNG'i in World Development: Trends and Prospects 
(N.Y, 1988), Table V.4, page 86.
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Table 4: Foreign Collaboration Approvals: 1965-88

Year Total No. of Cases involvingPercentage Cases
Collaborations FDI with FDI

1965 241 71 29.5
1966 202 49 24.3
1967 182 62 34.1
1968 131 30 22.9
1969 134 29 21.6
197# 183 32 17.5
1971 245 46
1972 257 36 14.0
1973 265 34 12.5
1974 359 55
1976 277 39 14.1
1977 267 27
1978 307 44
1979 267 32 12.0
1980 526 65 12.4
1981 389 56 14.4
1982 588 113 19.2
1983 673 129 19.2
1984 740 148 20.0
1985 1041 256 24.6
1986 960 256 26.7
1987 903 259 28.7
1988 957 289 30.2

Total 12847 2724

Source: National Register of Foreign Collaboration:1988 
Department of Scientific & Industrial Research 
Ministry of Science k Technology, New Delhi
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T«blc 5;
Foreign Collaborations; Sectorwise Distribution 1981 -88

Sector Nos. X

Altemate/Renewafale Energy 38 0.60

Cheaicals m 11.70

Electrical & Electronics 1531 24.80

Industrial Machinery 1156 18.70

Mechanical Engineering 751 12.20

Machine Tools 176 2.80

Metallurgy 314 5.10

Textiles 87 1.40

Transport 2B7 4.70

R i. D/Consultancy 75 1.20

Misc. 1034 16.80

Total 6169 100.00

Source : S w  as Table 4
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Table 6: Foreign Collaboration Approvals: 1978-09

Countries 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 I Of
(in 1

USA 59 48 125 85 100 135 146 197 169 196 191 127 21.0

FRfi 58 55 100 74 110 129 135 180 163 149 178 112 18.5

UK 61 63 110 79 106 119 127 147 130 122 134 66 15.7

JAPAN 28 12 34 27 51 56 78 106 111 71 96 62 9.9

ITALY 13 16 25 18 37 30 37 56 58 50 53 37 5.6

FMMCE 21 17 24 23 28 40 36 61 39 214 42 23 5.1

SilTZERLAM) 18 14 38 26 41 47 30 42 32 31 41 22 4.8

iCnCRiilNDfi 10 6 8 9 14 13 14 16 26 23 15 12 2.1

SMEDQI 8 5 10 11 15 15 14 29 29 19 11 17 2.4

CANADA 3 2 2 1 6 8 15 15 9 10 6

FINLAND 1 3 5 2 4 I 2 4 5 2 10 5

USSR 2 2 6 2 2 4 I 4 5 6 7 9

TOTAL 307 267 526 389 590 673 752 1024 957 853 926 605

Source :*QUE Economic Outlook* 18 September 1990 and 
Foreign Collaboratian(l988)*

•The National Register of



Table 7
Sectomise Distribution of Payaents Approved 1981-88

to. in Killian

Sector 1981 1982 1983 1984 1985 1986 1987 1988 Total X

Alternate/Renewable Energy Sources NA 0.70 0.60 6.10 31.00 6.70 1.60 10.50 57.20 0.20

Cheaicals 107.60 240.70 498.40 1340.30 936.50 3029.90 1834.80 2137.30 10125.50 37.50

Electrical It Electronics 72.50 456.50 262.00 322.60 1061.10 1302.60 682.40 826.70 4986.40 18.50

Industrial Machinery 98.30 211.00 257.50 325.00 826.90 127.10 350.30 1160.00 3356.10 12.40

Mechanical Engineering 47.10 192.10 108.50 172.30 162.40 319.50 239.50 239.00 1480.40 5.50

Machine Tools 10.40 3.30 24.20 82.70 47.80 39.00 68.10 79.40 354.90 1.30

Metallurgy 31.40 123.70 34.80 92.00 363.00 428.60 514.00 432.30 2019.80 7.50

Textiles 116.70 22.30 19.90 86.20 317.30 24.70 12.40 84.20 683.70 2.50

Transport 35.10 89.40 131.20 72.00 144.80 131.00 106.80 116.50 826.80 3.10

ft It D/Consultancy NA 16.10 23.00 4.30 56.20 NA 33.90 76.00 209.50 0.80

Misc. 46.00 85.60 191.00 499.80 558.30 473.20 338.80 676.80 2869.50 10.70

Total 565.10 1441.40 1551.10 3003.30 4505.30 5882.30 4182.60 5838.70 26969.80 100.00

Source: Saac as table 4
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Table 8:Foreign Investment(Including NRl) 
Sector wise

in Rs. Million

Sector 1981 1982 1983 1984 1985 1986 1987 1988

CHEMICALS 10.9 795.95 7.576 709.43 88.23 300.08 na 679.1

ELECTRICALS 8.6 44.814 78.358 56.67 301.11 301.17 na 372.6

INDUSTRIAL MACHINERY 23.48 47.501 20.695 52.84 33.37 10.48 na 49.6

MECHANICAL ENBINEERINB 10.42 166.2 23.395 45.6 83.66 80.057 na 141.5

«ETULLflft6Y i.n 6.044 5.16 24.63 147.79 137.84 na 147.5

MISCELLANEOUS 10.61 153.188 276.554 232.1 473.42 251.12 na 1123.7

TOTAL(INCLUDIN6 
OTHERS)

108.7 1508.0 618.7 1127.6 1420.74 1258.4 169.87 2709.1

Source National Register of Foreign Collaborations, various issues.
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T«fale 9:L(j«psuB Payments (CountrvMift).
in Rs. Million

Gauntry 1981 1982* 1983 1984 1985 1986 1987 1988

V USA 240.63 615.46 397.95 289.487 1145.207 2121.0 na 1099.5

•V FRS 131.14 235.8 226.55 362.12 165.89 1364.1 na 1074.9

UK 59.819 152.855 157.87 377.443 536.43 619.3 na 1242.8

li JAPAN 30.78 192.87 117.6 237.42 262.53 494.4 na 795.4

—» ' S. KOREA 0.45 29.01 2.811 15.26 nt na 15.0

t- ITALY 31.5 46.24 22.058 183.97 215.03 235.1 na 144.2

<) FRANCE 38.98 268.00 70.79 159.13 150.865 87.0 na 494.7

V SWITZERLAND 24.82 96.43 58.14 10.29 85.48 221.2 na 495.0

V SMEDEN 10.75 31.81 18.99 7.14 43.49 na 30.6

VO ■ CANADA 0.12 0.26 10,975 11.05 77.35 na 13.6

v \ TOTAL(INCLUDING 
OTHERS)

565.1 1441.4 1551.1 3003.3 4505.3 5882.3 4182.6 5838.7

Source:Sa»e as T«ble 7.

• Unexplained discrepancy in the total of 1982
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Table 10 
Foreign Invntaent 1981-86

Rs in Million

Country 1981 1982 1983 1984 1985 1986 1987 1988 Totil X

USA 22.5 73.6 138.9 132.0 589.8 390.9 454.9 983.1 2785.7 26.7

FR6 54.2 35.3 48.4 46.6 139.3 228.8 165.9 378.4 1096.9 10.5

UK. 7.1 25.1 98o 42.1 40.9 81.4 503.0 111.1 908.7 8.7

JAPAN 6.5 1011.1 160.8 72.7 171.0 56.2 77.1 243.8 1799.2 17.3

ITAIY 0.5 59.9 11.5 8.0 86.7 29.6 81.0 347.6 624.7 6.0

FRANCE 0.8 25.8 8.0 16.6 59.8 19.0 53.6 181.6 365.2 3.5

SWITZERLAND 6.5 112.7 11.3 2.4 11.3 34.5 89.6 108.5 376.8 3.6

SWEDEN NA 15.3 8.0 15.8 18.7 47.5 22.4 4.4 132.1 1.3

ICTHERLANDS 0.8 NA 26.9 NA 7.0 70.8 10.4 13.6 129.5 1.2

OM R S 9.9 149.2 106.9 791.4 278.2 299.7 240.8 334.0 2210.1 21.2

Total 108.7 1518.0 618.7 1127.6 1402.7 1258.4 1698.7 2706.1 10428.9 100.0

Source:Sa*e as Tible 4
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Tabic ll:Reaittance of Profits.Dividends etc. fro* India To Other Countries: 
1964-65 to 1986-87

Profits Dividends Royalties Technical Interest 
Fees parent by 

Pvt.Sector

Total

1964-65 15.60 22.00 4.40 3.60 6.20 51.80
(30.1) (42.5) (8.5) (6.9) (12.0)

1965-66 13.50 19.40 2.95 6.98 42.83
1966-67 14.47 28.77 5.13 10.43 58.80
1967-68 15.95 32.70 4.32 14.68 67.65
1968-69 12.96 30.25 4.78 17.97 12.73 78.65
1969-70 12.72 31.41 5.80 13.05 9.28 72.26

(17.6) (43.4) (8.0) (18.0) (12.9)
1970-71 13.12 43.48 5.23 20.63 12.80 95.26
1971-72 9.94 38.87 5.86 13.90 12.13 80.70
1972-73 15.54 39.06 7.33 11.33 15.60 88.88
1973-74 21.91 37.51 6.21 14.08 16.27 95.98
1974-75 7.19 18.46 8.46 12.56 36.70 83.37
1975-76 20.36 24.84 10.49 25.66 24.65 106.00

(19,2) (23.4) (9.9) (24.2) (23.2)
1976-77 19.39 48.47 15.88 37.80 25.11 146.65
1977-78 10.13 68.01 19.50 28.14 22.70 148.48
1978-79 10.24 45.35 12.65 55.52 31.44 164.20
1979-80 14.37 50.92 9.53 43.97 25.22 144.01
1980-81 21.10 55.92 8.88 104.93 22.32 204.15
1981-82 12.16 58.92 15,99 270.70 41.08 398.85
1982-83 19.12 70.31 39.72 258.58 80.23 467.96
1983-84 20.00 62.11 27.60 314.89 81.51 506.11
1984-85 16.68 74.58 28.49 1M IA %jvv«Qtf 123.91 544.26
1985-86 11.80 75.20 23.50 367.90 218.70 697.10
1986-87 11.60 85.50 40.10 358.40 318.90 813.50

(1.3) (10.5) (4.9) (44,0) (39.2)

Source; CHIE, Economic Outlook ,September 1998 - 
Nate figures in the Parenthesis are Percentage of Total.
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