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NTRODUCTION

Industrial Revolution ushered in on the eve of unpree-
cedented industrial growth on the capitalist lines, This growth
on its ascending path has accompanied from time to time the
chanzes in organisational forms in the sphere of production,

In the beginning it was individual proprietorship vhich emerge
ed as the main orzanisational form, However, the introduction
of new technoloriegs and the emergence of national markets gave
way to partnerships as a device 10 overcoms the financial cone
straints, The next step in this evolution was the revolutionary
idea of Joint Stock Company with limited 1iability, This form
3t11l reseins as an isportant fore of industrizal organization,
The form remained prominent in a world dominated by nstional
comparative aivantage, international traie in finished commoa-
dities, and a frawewori of international Lrade bound by centree-
periphery relationships, The developaents after the second
world war led to a relative decline of this organisational fora,
The collapse of the colonial systes of trade cheracterised by
the spread of nationalis®m and independence intensified inter-
national differences in factor costs, prevented movesmentis in
commodities due to efforts at import substitution, This led to
a polarisation of the world in two groups one consisting of

Leag Developed Countries (LDCs) and the »ther of aldvenced



2

eountries, The advanced countries themselves, because of
technological process based distintegration of production, came
closer to each other tnrough intra-industry traie relationships,
These two factors led to a global view of production processes,
This called for global reallocation of resources in aceordance
with difference in factor cost, Transnational Corporations
(IRC3) was & nev organisational fora which acted as a vehicle
which facilitated this technical and resource based transforuge
tion on the global scale, Transnational corporations, also
known as sultinational, international, or global corporations
have been one of the resmarkable phenomena of the postewar
period, The growth of these corporations have generated a wide
debate among scholars from all walks of academla, This debate
has led to a large nuuber of research prajects undertaken by
individuals, private and public institutions all over the world.l
There has been a constant flow of literature on various aspects
of T8Cs {rom these diverse sources, In fact it is little
frightening to note that '... very soon the sheer weight of all
the materials will be so great that no individual scholar will
be able to keep up with the iaportant mtr&buuzma'.z nven

a casual review of the literature since these commenis by Prof,
Vernon would show that this has bacome true, though the factual
data on the activities of iNCs are not still available in

1 Por a comprehensive survey of work in this field see
"nited Yetions, Survey of Research on TNCs, 1977,

2 Raywond Vernon, Storaz over the Multinaiicnals, Macmillan,
1977’ PeVe
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adequate measures. Despite this, a careful survey could reveal
a broad overview of TECs activities in the world econsay,
"ollowing is such a brief overview, This overviaw begins with
the definitions of THCs and discusses their dimsnsions and
principal characteristies, ‘his overview is followed by an
exazination of THCs' dimensions in India in terss of thelr
number, assets, country and industry distribution, e then
discuss ths 3otivations and consequences of transnationals?
operations abroad, Towards the end of this chapter we state
our research problem, its objectives, its methodology and the
data sources., +“e also discuss the work done so far in this
field and sce what needs to be done in this area., ¥e begin the
first section of this introductory chapter with the definitions
of the THCs,

Definitions of T§G§3

The term *Xultinaticnal Corporations®' (MHCs) was first
used and defined by David %, Lillienthal as "Corporations which
have their home in one country but operate and live under the

laws and custom:s of other countries as u'e].l".k He further

clarified that by operating he particularly meant industrial

or cosmercisal operations abroad which direetly involve managerial

g

3 Por a survey of definitions See 1,¥, Multinational
Corporationa (MNCs) in World Development, 1973, Annex IT,
po. 11821213 and Yair Aharoni, "On the definition of a MNC"
in A Kapoor and Philip D, Grub (eds,) The ¥ultinational
Entegfgése in Transition, Yew Jersey, Darwin Press, 1973,
PPe .

b 2avid Lillenthal, The MHC, Developaent & Resource
Caorporation, H,¥,, 1962, p.l,
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respanslbllity.g A nusber of definitions have since been used
by authors to define MNCs, These definitions are dbased on one
or more of the following criteria : structural, perforamance or
hehavioural.é The definitions using structural criteria are
based on such factors ss the number of countries in which the
firs is operating and the degree of ownership therein, The
definitions on the perforaance eriteria are based on some per-
formance features like sales or assets, And definitions on
the behavioural criteria account for such features whether the
firm thinks internationally in teras of its investment deci.
sions considering world as a large sarket, On the basis of
their orientation, corporations are also distinzuished into
mgthocentric®™ - home country oriented, "polycentric® - host
country oriented or “geocentric” - world oriented.7

There iz, however, no genersl consensus over the defini.
tions of ¥MACs, Authors have used different definitions for
their purposes., United Wations secretariat define ¥NCs broadly
Lo cover all enterprises which control assets - factories,
sines, sales offices and the like - in two or sore countries.g
¥we adhere to this definition for our purpose,

The teras "corporation®, "fira®, "coaspany® or "enterprise”

s Ibid,
6 Yair Abarani, op.cit.
7 Howard V. Perlsutter, "The tortuous evolution of the

MHC" in A, Kapoor and Philip O, Crub, 1973, op.cil., PP.53=66.
8 United Hations, 1973, OP«Citey Pe%e
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are generally used synonymouszly in the literature., ¥e also make
no specific distinction between them, though we would prefer the
tera 'transnational' to others, A foreign branch is part of an
enterprise that operates abroad, 4An affiliate is also a part of
an enterprise thal operates abroad either in the fora of a zube
sidiary with asjority or sometimes as little as 25 par eent
control of the voting stock by the parent, or in the form of an
associate, in which case as little as 10 per cent of voting
stock may be Judged adequate to satisfy the criterils.9

The activities of THCs can be classified on the basis of
 three broad ccnsiderations: (a) Backward vertical operations,
(b) Torward vertical operations, and (¢) Forizontal operations,

Backward vertical operations represent the extension of
purchasing strategies of the investing firms, These are under-
taken primarily to obtsln unbindered, chesper, and smore reliable
supplies of raw materigls or processed inputs for the investing
company, The arrangesents of this type are =mainly present in
firws engaged in extractive industries,

Forward vertical sctivities represent the extension of
the sales sirategies of the investing fira, The primary func-
tions of these firms are %o advance or protect their markets
or supply points so as to ensure stable production, Firas
enzaged in large export business are interested in evolving
such strategies, Firmss which are interested in locating pro=-

duction facilities abroad may not prominently figure in this area,

R

9 United ﬂations, 1973' OP.c!.’f-., Pe 50




6

Horiszontal opsrations largely comsrise of foreisn manue
facturing activities which say or may not be harmonised with
each other or witu domestic activities, This category of
operations are currently attracting the msaximsum attention of
host and investing countries. These operations are usually
classified in high technology or interazediste technology ine

ves taents,

: Dis and Character

If firws with one or more foreign affiliates are taken
as transnationals then a survey by the comaission of the
Buropean comasunities shows that in 13973 there were 9431 such
enterorises operating in the wvorld, »Jut of these, 2567 alone
were based in the United States, 4532 were based in Furopean
Zeonomic Community and 2382 in other countries (Teble 1l.W),
As regards the growth of overseas affiliates of these enter-
prises, a tresendous rise has been recorded in the past, Avalle
able data shows tnat between 1950 and 1966, the numbar of U.S,
affiliates increased by sore than three fold froa 7000 to 230070,
Data for 13k U.K, and European based firms and 79 Japanese and
other parent firms show that between 1962 and 1970, these firms
established abroad respectively 2279 and 287 nev sanufacturing
subsidiaries,t?

The data on direct investzent abrosi of developed economies
by major countries of origin appears in Tadle 1.1, The lateat

19 Neil Hood and Stephen Young, The ¥economics of Hultie
national Enterprise, London, Longman 1379, Table 1,5, Pp.22.



Jable 1,1: Stoeck of Direct Investment Abroad of Developed Market Econouwies, by
Major Country of Origin, 1967.1976

- e @ W @ © S W W S A S e W S W W W W S W W W W W @& W @ & W W W S W S W e - = S ™ e - -

Country of Billions of dollars,end of Percentage distribution-

1967 1971 1973 1979 1976 1967 1971 1973 1975 1976
United Ringdon 17.5 2 3-7 2609 39, a 32.1 16.6 15. 0 1305 11.9 11,2

Geraany,Federal
Republic of 3,0 7.3 11,9 16,0 19, 2.8 4.6 6.0 6,2 6.9
Japan 1.9 L. 10,3 15,9 19,4 1. 2,8 5.2 6,1 6.7
Switzerland 5.0 9.5 11,1 16,9 18,6 4,8 6,0 5,6 6.5 6,5
France 6.0 73 8.8 11.}1 11,9 507 lhé l’o"" h’c 3 ""01
Canada 3.7 6.5 7.8 10,9 11,1 3.5 b1 3.9 hel 3.9
Netherlands 2,2 4,0 59 845 9,8 2.1 2.5 2,8 3.2 b
Sweden 1.7 2. 3.0 Lol el 1,6 1.9 1.9 1.7 1,7
Belpiume
Luxembourg 2,0 2.4 2,7 22 ) 1.9 1.9 1.h 1,2 1.2
Italy 2.1 3.0 3.2 3.3 2.9 2.0 1,9 1,6 1.3 1,9
Total above 101e3 153.3 192,5 2448 271.5 96,2 96,8 96,9 93 94,2
All other
(99 tizate) l“-o 5.1 6.3 15.1 16.8 3.8 32 3.1 5-7 508

Orand Totel 195.3 158.4 198,8 299.,9 287,3 100,0 100,90 100,0 100,00 199,90

- e e S % W T S B e ® @ W S W S S S S S W M S W B W W W W S W e B W W W W W e W™ W W

Note : Totals may not add up because of rounding,.
§§§§gg: 2n1;ed£gation; TNCs in World Development : A Ree-examination, 1978, Annex TII,
able s Pe °
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available ye2ar, 1976, puts the total stock of direet investment
abroad by developed countries at ¥ 287,3 billion. United States!
share in this accounts for # 137.2 billion (47.6 per cent)
followed by J.K. # 32,1 billion (11,2 per cent), West Geramany
Z 19.9 billlion (6,7 per cent), Japan £ 19.% billion (6.7 per
gent) and Switzerland 7 13,6 billion (6.5 per cent), Thus,
these five countries account for nearly 80 per cent of tatal
stoeck of foreign direct investaent of developed countries, The
table shows that between 1967 and 1976 the agsregate stock of
foreign direct investsent of these countries has grown at the
rate of 19 per cent per annuwm, At the country level we notice
that in contrast to 7.3, and U,X,, direct investment by West
Jerzany, Japan and Switgerland have shown rapid growth and that
these countries accounted for 20 per cent of total investaent
ic 1976 a3 compared to only 9 per cent in 1967, But it is iz
portant to note that all the increase in the foreign invest=zent
of these countries may not have occurred by way of fresh flow
of capital frow abroaid, It 15 possible (as we would see in
Chapter V in the case of forel:n drug cosmpanies in India) that
a large part of incresse in foreipgn investment actually cone
sists of reinvagted earnings generated froa within the local
economy without any fresh flow of capital fros abroad having
taken place,

A breakdown of direct investzent stock by host countries
appears in Table 1,2. The table shows that out of a total
stock of foreisn direct investment worth Z 299 billion in 1975,



Tgble 1,2: Stock of Direct Investment Abroai of Developed Market “conomies by Host
Country : 1967, 1971 and 197%

- e B 5 T W @ W W S @ @ & W @ o W W & W W 6 @ G W e S G \© S W D W@ S W W P B W ® S W w »

Host country and 1967 1971 1975
Total Percen-. Total Percen-~ Total Percene
tage tage tage
Total value of stock 108 100 158 100 299 100

(billiions of dollars)
Distribution of stock
Developed warket economies

of which 72,49 69 113,76 72 191,66 Vi
Canada 18,90 18 26,86 17 38.85 15
United States 9,45 9 14,22 9 29,49 11
United Xingdom B0 3 14,22 9 23,31 9
Cermany,ederal Republic of .15 3 7.92 5 15,54 6
Others 3. 50 30 50,56 32 85,47 33

Developing countries of which 32,59 N L, 24 28 67.3% 26
OPEC o/ 9,45 9 11,06 7 15,54 6
Tex Havens b/ 2,10 2 LW 3 2.77 3
Others 21,00 20 26,86 17 LL,03 17

8/ Algeria, "cuador, Gabon, Indonesia, Iran, Iraq, Kuwait, Libya, Arab Jazahiriya,

Htguria, Quatar, Saudi Arabia, UAR and Venezuela
Bshamas, Barbados, 3erauda, Cayman Islands, Neth »
géfgs Dotails'uqy rot aid up bocaus:’gt ros znii SERSFLIDE. Aotilies wnd Fewem
urce: Derived froa United Nations, T™ICs in World Development : A Ne-examination,
1978, Annex III, Table III=33, pe 237.
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Z 191.66 billilon 1,e. 74 ner cent was invested in developed
sarket economies an< only £ 67.3 uillion i,e, 26 per cent was
invested in developing countriea, Jut of 7 191,66 billion
worth of foreign direct invegtwzent stock in develoved countries,
£ 90,65 billion i,e, 47 per cent is sccounted for by Conada,
Ue3ey an& UK, ‘Thus ihese countries which are exporters of
direct investment are also recipient of investuent frow develope
ed countries, “ut of 7 67,34 dillion worth of foreien direct
investaent stock in developing countries, OP=C account for
£ 15.54% billion, {23 per cant) tax havens account for £ 7,77
biliion, (12 per cent) and the rest for # L3,77 Hillion, (65
par cent), Ihe tadle stiows that the sharse of foreign investuent
stock of developed eountries has risen faster then that for
developing countries ss a result the share of develoned coune
tries in the total foreign direct investwment stock has risen
fros 69 per cent in 1967 to 74 per cent in 1379 and that of
developing countries has declined from 31 per cent to 2€ per
cent, The prevailling sisilar institutional and social similare
ities have facilita*ed the spread of T3 in these countries,
But although the developins countries acesant for only one
yuarter of the :iotal world direct investaent stock it is
signifi-ent in view of the faet that this share is greater than
their share in world o%¥P,

The induastry distribution pattern of foreisn investment
stock of five principsl countries appear in "able 1.,3. This

table shows that country pattern of investment differs



Table 1,3: Jelected Developed Market “conomles @ Stock of Direct Investment Abroad by
Major Industrial Sector in 1971 and 197%

Country and indue
strial sector

® W W W e 8 W G W W W W W @ W e W @ & B W W @ @ W W W W W @ W S W W W W @ W W W W W W o

nited States
Total industry
Extractive
Manufacturing
Services
Hanking and insurance
United Xingdow
Total industry
Txtractive
Manufacturing
Services
Sanking snd insurance
Canada
Total industrey
Extractive
Hanufacturing
Services
Banking and insurance
Geraany, Federal Republic of
Total industry
Rxtractive
Hanufacturing
Services
Janking and ingurance
Japan
Total industry
titractive
Manufacturing
Services

Comzerce, dbanking
and insurance

-----------“‘----‘-“-----'-------‘--"-----

Source: United Hations, THCs in World Zevelopment : A fieexamination, 1978, Table III,

Total stock
T T
1,01,313 190,0 1,437,240 100,0
30,989 30,6 36,771 26,8
Lk, 370 43,8 61,062 uh,5
25,954 25,6 19,411 28,7
9,726 e 16, 392 11.9
23,717 100,90 31,277 100,9
8,051 33,9 747 28,0
10,043 b2, 3 14,131 45,2
5,633 23,8 8,399 26,8
1,212 5ol 1,410 beS
64524 100,0 24399 100,0
918 U Y 1,963 20,9
3,437 5247 4,729 50,4
2,149 32,9 2,698 28,7
L0y 62 622 66
74277 100,0 19,915 100,0
350 4.8 1,119 7.1
54796 79.6 14,932 725
1,131 15,6 R AN 22,4
A 68 1,941 9e7
3,962 100,0 10,629 109,0
892 22,9 2,778 26,2
1,292 27.6 3,723 35.0
1,978 49,9 4,119 38,8
243 21,3 2,376 22,k

38, pe. 243, (Adopted in anridged fora)

1t
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subs tantially. ’hus in 1974, tie share of total foreirn investe
ment stock in wmanufacturing ranged from a low »f 9 per cent in
the case of Japan ‘0 a high 71 per cent for .est "erasany with
Ue ehey TaKay and Canada’s share varying between 49 per cent
and 50 per cent, The average Tor these e-untries cshow that in
1974 arouni hé per cent of their istal stock of >verieas investe
aent was invested in sanufacturine, 29 per cent in services and
22 per cent in extractive industries, 7The table shows that ths
share of manufacturing in the total forairn investuzent tas risen
over the period 19?1 to 1974, [l'ut the zmore interesting feature
worth noting 1¢ the crowing investwent in the services sector,
especlially benking, iniurance, tourism and conzultancy. Eanking
in particular has grown phenozenally, Tn 2any cases banks are
z=ald to have been atrracted abroad by the prisr internatinnal
expansion of their client:, 3etween 1265 and 1972, 7,7, banks
asore than tripled their foreign locationn (branches, representae
tive affiliates, subzidiaries) froz 372 to 1907, In 1972 alone,
Te%e bankz opened 1% foreirn locations and Japanese opened
25.11

Tn the preceding -ectisns we seid sbout the number and
foreirn investzent stock of ™HCs., Tt should be mentioned that
private foreirn direct investasent takes place predosinantly
through the transnational corporations and the two 'ernss are

often uned intercnonreably in the literature to exclude any

14.. U.H.’ 1973' Op.c:.tu.’ Pe 12,
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{investuent taking place through officisl sources,

Turning to the discussion of the remaining features of
THCs, we note that one of the essential characteristics of T™Cs
is to have a z2izeable cluster of foreign branches and affiliates,
It can be seen in Table 1.% that out of a total of 9481 ™NCs in
1973, 4255 (45 per cent) i.,e. nearly half had affiliates in one
host country, 1500 (16 per cent) had affiliates in two host
countries, 857 (9 per cent) had affiliates in three host coune
tries, and Sk (6 per cent) had affiliates im four host eountries,
Thus 7156 i.e. 75 per cent of a total of 9481 THCs had affiliates
between one to four host countries ancd only 2329 i.e. 29 per cent
had affiliates in more than four host countries,

Another striking feature of THCs is the predominance of
large size firms. Avallable sales date for 650 largest THCs in
1971 shows that out of a total sales worth # 773 billion of these
corporations, each of the top ¥ TNCs had sales over ¥ 10 billion
(Total # 76 billion), 12 had sales between ¥ § billion and ¢ 10
billion (Total ¥ 78 billtion) and 195 had sales between ¥ 1
billion to £ 5 billion (Total & 382 billion), Thus these 211
INCs alone zceounted for £ 536 billion or 70 per cent vworth of
total sales =f 650 largest corporations in the uorld.12

Clossly related to the large size of TECs is their
predoainantly oligopolistic character, Frequently they are also
characterised by the importance of new technologies or special

12 UsBey 1973, op.cit., Annex, 1II, Tsble 1, p. 127,
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Table 1,4%: Firms with One or More Foreign Affiliates, by
the Nuaber of Host Countries, 1373 ’

Nuaber
of host

COuNe
tries

Nuaber of firas bdbased in

ZTuropean
economice
comzunity

United
States

Other

couf=
tries

Humber

R A &b s N b S P D S O 6

Total
of grand

total

- 4 B, e @ & ®© = @ - @ W W& W W W W W @& T W W W W W W W W W™ W T W =

OV OO Fw N~

k5

12
13
1k
15
16
1?7
18
19
20

More
20

than

1,807
783
L5
293
232
1kk
128

92
78
54
b5
41
X
%3
29
23
20
11
26
22

173

1,136
33k
206
140

95
28
]
&5

113

1,312
383

% qwauenbEERENESRRnRES

4,255
1,500
857
SLL
409
2813
23M
169
163
115
104
92

6%

81
65
45

42
L1
LS
L5

324

0.7
0.5
Dokt
Dokt
0.5
0.5

ERN

Grand Total 4,532
(Percentage) 47,8

2,567
27.1

2 2
333

9.4
100,0

100,90

Source: United HNations, TNCs in World Developaent : A Reexa-
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skills or of product differentiation and enormous advertising
which helps thes to sustain and/or reinforce their oligoe
polistic nature., Although this is known to be a widely followed
practice no systematic data are as yet available in this regard,
Concentration in high technology industries is chiefly a
characteristic of U,S5, investwent., HMuch of the expansion of
U.5. aanufacturing affiliates abrosl has been in production of
*3kill oriented® products in wvhich R&2D constitutes a relatively
higher percentage of sales and vhere an oliropolistic structure
is prevalent, Cheaical, machinery, electrical products and
transport equipasnt account for 60 per cent of gll manufacturing
inves taent of U,3,A, and around 50 per cent of that of 7,X, The
technologicsl sirength of U5, "™WCs in major chemical and auto;
msotive indusztries has given that country a dowinant position in
thege rielas.13

Finally, an essential feature of ™MCs is their majority
ownership holding in their affiliates operatinz both in the
developed and the developing countries alike., This behaviour
is characteristic of moast of the "HCs with a few exceptions as
those froa Japan which hold a relatively lover equity share in
their affilietes in developing countries, 7Thus in 1967 out of
4879 afriliates of U.S., THCs in develoned countries 3579 (67
per cent) were wholly owned (equity holding more than 95 per
cent), 936 (18 per cent) vere majority owned (egquity holding

13 Vernon Raysond, Sovereigaty at Bay : he ultinational
Spread of U.3, Enterprises, 2asiec Books, ¥,Y,, 1371, p. 12,
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between 50-95 per cent) and only 373 (7 per cent) were minority
owned (equity holding less than 50 per cent), And in the same
year out of 2381 affiliates of U.3, TNCs in developing countries
1573 (61 psr cent) were wholly owned, 521 (20 per cent) were
sajority owned and only 287 (11 per cent) were sinority owned,
The ownership data for U,K, based T™8Cs reflect similar features.
Thus, by the end of 1965, out of 3129 affilistes of U,X, ThCs

in developed countries, 1875 (60 per cent) were wholly owned,
k93 (16 per cent) were majority owned and a relstively higher
nugher 1.2, 3129 (24 per cent) vere minority owned, At the same
time out of = total of 2033 affiliates of U,K, TNCs in develop-
ing countries, 127% (63 per cent) vere wholly owned, 260 (13
per ecent) were majority owned and 439 (29 per cent) were minority
owned, As against this the ownerszhip pattern of 862 Japanese
THCs operating in developed countries in 1970 show that 570 (6%
per cent) were wholly owned, 16% (19 per cent) were majority
owned and 128 (15 per cent) were zinority owned, 4nd in the
sase year oit of a total of 1336 affilistes of Japanese INCa

in developing countries, only 3295 (23 per cent) were wholly
owned, 519 (37 per ecent) were majority owned and 492 (35 per

1k

cent) were minority owned, One of the reasons for Japanese

THCs having relatively lower egquity holding in Lheir affiliates
in developing countries is that most of these affiliates are

- egite?

14 Dnited ®ations, 1973, op.cit., Table 16, p. 152,

¥ote: A1l the percentages appearing in the brackets may not
add upto 100 because the source reports that in a number of cases
the fora of ownership iz unknown,
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enzaged in hackward vertical operations to ensure the avallability
of cheaper or more reliable supplies of rav saterials or process-
ed goods for the investing coapany,

It should slso be noted in passing in this section that
TECs sre also making inroads in the centrally planned economies,
especially by way of industrisl cooperation agreements, praduc;
tion sharing or co-proiuction arrangements, These arrangements
inereased by taree fold from 639 im 1973 to 1800 in 1976 and
kave grown especially in industries like motor vehicles, elece
trical engineering, electronics, chemicals, dullding aachinery
and aining eqnipuants.ls Joint ventures are another cosmmon form
of cooperation in sast-west zeeting, In 1977 there were 150
such joint ventures in Yugoslavia with foreign contributions
smounting to US & 200 million, seven in Rumania, and three in
Hungary, Tho presence of THCs in USSR is felt in certain indue.
stries like thes automobdiles where half of the passenger car
supply comes frow fiat - & plant set up with Italian collaborae
tion, THCs have also been invited to participate in copper and
natural gas projects in Siberia., The forser involves an in-
vestazent of £ 1 bdillion to ¥ 2 billion with annual production
running in several thousand tonnes and the latter is =eant to

meet 2 sajor part of entire natural gas production of US@R.IG

R

15 1.8, Transnationzl Corporations in World Pevelopment :
A Re-examination, 1978, p. 69.

16  U.4,, 1973, op.cite, Pe 22,
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THCs in India

Transnational corporations operate in India in two
principal ways : (1) through the establishzent of branches;
and (11) through India subsidiaries, Section 591 of the Co%e
pany's Act 1956 defines branches as under317

"a) Companies incorporated outside India which, after
the commencement of this Act, establish a place of business
within India; and

b) Compenies incorporated outside India which have, be-
fore the coamenceuent of this Act, established a place of
business within India and continue to have an established place
of buciness within India at the comzencement of this Act,"

The definition of a subsidiary of a foreign company as
such is not given in the companies Act, but Section b of this
Act vaguely gives the zeaning of a company which shall be deemed
to be a subsidiary of another, It reads as fbllouu:la"(l) Tor
the purposes of this Act, a company shall, subject to the
provisions of sub=section (3), be deezed to be a subsidiary
of another if but only if -

a) that other controls the composition of its Board of
Directors; or

b) that other holds more than half in nominal value of

17 Covernzent of India, Ministry of Law, The Companies Act,
195¢, sSeetion 591, p. 274,

18 Ibid.g Section "'l'. Pe 8.
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its equity share capital; or
c) the first-mentioned company is a subsidiary of anys=
company which is that other's subsidiary.”

We infer from thiz reading of the company's Act that a
foreign subsidiary is one which is incorporated under the
Company's Act 1956 and whose at least 50 per cent of the total
equity 1=z held by an individual or a corporate body abroad, It
should be noted here that the wmain difference between a branch
and a subsidisry is more of a legal nature tﬁan operational, in
the sense that barring the loecal equity participation by sube
sidiaries, both, the branches and the subsidiaries operate in
eommon flelds, though as we would see in the following, branches
are more dominant in agriculture and allied activitles, commerce
trade and finance, and comsunity and business services, and sube
sidisries in processing and sanufacture,

Table 1,9 presents ten year data 1963469 - 1979;79 rn;
garding the nuuber and assets position of branches and sube
sidiaries. 7The striking feature that can be readily noticed in
thiz table is that whereas the nusber of both the branches and
subsidiaries has considerably declined over this ten year period,
the assets of the ressining cospanies in the group have register-
ed a tremendous increase, Thus the branches which totalled 561
in 13969-70 camze down to 510 in the zid-seventies and further to
only 358 in 197379, But their assets during this period ine
creased from Rs, 1289.9 erores ts Rs, 2129.8 crores and further
to Bz, 2h01l.4 crores in 1973.79., Thus, whereas the total nusber
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Table 1,5 EHumber and Assets Position of Branches and Sube
sidlaries of THCs in India : 196869 - 1978.79

(Rs./Crores)
;e;r Branches Tt S‘z.ut-:s;dia;i;s- Tt
Iot;;.. Ho,for Asgets :;.r:;l ﬁ;:far —-;;se-t;-
%0, which Ha. which
assets assets
data are data are
availe availa
able able
s 2 3 4 5 6 7
196869 - - - 223 223 1129.,40
1969-70  S61 529 1285,90 - - -
197271 543 - - 217 217 1973.10

1971.72  Sul 295 1160,30 207 181 1145,20
1972-73 538 452 1672.,80 195 195 1767.70
1973-7% 540 L 1790.,40 138 188 1363.70
197475 510 b2k 2129.,80 183 173 1519, 30
197576  L81 393 208440 171 161 1626,20
197677 482 396 2178.30 161 161 1649,60
1977-78 473 %68 2399%,10 146 146 171,69
1973.79 358 288 2401,L0 125 125 1706,60

Source: (1) Research & Statistics Division, Departzent of
Company Affairs, 4inistry of Lew 3’usti.ce & Coumpany
Affairs, Governsent of India, (25 Lok Zabha Debates,
April 1973, March 1979, ( }) Rajya Sabha Debates
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of branches during this period declined by nearly one third their
essets increased by nearly 100 per cent., It should be noted here
that the zentioned asseta belong to only those branches for which
data could be had, If the assets data for all the branches
(appearing in Colusn 2) could be had the assets figure would
prodadly be much higher,

In the case of subsidiaries ve notice sizilar picture as
those for branches, Thus, whereas their total nuszber declined
from 223 in 1968.69 to 183 in 1974.7% and further to only 125
in 1973.79, the total sssets during this period increased from
Rge 1129.% crores to 3s. 1519.30 crores and further to Rs, 1706,.69
crores by the end of seveniies, This indicates that whereas
during this ten year period the total number of subsidiaries
declined by half, their assets, necvertheless, increased by
around 50 per cent, However, along with these sose more observa.
tions are reguired dm Table 1.9,

To begin with it should be noted that a large fall in the
nuzber of both the branches and subsidiaries that we notice in
Table 1,5 is prisarily owing to Toreign Dxchange Regulation Act
(FERA) promulgated in 1973, iThis Act lsid down that all the
foreign companies operating in India dilute their equity to 49
per cent in two years time, Z=Exemption was granted in the case
of companies esploying high teetnology and/or those predo-
minantly export oriented, Such companies could retain foreign
equity upto a maximuszs of 7h per cent, As a result of this enacte
zent, a nuéber of bLranches who have dlluted their equity have
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turned into Indian subsidiaries in relation to their foreign
parents, And wvhere their equity holding has come to below 50
per cent they are being regarded as Indian companies., Similar

is the case vith majority equity holding subsidiaries sany of
whom have diluted thelr forsign equity holding according to their
level of technology and/or export activities. As a consequence,
the nuaber of branches as well subsidiaries is on the decline.
But this decline in nusber, as is obvious, is not due to liguidae.
tions, take overs or nationalisations, This decline i3 more of
a 'techno=legal' nsature and is in no vay indicative of a fall in
the iaportance of foreign coapanies in India,

Secondly, a3 we pointed out, despite a fall in the number
of branches and subsidiaries, the assets of the remaining com=
panies in the group have risen over the ten year period, This
indicates that the companies wi:ich have withdrawn from the group
have not caused a sisilar decline in the value of assets.19 ifr
the size of companies could be kept constant over the period
under reference then the rise in the value of assets would be
more ispressive, This means that companies which have dis-
eppeared from the list because of reasons outlined ibove, but
nevertheless are operating in India make for a large under-

estization of assets growth,

19 It should, however, be noted that along with the dropouts
soze new firms sust also have joined the business in the last
ten year period, contributing their share in the total assets,
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Branch s Distribution Count

Table 1.6 shows the country of domicile, the respective
nusber and assets position of branches at three periods of
time « 1969«70, 1373-74 and 1978.79. It can be seen from the
table that the highest nusber of branches are U,K, and U.S.4A.
based, Zut the number of branches from those two countries
have declined from 351 to 189 in the case of T,K, and from 8%
to €4 in the case of J,S.A., over the ten year period, 1969-70
to 1978.79, However, their assets during this period increased
by nearly 100 per cent in the case of J.,XK, branches, from
Rs, A23.9 crores to s, 1653,58 crores, and by 126 per cent in
the case of 7,3, branches, from Rs, 237,07 crores to Ns, 535,21
erores, Sisilar picture prevalls in the case of branches from
other countries like Japan, France and N¥etherlands, In some
cases, howvever, the assets have declined along with a decline in
the pumber indicating that the outgoing couwpanies constituted
a major portion of assets in the total set,

The data in Table 1.6 shows that a total of 288 branches
operating in India in 1978-79 held assets worth Rs, 2b01,35
crores in that year, In this, the share of 172 (60 per cent of
288) branches from 7.k, had a share of Rs, 165R,98 crores (69
per cent) and 52 (18 per cent of 288) dbranches from 7,3,4, had
a share of “s. 539.21 crores (22 per cent), Thus 22k branches
(78 per cent of total) from these two countries held assets
vorth Rs, 2193,79 crores (91 per cent of total), The dominance
of U,X, branches reflect India's colonial ties with that



Table 1,6: Country of Domie
in India During

No.

1.

2.

3e

e

6.

7.

e
10,
11,
12,

13.

1be

ile, Nuwber and Assets Position of the Branches Operating
196977, 197374 and 197879

(Assets in R3,/Crores)

@ W G s W 9 @ @ W W @ W e W W a S5 2 W W W W @ W W W % W @ G W W W S W e S G W ™ G ¢ W e - »

Domicile 196970 19737 1978.79
No. Cos. Assets < to WMo, Cos, Assets < to  No, Cos.  Assets & to
_ for total for total for total
which which wvhich
data data datsa
ars are are
availe avalile availe
able able able
United
Xingdom 3951 3wl 823,5 64,0% 319 283 1238,50 69,18 189 172 1658.98 69,07
USA 8y An 237.0 18,43 8 72 81,9 21,28 64 52 15,21 22,29
Japan 18 17 33,8 2,63 21 14 21,0 1.28 17 16 63,75 2.65
wWest
Gersany 13 11 4,8 0,37 12 8 3.3 .18 g 3 2.57 0,11
Pakistan 12 11 0 0,26 6 4 2.9 NDelle é b 2.4%7 0,10
3w1tzen;
land 19 9 1.7 .15 11 fa 2.3 0.13 g 3 N,%6 2,04
¥rance ] 8 11.9 2.89 8 9 22,9 1.28 7 6 50,94 2,12
Nethers
lands 8 6 12,9 02,97 6 [ 25,7 1.k 5 k. 74,46 1,19
Canada 7 7 0.1 Nege 7 3 5.6 0,07 6 3 5.2 0,01
Nongkong 7 6 0.0 6,22 § N .3 0,02 4 1 Neg,
I taly 6 b 29,0 2,26 ] 2 2,4 0,13 5 3 1.4 0,06
Sweden 6 5 1.1 0,09 5 b 1.6 009 b 3 0,07 HNeg.
Aus tra=
lia L L N8 0,06 L 3 0.8 0, 0% L 3 .02 Neg,
New
Zealand 3 3 2,2 0,17 3 3 2.9 Delb HoAs Nahe - -
Yugoe
slavia 3 3 19,83 1,5% 3 3 52.6 2.13 3 k) L, 74 0,20
Rest 21 1% 2%, 1.91 W7 1k 30,0 2,48 W™ 13 5,39 0,29
Total 561 5$29% 1289,9 100,0 5S40 L3  1790,3 100,0 358 288 2un1,35 190,0

* TExcludes 32 aviation and shipping companies that do not maintain separate accounts in
Indie,

Sources: 1) Nesearch & dtatistics Divislion, Departwment of Company Affairs, “inistry of

Lew, Justice & Company Affeirs, 70I,

B, Datta and Shadi Lall, Oranches om Subsidiaries of foreign companies
operating in India, Company News and Notes August 1 & 16, 1970,

2)

3) D, K. Ohosh, MRC in the Indian ¥conomy, Company Hews and Notes, Jan, 1975,

L) DK, Chosh, TNC in India, Posltion and Perforamance 197374, “ompany News and

Notes, Fedb, 1977.
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country and that of U,S, branchss reflect the superior technical

and wanagerial skills of coapanies froms that country which has
sade 1t a home of leading THCs in the post-war era,

Subsidiaries 3 Distribution by Country

Tadle 1,7 shows the country of domicile, the nuasber, the
share capital and the assets position of subsidiaries operating
in India at three periods of time 136769, 1973-74 and 1978.79,
The table shows that as in the case of bdbranches, subsidiaries
froa UK, and 7,2,A, have a dozinant pozition among the total
subsidliaries. And although the number of subsidiaries froa these
two countries have declined from 152 to 36 in the case of U.K,
and 33 to 19 in the case of T.5. over the period 1968.69 - 1973.79,
their corresponding assets have risen frosm Rs, 713,59 crores to
igse 1050,35 crores (47 per cent rise) in the case of UK, sube
sidiaries and from Rs, 177.50 crores to Rs, 227,79 crores (28
per cent rise) in the case of U,5, subsidiaries., Sislilar
picture prevails in the case of subsidiaries from other coun-
tries such as West Cermany, Italy and Canada, And although the
nuaber of subsidiaries from these countries is swmall as compared
to those from U,K, and U,2.A., the rise in their net assets over
the ten years, 1963-69 = 197%9.79, is zuch bigher (Coluan 18),
The overall dominance of subsidiaries from U,X, and U,0,4, 1s
however evident from the fact that out of a total of 129 sube
sidiaries operating in India in 1978.79, 105 of them are from
these two countries - 86 froam J7.K, and 19 from U.5,4., with



Table 1,7:
3. Domteile  Nuabers "7 7 7 7 3nare Capital (5C)
5. 1968 1973 1978- 196869 1973-7%  1978-79
- S izount SC held
by the
parent
1 2 3 L 5 6 4 8 9
1. U.Ke 152 131 86  157.40 199,80 291,18 120,50
2¢ TaTele 33 24 19 24,50 32,59 46,93 28,78
3. Switzerland 12 11 é 1,60 11,43 15,33 10.5%
L4, Sweden 9 ] 3 12,90 12,00 2,36 L, 39
5. “est Cermany S 5 4 7.60 14,20 28,1 14,38
6, 1taly 3 2 2 1,60 1.60 3.13 3.13
7. Canaia 2 2 2 12,40 18,90 30,63 16,70
2, Japan 1 1 - 1.60 1.60 - -
9. Panana 1 1 « | 3.99 5,60 10,05 7.56
10, Denmark 1 - 1 0,50 - Heg. Neg.
11, Australia 1 - = 0. 30 - - -
12, Behama Islands 1 1 - 1.830 1,80 - -
13, Folland 1 - - .60 = - -
1b, "ungary 1 - - 0,03 - - -
15, Netherlands - 1 3 - 6,30 16.30 9.7%
T ;o:a; ST ;2-3 i -1.;8 125 240,73 297.20 360,05 215,96

- W -, e e e e T @ W - e -

»

- e & W o W @ @ - - o - - - . -

Tnerease over 1973-7h,

Source: As for Table 1,6,
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Country of Dowlcile, Wumber, Share Capital and Assets Position of Subsidiaries Jperating in Indis During 196R69, 197u7h4 and 197%.79
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(Rs./Crores)
...... T T T T T T T T Trotal et Assets (mia) . T T°T°

“percent 196369  1973-7%  1978-79  Percent
+/- in - - ——emene +/= in
SC in Amount € to Amount ¥ to Amount ¢ to ™A in
197379 total total total 197779
196869 176269

11 12 13 11 15 16 17 18
27,71 713,90 63,18 829,00 60,79 19250.35 61.55 47,21
91,55 177.50 15.72 176,99 12,97 277,79 12,3 29,33
S.00 66,00 5.3 75,0 5,53  67,k2 3,5% <35
23,30 W& ,50 3,9 LR,80 LGSR LL,26 2,59 0,5
299,26 26,50 2,35  66.30 L.,9) 117,91 6,91 L, 9%
95.62 5,20 D46 9.60 0,70 15,57 0,91 199,42
147.02 LB,30 4,28 85,10 6,24 103,89 6,99 115.09

- 2,50  2.21 2,90 2.2 - = B
93,85 11.50 1,97  19.30 1.k2 26,8 1,57 133,57

- 1.79 0,15 - - Nege = -

- 010 4 s - - - - -

= 9.80 0,87 3,20 0,60 - - -

- 22,17 1,96 - - - - -

- N.MM1 Neg. ; ; - - -

139.71% - . 41,80 3,07 59.52 349 -
49,58 1129,L01 ;o;.; -156;.;9 109,0 1776,57 177,0 51,10

60,90
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asgets worth s, 1278,1% crores, i.e. 75 per cent of the total
asgets worth Rg, 17176,57 crores of all the subsidiaries in that
year,

Some coaments about the share capital of subsidiaries are
celled for, Columns 6 through 11 in Table 1.7 depict the
position regarding share capital of subsidiaries, Coluan 11
shows that with the exception of Swedish subsidiaries which
registered s decline in their shere capital owing to fall in
their nusbsr fros 9 to 3 over the period 196%.69 %o 197379,
rest of all the subsidiaries recorded an increase in their share
capital - which in some cases, as in the case of Jest Cerman
subsidiaries, iz =ore than three fold, Aggregate data for all
the subsidiaries show that thelr share capital over the ten
years increased by around 50 per cent - Bs, 2L3J,73 crores to
Rse. 362,09 ecrores. The pattern of foreigzn equity holding
(Column 10) shows that with the exception of Italisn subsi.
diaries, the rest of the zubsidiaries from other countries have
less than 100 per cent foreign equity holding. The agrregate
data for 129 subsidiaries shows that on an average foreign
parents hold around 60 per cent equity in their subsidiaries in
India,

a stribution t

A breakdown of distribution of branches by industry
appears in Table 1.8, This table shows that the number of
branches listed under all the nine broad neadings have declined
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Table 1,8: Distribution of Brancnes by Industry in 1969-70, 1973-74% and 1978.79

(Assets in Rs,/Crores)

15 B 197374 1978-79
o ¥o, Total < to No. wt:ms.rt:u' vh;.ch Assets ¢ to ?. Cos. b B T
Yet total assets data total e s At el totel
Asgsets are avallable are available
1. Agriculture snd allied activities of which: 126  217.0 16.87 115 111 223,90 12.L6 8 82 227.
1) Tea plantation 123 21%.8 16,70 11k 111 223.0 12,46 % 82 297°1 3:‘:.2
2. Mining and guarrying of which: 8 27.5 2.1% 7 é 37.1 2,07 7 .0 1,k6
1) Copper zining 1 20,7 1.61 1l 1 27.0 1,51 15. g:sr.o 1,12
3. Processing and manufacture of which: 123 29%,3 22,88 82 68 220, 12, 4 L1 N
1) Cigerettes i 231 ‘1.8 - i £, AR 7 X 1507 6428
i11) Tobacco menufactaring (other than :
cigarettes, cigars and bidies) - - - 5 2 25.6 1.hk 2 1 29.2 1,21
111) Jute spm;-ﬂg' weaving ate, 6 2249 1.78 6 3 21l.1 1.1 6 6 23.‘1' 0.97
iv) Weaving apparel (except footwear) and :
made up textile goods 2 12,5 0.82 - - - - ” - = -
v) Machinery, other than transport and electricals 23 15.3 1.19 22 9 22,9 1,26 13 11 22,3 0,93
vi) Medicines and pharmaceutical preparations 1 12.1 0.79 11 9 16,9 92.9% (3 6 2.0 1,04
vii) Petroleum refineries 7  164,5 12,79 3 3 59,8 3,3 2 2 2h,6 1,02
viii) Coke ovens (excluding gas works) b 11.7 2.7 - - - - - - - -
4, Construction and utilities 23 63. 5,93 33 28 46+ 2,99 21 19 102,2 4,26
9« Cosmerce, trade end finance of whichs 158  632.,9 43.21 163 1Ll 1231,.7 63.79 68 €0 1837.7 76.53
1)dholesale trade in comzodities other than
food stuffs 58 Lok  3.1b 69 57 43,1 3,27 36 32 14,8 0,62
i1) Insurance companies 70 27.6 2.15 5] 52 33.5 1.87 5 5 34 0.1
111) ang - - - 15 - = - 15 - - -
6. Transport, coasunication and storsge 2 - - 9 9 3.5 %.20 35 7 6.2 2.29
7. Compunity and business services 77 47,9 3.72 87 61 23,5 1.1 58 L6 2.6 1,36
8. Personsl and other services 14 3.1 9.2% 1L 10 4.8 0,27 9 7 9¢3 De22
9. Liaison and representative offices - - o - - - P 23 21 L,7 0.19
Total 561 12%6.,1 190.0  5%9 LW 1790,% 1.00.0 3953 238 201,95 100,0

- o = = =
MBI B W B S W @ W W W G W W B W W W B W > B M W W S W W G W M W M G G W G T W M S W Y M W W @ W W W @ W W S B W W W S S e W T e e S W e e e e=

Source: As for Table 1,6,
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by one-third over the ten year period, 1969-79 to 197779, In
1973-79, the hishest nusber of branches, 39 were operating in
agriculture and allied activities (barring one all were engaged
in plaentation) followed by those engaged in comaerce, trade and
finance, 62, coswunity and dusiness services, 53, processing and
sanufacturing, 47, transport, communication and storage, 35,
liaison and representiative offices, 28, construction and uti-
lities, 21, perscnal and other services 9, and aining and quarrye
ing, 7. The highest aggregate value of assets worth Rs, 1337,7
crores « 76,53 per cent of the total assets worth Bs, 2401,50
erores of 288 branches (for which data are available) is held by
60 branches engaged in coamerce, traie and finance, They were
followed by 82 branches engeged in sgriculture and allied
activities which held aszsets worth Rs, 227.,1 erores (9,46 per
ecent of total) and L1 branches engaged in processing and manue
facture which held assets worth Rs, 157,7 crores (6,28 per cent
of total), Thus the branches under these three broad groups
held 92,26 per cent of total assets of branches operating in
India in 197%.79.

As regards pharaaceutical branches, the table shows that
18 such branches vere operating in India in 1969;70. But this
nusber declined to 11 in 1973-7% and further to only 6 in
1975%-79., However, their corresponding assets increased frown
fs. 19,1 crores %o [s, 16,9 crores and further to Rs, 25 crores
in 1975.79 indicating a 159 per cent rize in 19 ysars, In
1973-79 the pharmaceutical branches had 16,59 per cent share in
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the total assets of branches engapged in processing and wanue
facturing business and they accounted for 1,04 per cent share
in the total assets of 28% branches for which the data appears
in Table 1.8,

Subsidigry 3 Distribution by Industry

Breakdown of distribution of subsidiaries by industry
appears in Table 1.9, This table showg that barring an increase
in the number of subsidiaries engaged in the tea plantation
business, the nuaber of subsidiaries under all the remsaining
seven broad categories of occupations have declined over the
ten year period under study, The data for 1973.79 shows that
the kighest number of sudsidiaries, 92, vere operating in
processing and manufacture., They were followed by 18 subsie
diaries engaged in coamerce, irade and finance, 13 subsidiaries
engaged 1n agriculture and allied activities (all of these were
in tea plantation) 4 engaged in community and business services,
3 each engaged in mining and quarrying, and personal and other
services, 1 each engaged in construction and utilities, and
transport, cossunication and snorhge. The total assets of all
the 129 subsidiaries were valued at Rs, 1706,8 crores in
1973.79, OJut of this, Rs, 1545,6 crores i.e. 90,56 per cent of
assets were neld by subsidiaries engaged im processing and
manufacturing business alone,

AS regards pharmacsutical subsidiaries, the table shows
‘that 21 such companies were operating in 196%69 but this nuaber
declined to 17 in 197%.79. Their total agssets, however,
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Table 1,9: Pis ¢ribution of Subsidiaries by Industry in 1968469, 1973.7% and 13978.79

sr Induﬁtrry 1968-59 - - -1- - @ W W W W@ W e W B e @ W ™ B W W W E W O W W@ @ W @ W ™
= | Numbe 7otal net  Percent . - B s
Nusber T ne Pereent ¥Naaber Totael net Pereent E—unbor ___.; 1 +
asgets siisets a:::%,nat Percant

-------------_-_-‘-‘-----------'--Qu-—----nq‘n'-.
- e e @ W R T B W W W W W s W W W
- e, e e @ e e e W e e -

1, Agriculture and allied activities of

whichs 3 22.3 : 2.51 L 47,6 3,49 13 109.0 6.9
~es plantation 3 28,3 2.51 4 47.6 49 13 179,0 6.39
2, ¥ining & gquarrying S 11,2 2.99 4 10.3 D76 3 . 15,9 7493
3. Processing & manufacture of which: 16% 873.9 77.38 137 1954,9 92,02 32 15k5,6 90,56
1) Cigarettes 2 51,0 be52 2 85,9 6427 - - 5
11) Footwear A 17.7 1.57 1 32.5 . 2.3 - - -
111) ¥otor venicles & parts k 3%.1 3.37 3 61.5 keS1 3 128,6 7.93
iv) Elsctrical smachinery 16 112.% 9.9% j L 195,90 1k, 30 11 285.9 16.7%
v) Medicines and ph. preparatiocns 21 101.0 8. % 17 127.9 C 9.38 17 205,2 12,02
vi) Alusinium wers L 49,k 4,37 - - - 2 193.6 6,07
vii) Hachinery other than transport
snd electricals 32 71.2 6,30 27 80,0 Fe87 11 67.7 3.97
viil) Basic chemicals and fertilisers 1 10,2 N.92 3 93.3 L 68 & - ”
4, Construction and utilities 3 16,8 1,%2 2 19.5 1.%3 1 I Veg.
5. Commerce, trale and finance 32 191.3 16,.9% 30 24k 1,79 18 N.7 1.86
6. Transpor:i, comsunication & storage N 1.7 0,15 4 k.0 . 0,29 1 R 0,02
7. Community sn? business services 6 3.8 04 3k ] 2.9 0,29 L 2.6 0.15
R, Personal snd other services g 2.4 0.21 2 De1 Heg. 3 1.5 2.09
'r-‘otﬂ- TToTTTTTTTTTTTTTTTTT ;p; T 11294 o -ma.o 138 1363.7 102,09 125 17068 100,90

Soyrce: is for Table 1.6,
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increased by more then 12D per cent during this period from

fs, 101 crores to is, 205.,2 crores, The share of assets of 17
pharmaceutical subsidiaries in the total assets of 32 sube
sidiaries engaged in processing end menufacturing business in
1973.79 works out to be 15,94 per eent and that in the total of
129 subsidiaries, 12,02 per cent,

Before we proceed further, a note of cazution about the
industrial classification of branches and subsidiaries is called
for, The trends based on this classification should be taken
es a broed indicators of their activities, This caution results
from the fact that the official industrisl classification of
these cowmpanies continues to be the nne that was initially
assigned to theam, In practice however, most of these companies
have branched off into various eiditional fields, This diversi.
fication in their activities has helped them not only to expand
into new and profitable wentures but have also helped them to
escspe any likelihood of attracting anti-monopoly legislation
and publiec resentuent,

In the preceding sections ve had a global and Tndian
overviev of transnational corporations, The following two
sections deal with the motivations and conseguences of NCs®
operations abroad., The first section sussarises the main
arguments in the various theories of foreisn direct investaent
and the second section highlights the positive and negative

espects of THCs activities in the host countries,
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Motivations Behind Foreign Investaent

Jne of the earliest explanations of foreign investasent
is found in ths cheap capital hypothesis, This hypothesis
attributed the foreirsn investument operations of firss to the
availability of acundant capital in the home country of the
investing firws, Implicit in this hypothesis was the assertion
that fatas of return on investuent abroad asre higher than those
on domestic investment, This hypothesis held the sway in the
1950s when American sanufacturing firms wvere investing im Zurope
wvhere the after tax rate of returns exceded than those on
domestic investasent, 3Second thoughts began Lo surface when the
Tefe firms doubled their capital stake in Turopean amanufacturing
between 1969 and 1977 although earnings there were no higher
than at home, Further doubts were raised about this thesis on
two aacaunts.zg' First, it was realised that the reported rates
of profit for any one country could be manipulated because tax
and exchange control regise may sake it worthwhile for firms to
shift profits between sffiliates through prices on interaffi.
liate transactions. 3Jecondly, profit rate differentials partly
correspond o risk differentigls in the sense tuat exchange rate
variations, political instability, the threat of expropriation
and business fluctuations may work against a firw's decision
to invest in the hizhest profit ylelding country.

20 G.C.Eufbauer, "The HNC and Direct Investment” in Peter
B, Kenen (2d,) International Irade and Finance, Casbridge Uni,
Press, 19?5' Pe 261.
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Of late, portfolio diversification thesis has been advance
ed as an explanation of foreign investzent, The thesis states
that firmss are not only concerned with the highest mean return
on investzent, they are egually anxious to produce stadble earne
ings with sinisuw of variance along these mean returns, This
stability and safety, it is argued, would emerge by diversifying
the investasent portfolios across many countries., A related
plausible argument put forward by Kenan21 is that larpge firms
wvith operations concentrated in single industry will find
greater appeal in investing abroad than congloserate companies
of the same size., 7This is because whereas the latter can reduce
thelir risk through involvesent in a variety of domestic entere-
prizez, any expansion by the foramer is more prone to attract
attention of snti-trust authorities,

A related portfolio argument is forwvard by Aliber.zz
Aliber argues that a home country firm capitalises the same
income streas of expected earnings at a higher capitalization
rate in the home country than in the host country, Capitalisa.
tion rate 1s the capital value of the asset divided by the
income streams, Assusing the income streams to be the sames, say
Rs. 24 in U,5.4., the strong currency area, and also Rsz, 24 in
India, the weak currency ares, but the interest rate to be lower

ST

21 In a private cosaunication to Eufbauer., See G.C.
Fufbauer, op.cit., P. 265.

22 Robert Z, Aliber, "A theory of direct foreign investaent
in Charles Kindleberger (Ed.), The International Corporation,
Camd, Harvard Ini, Press, 1970, pPre. 17=-3%4,
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gay 8 per cent in U,S.A, and a higher 10 per cent in India, the
capital value of an asset & 3 per cent interest rate on Rs, 24
income streas would be Rs, 300 (24/,08) im U,S5,4A. and at 10

per cent interest rate, Rs, 240 (24/.1) in India with capitalisa-
tion ratio being 12,5 (300/24) in U,5.A. and 10 (20%/19) in
India, In ihe event of an expected change in the exchange rate,
the capitalisation rates on equities and also on debt issues
would tend to be higher in the weak currency area, That is to
say interest and profit rates would be higher there.

Kow since the market for equities is biased in the sense
that 1t does not attach a risk premius to the foreign incowe of
the hoae.eauntry fira, it can issue equities in its ecapital
warkets at a lower interest rates, take the funds abraad and buy
the host country firm, Eowever, if the host country firs intends
to raise funds in the capital market of the home country firm
it will have to pay higher interest rates for the simple reason
that owing to exchanse risks the lenders would desmand a risk
presius for the use of their funds in the weak currency area,

The thrust of Aliber's theory is on the isperfections in
the capital sarket vhere the host country firas are able to
horrow funds at a lower interest rate than the host country
fires, But the critics of portfolioc diversification approach
to foreign investsent argue that with a perfect cepital market,
the capital value of a given project will be determsined solely
by its own risk and return charscteristics - not by the identity
of its owner., 7hus if the investors are to reduce risk they can
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diversify their portfolios without turning to transnationals,
The explanation to forelgn investwsent according to these crities
lies in technclogical leads and the market control by inter
natisnal firwms,

The earliest explanation a3z to how a technological breake
through could be a source of trade was shown by Posner.23
Posner first dewonstrated how an innovation in one country could
create a comparative aivantage which had not previously existed,
and how the trade zo generated would graduslly be eliminated by
the recognition and iasitation of the innovation elsevhere,
Posner, however, 4id not explaln as to why technological inno-
vations cccur in some countries and not in others, Vernon's
prodact cycle theaisah provided the answer that innovations occur
in the home country (normally the U,3.A,) owing to the aveaile.
ability of real and human capital and alzo because of higher
averasze income compared to consumers in other markets, After a
new sroduct developed through innovation and marketed at home
has achieved a certain degree of standardisation the exports
to other countries take place followed by investment therein
for its production in the local markets, T7Thus an interesting

explanation of foreign activities of firms has come to de

23 M, V., Posner, "lnternational Trade and Technical Chenge”
in Oxford Sconomic Papers XXXI, 1961, pp. 323.Ul,

2L Raysond Vernon, "International investment and inter-
national trade in the product cycle” ia Juarterly Journal of
Beonowies, Yol., LYYX, 1966, pp. 192-207,
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recognised in teras of B&D and technologlical superiorities of
THCs,

R&D and technological superiority thesis is closely re-
lated to industrial organisation approaches or the oligopolistic
theories of {forei;n investment, 7The main exponents of this
approach are Hyser, Kindleberger, Caves and nunning.zs Accorde
ing to this line of explanation, for direct investment to thrive,
there sust be some laperfections in the markets for goods and
factors, including among the latier, technology or some inter
ference im coapetition by governazent or by firss which separate
markets, which would lend "market power" to the incoming fira,
Furthermore, foreign investuent could also occur owing to lowver
production costs in host couniries vecause of favourasble wage
rates, rav saterial prices, or interest rates ... or bacause of

the opportunity to reduce transportation costs, distribution

25 Jee especially :

s E, Bymer, The International Jperations of National
Firas : A Study o} Cirect Foreign Investaent, ¥,1,7. Press,
1976.

C. P. Kindleberger, American Business Abroad Six Lectures
on Direct Investument, New Haven 2 London, Yale U, Press, 1969,
Che 1. & 6.

Richard %, Caves, "International Corporations : The
Tndustrial Teonomies of Foreign Investzent,” in Teonomica,

38, February 1971, pr. l=27.

John H, Dunning, "The Determinants of International
Production,” Jxford Reonomic Papers 25, 1973, pp. 299=336,
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costs, inventory and serving costs to the markets for which the
output are 1ntended.26

As a consseguence to the oligopolistic behaviour, Xnickere
bocker2/ found that the optimal strategies followed by firss in
an oligopolistie industry is to follow rivals wove for move,
Fis entry concentiration index (%CI) showed the extent to which
subsidiary start up dates were bunched in time, FNe found that
ECI was positively related to industry concentration suggesting
oligopolies do react in a way that minisises the possibility of
one rival galning a significant cost or marketing sdvantage,
The 2CI was alac poslitively related to the size of market indi.
cating that ths reaction is all the more intense vhen a large
sarket 15 at stake, 7Thus according to Xnickerbocker's findings,
the foreign investaent behaviour of THCs 1s in tune to their
oligopolistic behaviour.

A more general explanation of foreign investaent 1s found

in the theories of the rrowth of the fira, Penrose and Harriszg

26 C.P. Kindleberger, 1969, op.cit.y, Ps 13.

27 F. T. Knickerbocker, Jligopolistiec Reactions and the
Multinational Fnterprise, Boston, Harvard Uni, Press, 197).

28 7dith Penrose, "Foreign Investwent and the Crowth of
the Firw,” in her The Crowth of Firams, }iddle Fast 711 and
dther Sssays, Frank Cass & Co.Ltd,, London, 1971, po. 6haf1,

Edith Penrose, The Theory of the Growth of the Firam,
sxford 3asil 2lackwell, 19380.

Robin L, ¥arris, The Sconomic Theory of Managerial
Capitalism, London, ¥acmillan, 196%,

Robin L. 4arris, Review of 'The Theory of the Crowth
of the Fira', Ecmoai(': Journal, LXXI, pn, lhbkalh8,
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vere asong the earlier proponents who viewed direct foreign
investzaent as & natural outcome of the g;owth process of firms,
Penrose, however, aquated both the maximisation of the long run
rate of growth and the long run profits as the identical objec-
tives of the firss, It was Marris who later argusd that the
salaried managers would De more likely to want higher rates of
growth than higher profits, Further in addition to the purely
econasic sdvantage conferred by the size, sociological and
psychological pressures push managers towards a primary concern
for growth, There are broadly two strands of thoughts held
within the total view that direct foreign investaent i3 a funce
tion of natural growth process of firms « one eaphasising the
f{aportance of markets and the other stressing the internal real
and wmonetary resources of the firm,

i variant of the theories of the growth of firas is the
behavioural - organisational approach popularised by Aharan1.29
This approach suggests that the very idea of the deciszion to
invest abroad is spread over a period of time and it i3 the
outcowe of a sequence of decisigns undertaken by various deci-
sion makers rather than being once for all choice of a single
decision maker, Ihe decision process is usually classified
into following sequentiel steps : the decision to look abroad,
the investigation process, the comuitwent to invest and a

folloveup reviews and refinesents., 4Yhether or not the firu

29 Yair Aharoni, The Foreign Investment Decision Process,
Earvard Uni., 196€,
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pursues the initial idea of investing abroad depends more on the
strength of the initliating force such as an outside proposal
froz a reliable source, a tariff increase by a foreign governe
ment, the drive of a top executive and other such forces and not
on the profit or growth prospects, The foreign investsent
decision, if repeated, is often institutionalised in an inter-
national division within the corporation -« a significant
developaent in creating both expsrtise and a vested interest in
future foreign investasnt,

Although a nuaber of theories and hypotheses have been
put forward to account for the motivation behind foreign opera-
tions of firms, our drief overview in the preceding section
shows tkat no single theory can as yet be deezed to be successe
ful in providing a satisfactory explanation of this phenomenon,
A nuasber of questions are left unanavered by =most of the theories,
For instance vhat factors determine a fira's initial foreign
investaent decisicn at a ziven location? ¥hy do some industries
such as chemicals have a long history of foreign direct invest.
aent, whereas others such as drugs have a comparatively shorter
history? Why do some firms in a glven industry invest fairly
early, others comwparatively late, still others not at all? Why
do zome industries such as steel have no significant foreign
investaent, even though the firms engaged therein are lerge and
dsveloped and control various technical advantage over other
firas? e suzgest that one of the factors responsible for this

feilure to snswer these questions stems froa the fact that a
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gingle theory is usually taken to aceount for the diversified
investaent pattern of transnationals, It would perhaps be more
useful to look for sotivstions leading to foreign investment by
firss at the industry level, This would, of course, first
entail studying a detailed gzrowth pattern, the characteristic

features and dimensions of that industry in the world econouwy,

The Consequences of Yoreign Investaent

The positive consequences of T™HCs in a host country are
sald to occur in a nuwber of waysz. First, it is claized that
the capital funds brought in by THCs bridge the foreign exchange
gap and also contribute to filling up a resource gap between
locelly available savings and desired investment, Seconily,
THCs are recognised as a most effective instrument for the
diffusion of technology in the host countries, Ihirdly, by
estadlishing their production facilitlies in the host countries
THCs are said to generate not only additional employment but
also train psrsonnel both at the technical and the managerial
levels, Furthermore, they are 2lso said to substitute laports
and alsd act as an effective instruzent of forelgn exchange
earnings by way of exports. The consumers' benefit result from
the availability of better products at a lower cost,

¥otwithstanding the aforezentioned positive aspects, a
numsber of negative consequences of TECs operations in host
countries have been put forward by the critics, These charges
on TNCs can oe discussed under two broal headings : (a)

econcmic, (b) political and soclial,
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As regards to economic charges, the claiz of ™iCs bringing
in substantial amount of capital funds is nov being questioned,
Inatead, it 1s being hypothesised tnat they rely on local sources
for their capital needs.3o Furtherzore, it is argued that the
cost of capital brought in by TNCs often tends to be higher than
that the host country governzent would be charged as direct
borrower in capital markets, The positive aspect of technology
brought in by the affiliates of THCs is disputed on the ground
that technology transfer to host country is often sinioised
becsuse (2) R&D is generally carried out in the home eountry of
the partnts;31 (b) the training of host country nationals for
R&D posts 1is often not given priority, and thirdly (c) technology
itself is closely held, Furthermore, the burden of capital and
technology zervicing reflected in the total outflow of foreign
exchange on account of dividends, knovhow fees, royalties etc,
tends to be substantial, causing strain on the scarce foreign
exchange reserves of the host countries, Thus for instance the
available data shows that the payments on aceount of knowhow
fees and royaliies by six countries in a single year amounted to
Z 457 million representing 2,68 per cent of their (DP and 7,3
per ceat of exporta.32 The total outgo of foreign exchange on

30 Jur analysis of sources of funds data (in Chapter V) for
drug 7HCs in India also supports this view,

n In 1966 for instance 7.3, THCs spent in total Z 812k
million on R&D out of which only £ 526 =zillion i,e,, sozme 6
per cent was spent abroad - See UN, 1973, op.cit, Annex,ITT,
Table 39, p. lgo

32 Argentina (1969), Brazil (68), Colusbia (66), “exico (63),
Higeria (69), Sri Lanka (70), O (1973), op.cit., Annex,III,
Table 40, p. 190,
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these two accounts in the case of 13 countriss representing

65 per cent of the total population and 56 per cent of the
total CDP of developing countries is estimated at ¥ 1.5 billion,
This amounts to more than half of the direct private investaent
flow to developing countries, Such paysents are estimated as
growing at a rate of around 20 per cent per annum and are
absorbing increasing proportions of the export earnings of
developing countrles.33 It should be noted here that the net
outflow of foreign exchange on account of service payments and
also on the international traie transactions would be auch
higher if the transfer pricing practices of THCs could be
accounted for,

The employsent potential of THCs is questioned on the
grounds that since they mostly operate in capital intensive
industries, the technijues and products introduced by them tend
to be largely labsur-saving. Furthersore, it iz argued that
these corporations do not necessarily train loecal personnel
in technical and entrepreneurial skills which in fact are more
iaportant than executive skills.

Political charges on TSCs center around the fact that
their vast financisl pover and ready access to the governzent
and business seteups is often used to influence the decisions
pertaining to political and economic issues to their advantage.
Socially, the ostentious living styles of foreign personnel

e

33 UNCTAD, Transfer of Technology, 1971, p. 5%.
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and also those of the locals employed by them cause resentument
asong the host country people. Local people working with
forelen companies are also accused of as unduly influenced by
alien values, Styles of sanagewent directed towards efficiency
but insensitive to local cultural values are termzed as arrogant
and dehusanising, Further, by creating wvants similar to those
in developed societies through advertising are said to create

a pattern of consusption unfavourable to local surroundings,

It should be noted in this section that although THCs
have been criticized on s number of grounds, in actual practice
it is very difficult to evaluate the exact benefits or costs of
their operations in the host countries, This difficulty steas
from the fact thet the gamut of issues involved - sociological,
political and economic are numercus with sany of them being
unquantifiable, In such a situation the guestion that is ralsed
is : what would be the scenario if the TECs had not invested in
a host country at 3117 This question, as is obvious, cannot be
ansvered with sny reliable degree of precision, The only effect
of THZs that can be reasonadbly recorded in figures is their
impact on host country's balance of payments. In Chapter VI
ve wake such an attempt im the case of drug TNCs in India,

Present and 1ts 0b tives

The present study was undertaken in view of the recent
controversies generated over the role (and growth) of drug "RCs
in the development of the pharwaceutical industry in India, A
review of the literaturs in this field (see below) showed that
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these controversies got intensified especially after the pudblice.
tion of the *Report o the Cosmittee on Drugs and Pharsaceuticals'
in 1975 and have not been followed up by any detailed study of
the economics of the pharmaceutical industry traeing the role

and importance of drug TNCs therein, Fur:heraore, vhereas the
drug transnationels have teen subjected to severe criticiss from
alli quarters, thus far no serious effort has been zade to under
take any inedepth study of their finaneial operations which in
itself could discern some of the ceniral issues involved in the
probles, Yowevar, in view >f the acute shortage and none.availe
ability of data, these shortcowmings should not coze as a sure
prise. This work, with data base fros a number of sources,
attempts to fulfil tnese gaps in the literature. The two=fold
objectives of this study gre : “irst to examine arvalnst an inter-
national perspective the econowmics of the pharmaceutical industry
in Indie *racing the role and the "market power" of drug TNCs
therein, And secondly to analyse the implications of this
“market power™ on the financial perforsance of drug transe
nationals operating in the country, The latter encompasses a
study of such issues as the profitadility, profit appropriation,
sources and uses of funds, and the iapact of these corporations
on Indiats balence of paysents, These issues, inter alia, help
us in exazining a priori devated hypothesis that not only a
major portion of funds engaged ss 'capital employed' by drug
transnationals in Tndia have been raised locally, but over the

years of their operations in the country, these cozpanies have
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also acted as net exporters of funds by way of execess of re.
aittances over earnings in foreign exchange,

We present belov a reviev of the literature followed by
the chosen methodology, data sources and the chapter scheme of
the thesis which would provide an introduction to our work,

A Review of Literature

A review of work done in the field of pharmaceuticsal sector
in India shows that with the exception of stray articles appear.
ing oceasionally in the press very little work has been done,
Various governzent reports relating to the industry are either
too old or contain too little to provide an insight into the
working of the industry., Two exceptions, however, are: (1)
Report on the falr selling prices of drugs and pharmaceuticals
(1963); and ths Zeport of the Coswittee on Drugs and Pharzae
esuticals (1975). The first report was primarily zeant to
exasnine the cost structure of 18 specified drugs and to recomsend
83 to vhat extent the prices of these drugs could be lowered
after taking into account such factors as capital outlay ine
cluiing plent and machinery in relation to (i) actual produce
tion and (ii) potential capacity, prices and quantities of raw
@aaterials and intermzediates, prices at which similar products
can be zanufactured by small scale wmanufacturers, indirect |
elewents such as Zanagement expenses, promotional expenses and
saspling etc, 7he Comaittee was also to recozzend the ainimuw

and saxisua margins of profits covering all stages froa the
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producer to the ultimate consuser, The data and analysis pro.
vided by this Committee later becawse the dasis for evolving
certain principles and guidelines to improve and rationalise
the various price control measures which were subsequently
revised on the recomzendations of later committees especially
the Hathi Coamittee Report,

The Hathi Committee Report is divided into seven parts,
The first two parts are attridbuted to the introduction and
progress ®ade and status achieved by the industry so far, The
analysis of the working of the public sector drug coapanies
constitutes the third part and the concept of NDA (National
Drug Authority) mooted by the Committee is discussed in the
fourth part, This authority as envisaged by the Comnittee wes
to perfora, inter alis, functions of maintainine and making
available to the drug asasnufacturersz information regarding the
itess which can be ganufactured, the patent position regarding
drugs, the processes and knowhow avgilable from indigenous
sources - the overseas countries and cowmpanies vhich are in
a poeition to provide knovhow, the supply of rawv materials in
world markets and the prospects for exports, NDA was also to
regulate the prices and R&D in the industry. Hovever, the
cancept of forminz a separate drug autbority to regulate the
various aspects of the industry was not accepted by the governe
ment naither vere the recouzendations concerning the nationali-
sation of the industry, discussed in the fifth part of the
report. The coamittee zembers themselves were divided over
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this issue, Availability and future needs of raw msaterials for
bulk drug aanufacture, developaent and flow of technology for
the industry,pricing of drugs and pharmaceuticals and quality
control of drugs and finally measures for providing essential
druzs and comzon household remedies to the general public in
rural areas and abolition of brand nazses for drugs are discussed
in the remaining sections of the report, Although the report
discussed very little avout the financial aspects of drug TNCs,
it nevertheless led the stone of controversy rolling after its
pudblication in April 1975. A nunber of articles appearing in
the press advocated the takeover of the drug industry, Their
arguments were @ainly based (though often without factual data
base) on the high rate of profits earned by the industry, weagre
azount of R&D expenditures, anomalies in drug prices, chsaos
created by thousands of orand names and huge remittances on
various accounts by foreign drug companies, But despite these
eriticisms, zovernzent opted for stricter seasures to control
the activities of drug THC3 rather than outright nationalisation
of them, FERA vas enforced rigorously and a tighter drug price
control (OPCO) wes implemented, But while most of the drug
units have been allowved to retainm majority foreign ownership,

a whole lot of controversy has cropred up over the DPCO 1979,
The industry might get relaxations in the fixation of drug
prices also. “his i3 not to denounce the ;jovernsent mcasures
but to highlisht the need of a professional approach to tackle

the various issues related to the industiry,
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There are a few United Nations' reports om THCs in general
and on the pharsaceutical industry in particular, Of special
relevance t0 India is "¢ase studies in the transfer of techno-
logy : The pharmaceutical industry in Tndia®, As the name im.
plies, 1t deals primarily with the probles of technology transfer
in the case of pharasaceutical industry in India, The first part,
hovwever 1s devoted to the siructure of the Indian pharsaceutical
industry. The remaining three parts deal respectively with the
technological dependence in the Indian pharmaceutical industry,
costs and consequences of this technological dependence and the
policy framevork for the transfer of technology. The report highe
lighted a strong iabalance between the patiern of drug produce
tion and the prevalling diszeases, relatively low expenditure for
research and development and a great gap betveen the institu=-
tions of R&D and tke local and foreign producers,

There are a few publications by OPPI (Organisation of
Pharmaceutical Producers of India). Alwost all the forelgn drug
companies are members of this organisstion, Among its publica=.
tions (some of which are reproductions of various articles
appearing in the press) there is one entitled "A growth plan
for the Indian Pharmaceatical Industry®”, This publication is
supposed to be an alternative to the Hathi Committee Report,

It discusses various issues related to the industry : Pricing,
distribution of 4drugs im rural areas, R&D, foreign exchange
inflow and outflow, sales of drugs under brand nawes etc, The

publication follows Hathi Comzittee Report closely differing
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on issues such as that of abolition of brand nemes and the fore
mation of ¥ational Drug Authority, which as this report claiums,
will only add to the bureaucratic set-up,

Begides the aforementioned literature on the subject,
Reserve Bank of India periodically publishes the Financial
Statistics of Joint Stock Cospanies in India, This is the only
source of published financial data on the drug industiry, 3ut
unfortunately the data appears in the consolidated fora for both
the Indien and the foreign firas and hence it cannot be used
for examining the perforsance of individual or different groups
of companies,

Hethodology
Defipitions and the Sample

As stated earlier we adopt the UN definition of TNCs as
enterprises vhich control assets - factories, mines, sales
offices and the like in two or more countries, A winority
owned THC 1s defined as the one holding eguity ownership upto
49 per cent and a majority owned TXC as the one ‘holding equity
ownership of 51 per cent and sbove, Although the term transe
national has been used in preference to multinational inter-
national, the tera foreign cospany has been used at places as
synonyaous to translational,

The term pharmaceutical industry is defined to include

e

(a) firas producing synthetic bulk drugs, (b) firaes producing
bulk drugs by the process of feramentation, and (c) firus
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producing foruulations.3h A pharmaceutical cowpany has been
defined as one which irrespective of its diversified activities,
generates 50 per cent or sore of its sales from drugs and
pharmsaceuticals,

The Committee on drugs and pharmaceutical industry had
identified 66 drug coumpanies with various degrees of foreign
equity participation, However, a closer examination revealed
that out of these €6 companies, 18 have been listed as basically
nonedrug companies; (Appendix (a)) of the revaining, 6 were
operating as branches, (Appendix (b)) ¥ as wholly owned sube
sidiaries, (Appendix (c)) 5 were private limited companies
(Appendix (d)) and the whereabout of 2 companies could not be
traced (Appendix (e)). Braenches and wholly owned subsidiaries
have no local equity participation and the ghare capital con.
tributions of private limited companies is restricted to fifty
sharebolders only, Moreover, it is very difficult to obtain the

statesent and/or snnual accounts for these sets of companies,

o

* B. Chandrakenta Rao, Preliminary Design Aspects of a
Pharsaceuticsl Industry, Indian Drugs & Pharmaceutical
Indmtry' Vol, XII. 30.3' nv.:m" 1977«
Pirss producing synthetic drugs are essentially chemical pro-
coss firus, The design work of such firms require a knove
ledge of unit operations as well as chemical process principles,
The fermentation firas require a sound background of industriel
microbiology including ascetic and sterile techniques in addi.
tion to the knowledge of unit operations and mass transfer,
The firms producing formulations need a background of unit
operations, ascetic snd sterile techniques, heat transfer and
uld flow, In addition to it, a thorough knowledge of fore
sulations is required for the design work,
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Therafore, of the remaining 31 ea-panies.35 27 public limited
companies, each with a ainimus paid up capital (PUC) of Rs., 5.00
lakbs were selected keeping in view the availability of a
couplete set of final accounts for the eight year time period,
viz.,, 1979=71 to 197?;78, chosan for the study, This sanple
accounted for around 25 per cent of total capital investment
and 48 per cent of total production of drugs im the industry in
1977-78.

In order to study if vith regard to their financial
perforaance there exist any inter-group differences, the 27
comvanies selected by us were divided into three groups : Small
with PUC upto Rs, 75 lakhs; Medium with PUC between Rs, 79 -
Rse 150 lakhs, and large with PUC of Rs, 150 lakhs and above,
The number of companies falling in these groups are respectively
11, 8 and 8 (Appendix (f)). According to our definition stated
earlier, 11 companies in the saall group ere minority owned with
average foreign equity participation of Wi per cent, The come
panies in the latter two groups are majority owned with the
second group holding on average 5% per cent of foreign equity
and the third group holding on average €8 per cent of foreign
equity, The average foreign eguity holding for all the three
groups cozbined works out to be 55 per cent,

PUC was chosen as a besis of classification ageinst other

alternatives such as net sales or net assets, after it vas

T

35 (66 « (12 ¢ 6% ¢ 5+ 2) The remaining 4 comnanies
are listed in Appendixz (f).
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found that the grouping on the basis of any of these finsnecial
indicators 1s almost the same, PUC had the marginal advantage
of comparative consistency over the eight year period, 197071
to 1977-78. It was further noticed that whether classified on
the basis of their respective PUC as on 197778 or on the basis
of average of eight years of PUC, around 7) per cent of the
coapanies fall in the zame groups, Fence it was decided to
adopt the average basis,

D 0 ur

Factual data posss most formidable prodblez in undertake
ing research on any aspect of TECs in India, ¥e found that this
was guch m0re so in the case of pharmaceutical industry, which
as wo would see, is wxier an effective domination of drug
transnations, Initially we could gather some scattersd data/
inToraation on the sudbject frow Covernment of India reports
and sose general publications on the subject especially by the
United Hatlons Agencies, Later we were partly able to overcome
this severe data barriers by referring to a numbdber of diverse
sources wvhich included Department of Cospany Affalrs Library,
New Delhl, Bombay Stock Exchange Library, 2ffice of the Registrar
of Companies, Bombay, and the Organisation of Pharmaceutical
Prcducers of Indie, #urther, a detalled list of papers relate
ing to THCs and the pharmaceutical industry, laid on the

‘tablas of Lok Sabha and Rajya Sabha was prepared and referred
to in the parliament library after scanning through the debates
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over the last three decades of both the houses. The libraries
of #inistry of Petroleus Cheamicals & Fertilisers, Ministry of
Finance, Ministry of Labour were also referred to, ~inally,
vherever possible, discussions were held with the senior

officials of various private and pudlic offices,

Chapter Schewe
Besides this first iatroductory chapter, folloving six
chapters kave been planned, =Zach individual chapter has 1its
suznary at the end, T7The chapter scheze giving the salient
features and the contents thereof is presented below,

Chapter II deals with the economics of the pharmaceutical
industry in general., The peculliar characteristics of this in
dustry enable us to discuss the following speeial features on
the densnd and the zupply side, In the demandi aside, keaping
in view the typlcal nature of the drugs, wve exauine the prices,
demani and the standing of the consumer in the zarket in relae
tion to the pharmaceutical products, On the supply side we dise
cuss the research and development factor, the issue of patents,
prodaction stazes and the guality control measures involved in
the zanufacture of drugs, concentration in production and the
implications of this concentration,

Chapter 111 presents the pharsaceutical industry in 1its
historical pesrspective and examines with the help of factual
data the structure of the industry, its ownership patiern, proe
duction, capscity utilisation, the share of foreign and Indian
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sector in the total market sales of drugs, extent of drug cone
susption in India, employment, capital investment, 1up6rts.
exports, and the R&D factor, The role of drug THCs in all
these developaental and policy issues is highlighted,

Chapter IV examines in detail the issue of drug prices
and Drug Price Control Orders {(DPCD) in India under following
four broad heads : Taportance of DPCO, nature and scope of
DPCO 4in Indls, economic consequences of DPCO, drug prices and
modus operandl of drug price controls, The issue of profite.
ability of drug companies is also dlscussed in detsil in this
chapter under *'the economic consequences of DPCO', Pollowing
two pertinent issues are examined in this respect, First,
wvhether the profitability of drug industry is really high com-
pared to other industries, as 1s often asserted, Secondly,
whether the profitability of drug coapanies has declined in
the past owing to stringent DPCO, as hes been claizmed by drug
companies,

Chapter V is broadly divided into three sections, In
the first section we discuss a general structure of the sources
of fundis for transnational corporations, In the second section
this general structure of the sources of funds is exanined
against the eapirical data on the sources of funds for drug
THCs in India to examine if there exist any behavioural 4iffer-
ences between the two structures, In the process we also
analyse the capital structure . the capital investuent pattern
and profit appropriation policies of drug TiCs in India, The
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third section discusses the pattern of the uses of funds by
these corporations,

Chapter VI deals with the lapact of drug T8Cs on India's
balance of paysents, The first section highlights the central
probless associated with in undertaking such an exercise., The
second section traces the share of drug transnationals in the
total remsittances of TiCs from the country on various accounts
{dividends, technical knowhow fees, royalties etc,) during the
2h year period 19956.80, We then weigh this total outflow of
funis from the country by drug TCs against their inflow earn.
ings to see 1f they have been nel earners or spenders of foreign
exctange. Ye also discuss and make some rough estimates of
outflow of {unds on account of transfer pricing practices of
drug THCs operating in India,

Chapter VII sussarises the msjor factual observations
and conclusions of the study,
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Department of Coampany Affairs, Directory of Joint Stock
Companies in India (1975). OJut of these 18 companies
6 were private limited and 12 pudblie limited companies,

Private Limited Companies

1) Associated Capsules Pvt, Ltd,
2) Capsulation Services Pvt, Ltd,
3) Chowgule Co, Pvt, Ltd,

k) B, ¥erck (I) Pvt, Ltd,

$) Xartin & Harris (P) Ltd,

6) Cibatul Ltd,

Public Con es

1) Alkali & Cheaicel Corpn, of India Lt4,
2) Bayer (I) Lt4,

3) Ciba<Geigy of 1. Ltd,

%) Curewell (1) Ltd,

$) Dental Products of Indlia

6) Ethpor Ltd,

7) Jobnson & Johnson Ltd.

8) Rallls I, Ltd.

9) Reckitt & Colwan of In, Ltd.
10) Swith & Nephew Ltd,
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c)

a)

e)

£)
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11) whiffens (I) Ltd,
12) HeloTe Labs,

1) Cooper Labs,

2) C. W, Carnirick

3) John Wyeth Bros, Pvt, Ltd,

%) May & Baker (1) Ltd,

%) Kicholas of Imdia Ltd,

6) Swmith Kline and FPrench (1) Ltd,

1) Abbot Labs. (I) Ltd,

2) Beechaw (I) Pvt, Ltd, (basically a nondrug firm)
3) Burroughs Wellcome and Co, (T) Pvt, Ltd,

4) ¢, E, Fulford

1) Gelikeps (P) Lt4d,

2) Griffon Labs, Pvt, Ltd,

3) Leukoplast (I) Pvt, Ltd,

4) Thowas Pharmacsuticals Pvt, Lt4d,

5) UnMcb (P) Ltd, out of these five, only 2 had share
capital above Bs, 5 lakbs (Rs, 7.50 lakhs),

1) Ward Blenkinshop Ltd,
2) Christisn Holen Ltd.
The re=aining & coampanies are:

1) Anglo French Drug Coapsany
2) Subrid Geigy Ltd.
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3) ®ni Sankyo Ltd,
%) U.8. Vitamins & Pharsaceuticals Corpn, (I) Ltd,

The three groups of companies are as follows:

Croup I 3 PUC upto Rsg, 25 1skhs

1) Biological ®vans,

2) Boghringer Xnoll Ltd,

3) Carter Wallace Ltd,

%) Duphar Interfran Ltd,

5) India Schering Ltd,

6) J. L. Morrison Sons & Johns (I) Ltd,
7) Hc-Craw Ravindra Labs. (I) Ltd,
8) Raptakas Brett & Co, Ltd,

9) Roussel Pharsaceuticals (I) Ltd,
10) Searle (I) Lt4,
11) Wander Ltd.

Group II : PUC between R, 75-150 lakhg

12) The Boots Couwpany (I) Ltd,
13) Cynanid India Ltd,

14) Ceoffrey Manners & Co, L,
15) Cermsan Remedies Ltd,

16) Organon (1) Ltd,

17) Richardson Dindustan Ltd,
18) synbioties

19) Wyeth Lads. Ltd,
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group III s PUC of Rs, 150 lakhs & gbove

20) Glaxo Labda, (I) Lt4,

21) Hoechst Pharsaceuticals Ltd,

22) Herck Sharp & Dhome of India Ltd,
23) Parke Davis (I) Ltd,

2h) Pfizer Lt4,

29) Roche Products Ltd,

26) Sandoz India Ltd,

27) Warner Hindustan Ltd,



CHAPTER II

THE ECIROMICS OF THT™ PHARMACEUTICAL INDUSTRY

This chapter deals with the econowics of the pharsa.
ceutical industry in general, The peculiasr characteristics of
this industry enable us to discuss the following special
features on the dezand and the supply side, 7n the demand
zide, keeping 1o view the lypical nature of the drugs, wve
exanine the issues of prices, demand and the standing of the
consuder in the ausrket in relation to the pharzaceutical pro=-
ducts. On the supoly side we discuss the issues of research
and developzsnt, patents, prodvction stages and the guality
control measures involved in the wmanufacture of drugs, con;

centration in production, and the implications thereof,
Prd e Den for Dru

Prices play an isportant role in the regulation of the
entire range of economic sactivities - production, distribution
and eonsumption, In a free enterprice econ-my, price act as
a signal for the allocation of concumption expenditure on the
demand side and the allocation of factor inputs on the supply
side. When they are determined through the interaction of
demand and supply they also deteraine the relative diziribu=
tion of income, The prices as determined above, would, hove

ever, be subject to change owing to changes in policy parameters

61
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such as 3onetary and filscal policies or wage-income policies,
They would be further sudbject to disturbances originating in
exogenous variables like incowe, tastes, availability of conm.
plezents and substitutes, hen we look at the drug industry in
this vay we find that the above assertions do not perfectly fit
in with the facts, In the case of drugs the intrinsic life
saving therapeutic value plays an laportant role on the dewmand
side, And, this 1ife saving therapeutic value yielding an
infinite utility to the conszumer renders the desmand (ar Jrugs
coepletely price inelastic, There is annther peculiarity coze
plezenting the above fzetor of orice inelasticity, In the case
of all other consumer gools Hoth the functions - the choice of
a product and the payzent of its price are performed by the
consumer, Here the desand for a produet is normally a function
of relative prices ani, kis income, 3But in the ease of -drugs,
' the man vho chooses does not pay and the wman who pays does not
choose®, 7This divorece between the decizion aasker and the cone
suzer per se results frow a very strong intervening factor
between the two, This intervening factor is the medical practi-
tioner who diagnoses the patient and writes the prescription
for him, The consuser then buys the drug without exercising
any of Lis option regariing the itype of drug to be bought Dy
him, His role is reduced to sisply that of a price taker in
the market, It also follows that the tmstes, substitules and
complemonts ceasze to play any role in the purchasing schedule

of the consumer., ihose peculiarities lead to strong iaperfectlons
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in the market froa the consuzerts side ani render the demand
for drugs price inelastic, In the long run, however, becaure
of competition among rival firss, technical sreskethroughs and
the ascendancy of public sector undertakings, the cheapsar,
betiter and alternaiive drugs may become available, Here the
existence of substitutes and cosplements smay influence the
physicians choice in kis orescriptions, At this level, differa
ent firms compete with each other to draw clientele to theme
selves by canvassing support for their drugs., 2ne of the
factors which would help successful canvassing will be prices
and the therapeutic value of drugs, w<hen the sedical practi.
tioners are =ade awvare and are convinced of efficacy, quality
and genuineness of the cheaper drugs, they would begin to
presceribe these drugs and the demand =may turn out to be price
elastie,

It is sometizes argued that the desand for drugs is not
only price inslastic but also incowms inelastic, 1In actuel
practice, however, it may or may not be income inelastic, he
extent to which income and better health are related, the
dezand for drugs may be inversely related to the rise in real
income, The dexand for drugs say as well be income elssiic
because, a3 income riases, people becomwe avre health coneclous,
As 8 result the frequency of availing of medical ald way
sharply incresse. on the whole, howgver, out of four stratas
in a socicty - the rich, the upper middle, the lowver middle
and the poor, the desand {or drugs wight be income inelastic
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for the first two groups and elastic for the latter two, The
whole gquestion of incosme elasticity of drugs is complicated
by the reimbursement of medical expenses by esployers., This
practice is widely prevalent in both the pudblie and nrivate
sector undertakings, To the extent the arrangezeat of reise
bursesent of whole or part of the medical cxponses exists, the
cons;xmr's (1.e., the patient’s) 'actual’ expeniiture on
zedical ald remains unaffected >f changes in his real income
and/or fluctuations in the drug orices., Sioillar i: the case
with Public Feslth Cent;res which izpart free or subsidised

- health facilities, 1Ihis is also true of zany charitadble
hospitals in the governzent sectsdr as well as the organised
corporate sector,

Civen the aforementioned peculiarities resulting froam
the typicsl nature of drugs, the factors affecting the agere-
gate demand for drugs require sose elaboration, +#“e discuss
below these factors,

The demand for drugs in a society is governed by such
factors as the disease incidence and its trends, ponulation
characteristics, social and physical environsent., Disease
incidence and trends relate to wortality and morbidity in a
society. 2irth and i{nfant mortality rates, diseases nertain.
ing to 0ld age and sicknesses— occurring in other age groups
greatly affect the dewmand for drugs., These factors in turn
dﬁpend upon such demopgrapbic factors as the population zize,
its growth rate, age and sex distribution, access to Public
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Tealth Centres (PACs), degree and trends of urdbanisatiosn, levels
of income ;nd education,

Owing to a nusber of factors, the demand pattern of drugs
in a developed and in an underdeveloped country would be
different, Thus, for instance vecause of the differences in
value systeazs, life in an affluent soclety may be wmarred by
sicknesses and coaplications arising out of a rise in the
incidence of abortions, veneral diseases, drug addition and ine
creased violence., As a result the common allments in such a
soelety would be more in the na'ure of c¢cardiovascular complica-
tions, arthritis, respiratory probdless and cancer, Excessive
uze of drugs slso cause health hazaris irn such a society. On
the other hand, a asjority of diseases in all age groups in a
poor country would be the direct sutcome of a lack of proper
and clean water supnly, poor sanitation, low level of education,
inacceszibility to public healih centres but above all hecause
of poverty and salnutrition, The desand pattern of drugs in
such a country would oe more in the nature of anti-infectlive
druzs like broad and medium spectruz antibiotiecs, general
antiebacterial antisepties, corticoroids with anti-infective,
vitawing and hezatinics, ~Natursl calazities which are a aore
frequent phenomenz in LOCs also ald thelr shere to the demand
for drugs as in ihe case of famines, and epldemics.

Public Health Centres all over the world especially
. those in developed countries contribute lar-ely to the demand

for druga, Develcoped countries spend a large percentage of
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their GHP on the health care of tneir people, a good percentace
of which is accounted for the drugs. Thus, the total health
¢sre expendiiture as percentage of CNP stands at 8,7 per cent
for West Geraany (1973), 7.5 per cent for Sweden and the ",.5.A,
(1973)y 7.7 per cent for France (1972), 6.5 per cent for Italy
(1974}, and 5.1 per cent for Switzerland (1973). The e rrese
ponding percentages of expenditure on ethical drugs to total
health care expenditure for these countries are 18,2 per cent
for “es: Germany, 9.9 per cent for Sweden, 9.3 per cent for
JeSefey 13 per cent for France, 13,1 per cent for Italy and
17.7 per cent for 891szorland.1 In addition, private expendi.
ture on health care zay be substantial in advanced countries,
though encurh data are not available to corroborate this view,
Cowpared to developed countries, the expenditure on publie
health care in LDCs is relatively saaller, India for instance
spends less than two par cent of its planned expenditure on the
health care of its people,

Features on the Supply Side

Research & Development

he pharmaceutical industry ranks high among the research
intensive industries in the world., 7The research in this indu.
stry is characterised by lengthy and complicated processes
besides being highly risky and inordinately expensive, There

 § Barrie 0, James, The Future of Multinational Pharug-
ceutical Industry to 1990, New York, lialsted Press, 1977,
Table 2.3, p.1l.
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is a general consensus in the industry circles that on an
aversge it takes a study of 5000 nev compounds bhaefore one is
found sultable for marketing. And it ususlly takes 7-ll years
before a new drug reaches the marketing phase, Syntex's ex.
perience with Naproxen, a non-hormal anti.inflasmatory agent
is typical of drug research, The drug was first researched in
May 1965 and the active chesical synthesiszed in Tebruary 1967,
By January 1968 Napoxen was recognised as a potentially use-
ful 4rug and a full developsent program initiated, By July
1969, the drug was found to be safe and cliniecal stulies in
patients were begun, The product was first sarketed in Mexico
in early 1973. T¥rom discovery to marketing it took eight years
and it was only by the end of 1976 that the proluct was avalle
able in the majority of world markets,

The costs involved in the various proceases of drug
innovation run into emormous amounts, Total worldewide exe
penditure on RAD in the pharmaceutical industry for the year
1973 is estimated at US & 1,200 to # 2,000 willion, originate
ing wainly in the USA (¥ 752 =illion), Switzerland (# 338
million), PRG (¥ 308 million), France, U.K,, Japan, Netherlands,
Sweden and Italy.z
engaged in the R&D departwents of drug companies the world

About 50,000 scientists are currently

over,

e

2 United ¥ations, Teonomic Commission for Furope, Market
Trends for Chemical Products 197)-75 and Prospects for 1980,
1973| ?0101’ Pe 209,
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At company level, around 15 psr cent of total cost of a
drug is wmade up of R&D expenditure (Table 2,1%). Data relate
ing to R&D expenditure as per cent of pree-tax profits of 20
U.5. firms appear in Table 2.1, The table shows that RAD
expenditure as percentage of pre-tax profits ranges anyvhere
from M,1 per cent in the case of Schering Plough to as high
a8 159.3 per cent for ¥iles Labs, The averaze R&D expenditure
as per cent of pre-tax profits for these firms work out to be
around 66 per cent, These high spendings on R&D only signifies
firas' concarn for survival, for their future earnings and
grovth depends heavily on the success of their research proe
Jects.3 A remarkable correlation between the sales and innovae.

tional concentration of four largest US firms was found by

3 The investment in R&D for a new drug i3 spread over
several years, The equation therefore represents a stream
of discounted expenditure which are offset by the resulting
streaz of discounted income. The equation deteranines the
rate of return ylelded by the projected stream of investment
and income, If this expected return iz high compared to that
available for other investments, then the investment in R&D
is feasible, The foraula for this would bes

c e C Y ; 4
; ’ ‘ P —L ‘ m L 3 ‘ se®
(1%1) (1+1)2 (1+1)" (1+1)2*1 (1+1)7%2

lel

(1+1)0%9

after assoclated costs, 1 = discount rate, 7The subscripts
stand for years, The C's have negative signs. The equation
is to be solved for i, given the estimates of the C's and
T's,

e ) where C = cost of research Y = net income
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Table 2,1:%8D Expenditure as Per Cent of Preetiax Profits of
18 .3, Firms in 1975

- e e - & W T - T W o » S - o e B e W & W W v - S © @ W " - D

Sr. Company R&D expenditure as percen.
Fo. tage of pre-iax profit
l. Abbot 71.6
2. Baxter 60k
3, Bristol Myer W5
Y, Johnson & Johnaon 53.2
S. Fli.lily 575
6. Merck & Co, Skl
7e Horton Horunich 78.2
8. ¥iles Labds 159.3
%, Pfiger 53.5
10, Richardson Herrell 69.0
1l. Robins - H0.1
12, Schering Plough 3.1
13. Seerle 69.8
1k, Smith Xline 82.3
15. squidd 49,8
16. Syniax Lho9
17. Upjohn 117.5
18, wWerner Lambert 45.2

-'---------‘-------------------

Source : Adopted in abridge fors frow Barrie %, James, The
Futgra of Hultinational Pharszaceutical Industry
Upto 19993, Table 4,2, Ps66.
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Srabowskl and Veman." fhe results are suszed up in Table 2,2,

Table 2,2: Perecsntage of Innovational Output and Total Tthical
Sales Accounted for by Four Largest U3 Drug Firus

@ @ W W W ™ B O ® W s @ W T W W W W W W S M M S e S W W e W W

Period Share of innovae. Share of total ethical
tional output drug sales

1957-1961 2%,0 265

19621966 25.0 24,0

- B W o T @ W ® @ S W ® - e 0 O T T e 6 ® O W e W W S . W & W -

Table 2.2 sbows that barring the period 1967-71, the share
of four largest firas in innovationsl output when coapared with
their share in the total drug sales i3 only slightly less for
the period 1957-61 and slightly more for the period 1962-66.
The reszson for the share of innovationasl output being higher —
48,7 per cent against 26,1 per cent share of etbicel drug sales
for the period 1967-71 could be that the concentration in innoe
vational output lesd to a hold in the market share of sales
only after a time lag of § to 10 years, It should also be noted
here thnt successful R&D prograzs not only help firams in main.
teining their share in the total drug sales, but in =many cases
an isprovement in the efficacy of an existing drug and/or

% Henry 0, Crabowsky and John 4, Vernon, "3tructural
Effects ol Regulation on Innovation in the Ethical Prug Indu-

stry” in Robert 1, ¥ason and P, Tavid QJuells (eds,) Tssays on

Industrisl Organisation in honour of Joe 3, Bain, Cam, Mass,
Bouinser. Pre 181-2050
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a major break-through in the invention of s new drug hitherto
unavailable also creates a large demand for it, And this very
often helps the company marketing the new drug to monopolise
a large share of the market for that drug, A number of examples
can be cited., Roche's valiuz and 1libriuw when marketed captur.
ed respectively L1l per cent and 1% per cent of the total market
sales of oral ataractics, Merck's marketing of Indocin enabled
her to éaptura 42 per cent of Antiarthritis market, ?Parke
Davis and Schering zet with a sisilar success when they markete
ed Bendadryl and Chlortrisetron which captured for them rese
pectively 24 per cent and 21 psr cent of Anti.histawines market,
Similarly Lilly's All Darven hold 30,8 per cent share of
Analgesics market, Xerck's Zlavil 3% per cent in the case of
psychostisulants and Upjohn's Orinase 31 per cent in the totsal
sales of oral hypoglyeenics.5

fiven the tiwe and costs involved in the invention of new
drugs, it is obvious that only the large and financiglly sound
drug firms afford to undertake the RRD prograsmes and market
the resulting new drugs frow time to time, Tabdle 2,3 lists 22
nev medicines marketed during 197075, It can be seen that the
credit for marketing almost all these drugs goes to well known
transnational drug companies, Although no supporting data is

REReti

S 7.8, Centre on Transnational Corporations (CTC), TNHCs
and the Pharmaceutical Industry, 1979, Annex,I, Table 15,
pp. 127-129.
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Igble 2,3: New Drugs Introduced During 197079

Sr.
Ho,
1,
2¢
3.
b,

Se

6.

7.

80

9.
10,
11,
12,
13.
1%,
15,
16,
17.
18,
19.
20,

21.
22,

GCeneric nase

Adriasycin
Amoxieiliine
Beclome tasone
Sensbroaarone
Cefalenine

Cefazoline

Clonidine
Clotriaaszole
Flurajepam

Levadopa ¢ benserazide
Levadopa + carbidopa
Lorazepsan

¥iconazole
Minocycline

Saproxen

Perhexiline

Pindolol

Piracetss

Prazepan

l={2-Tetrhydrofuryl)
=S<Fluorouracil

Tinidazole
Vincasine

Trade name

Adriblastina
Azoxyl
Recotide
Uricovac
Keflex
Ceporex
Larixin
Synecl
Cefamejin
Catapresan
Cenesten
Dalwane
Madopar
Sinemst
Temssta
Daktarin
Hinocin
Haprosyn
Pexid
Visicen
Nootropil
Demetrin

Futraful
Fasigyn
Pervincamine

Company

Faraitalia
Beechan
Glaxo
Labaz
Lilly
tlaxo
Toyawa
Toyo Jozo
Tujisava
Boehringer I,
Eayer
Roche
f“oche

HSD

Wyeth
Janseen
Lederle
Syntex
Herrel
Sandog

UcB
Jarner-Lambert

Taiho
Pfizer
Dausl

Source: UN Market Trends for Chemical Products 197075 and
Prospects for 1980, 1978, Vol.I, p. 212,
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available, the efforts of smaller companies are said to de
centered around making duplicate drugs with slight variations
thereupon,

It should, however, be wentioned that the elaborate RAD
prograss undertaken by large firms in no way guarantees the
success, the chances of which are in fact very low, Risk is
inherent in the researeh for new drugs, The decline in earn-;
ings from older drugs and a failure to replace their earnings
wvith a flow of nev produets has besn attributed to the erosion
of earnings of Parke Davis and Smith Xline in the U,3,A, in the
late 60%s, The financial problems of Parke Davis prisarily due
to lack of new products is wost probably the reason for its
sarger vith Yarner Lasbert in 1370, Fisons in the UK, appears
to be reaching a similar stage, Over 80 per cent of the
company's U.K, ethical sales are derived from one product -
Cromolyn 3odium, launched in 1968 and the sales are levelling
off in the UK, with only exports growing.6

Two different explanations are state forward to account
for the declining rate of new product introductions, Accorde
ing to the first explanation, the increased stringency of the
regulatory controls has raised the costs and riskiness of new
drug innovation. As a result of which drug manufacturers have
been unable to maintain the pace of innovations that prevailed
in the 1950s, According to the second explanation, there has

6 Serip, World Pharmaceutical News, 29th March 1975,
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| been a depletion of research opportunities caused by the rapid
rate of innovations which peaked in the 19503, The result is
a "knowledge plateau™; dramatic progress in the introduction of
nev and efficient drugs is expected to require new research
break-throughs at a fundamental level."

The fact that R&D of new drugs is of crucial iamportance
for pharmaceutical firas can hardly be disputed, Tt i3 only the
success of R&D projects which help thea to acquire patents for
new drugs which in turn ensure a steady flow of returns for a
nusber of years to come., It is also pertinent to note that a
well saintained R&D departzent is a prerequisite even if the
firms are Lo market - in the gulse of a new drug, a variation
of their own or other firma' drugs. The maintenance of a R&D
departzent assuzes further importance in the case of firas
aarketing a narrov range of products, Thus for instence if
fira A is deriving a large portion of its revenues froa the
sale of say coamon cold drugs and if firm B achieves a breake
through in developing an effective anti-cold drug, it would
largely wipe out the sales revenues from common cold drugs of

8

firs A,° It should be noted here that in the process, fira B

would also .lose its sarket share, if any, of common cold

e == Sesla

4 UuNey 1979, oOp.cit.y, p. €l.

8 To eite an analogpous example, the market demand for
drugs for epidemics like cholera, sw@all pox and plague would
have collepsed with the discovery of vaccines for these
epidemics and also because of drive to wipe out these calae
mities by international agencles like WHD,
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drugs. In this sense B2D of new drugs cuts both ways, It
could result in a loss of revenues from older drugs and at the
same time would fetech fresh revenues from new drugs. This fear
of loss of market for estadblished drugs could be the reason
beshind many firzs' not undertaking research at the basic level,
Turther, even if a break-through in the development of a new
drug is achieved and patent acquired, the production for the
same @ay be delayed until a later date when the investwment in
the existing drug production (which the new drug i3 zoing to
replace) is recovered,

“hereas there is no gainsaying the fact that the maine
tenance of a R&D department is of paramount importance for
pharsaceutical firws, it is obvious, as senticned earlier, that
only the large fimancially viable firas czn afford to saintain thea,
This alacst a compulsive need of maintaining the R&D department
involving tresendous ecosts and skilful planning 13 recognised
as a potentisl barrier to entry by new firas, Closely 23so-
ciated with the R&D factor is the issue of patents resulting
out of R&D,

Patents

Patent right is an exclusive authority granted by a
governaent to the inventor of & new machine or process, The
inventor in this case reserves the privilege for a nusber of
years, specified by the gzovernment, to make, sell and use his

invention, He is 3lso authorised for the disclosure of his
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invention, 'I‘he possession of patent rights, thus, give the
owner a certain degree of monopoly power,

Patent right are of vital importance in the case of
pharweaceutical products and may occur in the following forms :
(a) Patents on the composition of wmatter; (d) Process patents;
(c¢) Product patents and in esome countries as in France; (d)
Application of usage patants.9 All the leading drug firams
have their patents registered in one of these forms either
in their howe country or in the hoat country where they operats,
The period for which patent rights are allowed differ fron
country to cbum.ry. In the 9,5.A, for instance, this period
is 17 years whereas it is only 7 years in India, During this
period the firas are expected to recover their R&D costs ine
curred on the discovery of drug for which the patent has been
procured, It is slleged that the drug firws often recover their
R&D costs incurred on the patented drugs in a such shorter
period than the one allowed for the exclusive right on the
drugs. The counter argument put forward by pharmaceutical
companies is that they use the earnings from the sueccessful
patented drugs to subsidise their fallures, 9Jne iaplication
of larger periods of patents 1s that it gives sufficient time
to the company L0 establish the drug in the market, which is
usually sold under a brand name, The coapany holding this
psrticular brand naze is authorised to retain this name after

9 30!-| 1979' op.cit., Ps I
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the expiry of its patent, Sasaller firss in the first place

have much lesser products to patent, And woreover the loyalty
to an established brand nasze usually remains with the medical
practitioners long after the patent on any pearticular drug has
expired, All these are seen as deterring factors to entry by

the new entrants,

Produection of drugs can be categorised into pharmaceu.
ticel chemicals or bulk drugs and phermsceutical preparations
or foraulations, Pharsaceutical chemicals are the active
ingredients of formulationz, Advances in organic chemistry
have reduced to a large extent an slaost total dependency on
plants, animals and minerals for raw waterials, The pharuae
ceuticel industry toeday uses, in addition to the natural
zaterisls, synthesized or semi.synthesized cheamicals frowm
naturally sceurring products as well as coupletely synthesized
products as a basis for producing active ingredients, The
production of these inzredients require the services of
scientists trained in organic synthesis and chemical enginsera
inz, And since increasing economies of scale exist in their
production, the technical knov=tow for producing pharmeceutical
chemicals must be sccospanied by the adbility to produce thenm
economically, The production of formulations involve the

physical produetion of 2 drug in its marketed foram such as
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ingredient compounding and dispersion, granulation and drying
together with foraulation in the final form - tablets, capsules,
injectables, suppositories, liquids, ointments and creams, As
is the case with pharmaceutical chemicals, the production of
forsulaticons is also an equelly skill intensive process, At
the same time the quality control measures involved therein
demand an additional degree of skill and sophisticated equipe
ments, Mozt eountries insist heavily on quality control
seasures because of the siwmple fact that drugs vossess life
saving therapeutic valuss and any noncompliance to quality
stendard would lead to severe health hazards, The requirement
of meintaining quality control msasures are same for swall as
well a3 big firms, But bigger firams by virtue of their large
sales can better afford to match the expenditure on gquality
control measures, than the small sized firzs, The expenditure
on guality control measurss are fixed overhead costs which tend
to decline with the increase in sales, The sophisticated
technology involved in drug production and its quality control
csll for a large supply of trained manpower. Only countries
with an established fine chemicals industry and with relevant
foras of training of its manpower can tske care of various

stages of pharmaceuticals production,

Concentration in Production
The date on global production of pharmsaceuticals show

that the developed countries account for a major share in it,
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A recent study by UNIDD estimated the total production of
pharasaceuticals in 1980 at # 83,930 million, The developed
countries in this had a sharepf # 73,970 million (89 per cent)
and developing countries, £ 9,560 ailiion (11 per cent). Awong
the developed countries, the United ZItates alone accounted for
Z 18,600 willion (22 per cent) worth of production, ‘Jestern
Rurope for 7 27,440 million (33 per cent), “astern Furope for
Z 15,960 @illion (19 per cent) and the rest for ¥ 11,970 million
(1% per cent), In the developing region, the share of Asia
(exeluding China) is put at 7 4,690 million (€ per cent), Latin
America's & 4,400 21l11ion (5 per cent) and Africa's £ 470
@illion (less than 1 per cent).lo These data show that around
90 per cent of global production of pharmaceuticals originates
in the developed countries, The leading drug transnational
corporsaiions baéod in these countries account for a major share
of pharmaceuticals production therein, But the latest avail-
able data in this regerd pertains to 1974, Table 2,4 displays
the degree of concentration imn pharmaceuticals production in
1970 and 1974, The table shows thaat in 1970 out of & total of
#Z 18,633 million vorth of pharmaceutical sales in developed
warket economies, the first 17 leading firms accounted for a
share of 27 per cent (# 4,987 ®illion), 27 leading firnms
accounted for a share of 42 per cent (£ 7,748 million) and the

%080 UNIDD, Slobal Study of the Pharmaceutical Industry,
280,
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Table 2,4: Concentration of Pharaaceuticals Production :

1979 and 1974
Particulars - cascve - - 97&_ -
Sales Percene Sales Percen-

tage tage

Total sales of

developed market

econonies 18,633 120 3,001 100

Sales of 1lst 10

leading firas 4,987 27 9,498 28

Ssles of 2nd 190
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