
TRANSNATIONAL CORPORATIONS 
~~ ... 

AND THE PHARMACEUTICAL 
iNDUS.tRY IN INDIA 

A TH~SIS 

SUBMITTED TO THE 

UNIVERSITY OF POONA 
FOR THE DEGREE OF 

DOCTOR OF PHILOSOPHY 

IN ECONOMICS 

BY 

SATWINDER SINGH 

GOKHALE INSTITUTE OF POLITICS AND ECONOMICS 

PUNE 411 004 ( INDIA ) 

MARCH 1983 



FORM 'A' 

CERTIFIED that the work incorporated in the thesis 

•Transnational Corporations and the Pharmaceutical 

Industry in India' submitted by Shri Satwinder 

Singh was carried .out by the candidate under f'IlY 

supervision. Such material. as has been obtained 

from other sources has been duly acknowledged in 

the thesis. 

L-U~ 

s. v. Bokil 
Supervisor 



A a•ber or persons ad 1ut1~tat10D3 baYe dlreetl7 or 
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vorld.D1 oa the tbes1a 1D Ootot;,e~ 19?7 anti vould baYe c~let­
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tbe Direct or ot tbe Ins t itute, ancl Prot. Mn. t. Daadekar Vbo 
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up tb1s task 1B des})alr. M7 next debt coes to nr. s. v. Boldl > 

rty su-pent~or, vbo IJld.d.ed • pat1ent1y tb~gbottt ,., work. I 

aball always rettaia iadebted to b1s for his eont l1.btat1on to . 
f11 leamlog pr~• tbrougn close uaoolation durift e all tbeae 
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•- t1ae showed 1;7flpatbetie Wlders tandt>D of ., llttitatlons . 
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CRAP'rlm I 

Il!l'BODUCTIQX 

Indwatrtal Rnolutloa ushered 1D Mt tbe eYe or unpre­

cedented industrial grovtb on tbe capitalist lines. Th1c grovtb 

on 1 ts ascending pat.b baa acc011pan1e<1 rro~~ Uate to t1•e the 

changes 1D orgm1sat.1ooal for•s in the sphere ot production. 

Io the beginning 1t was 1od1Y1dual proprietorsblp which e•erg­

ed as the aa!n organisational ron~. However, the 1ntroduct10D 

·of nev teebnolo~1es ant! tbe ettergence of natf,;:,nal nrkets gave 

way t3 partaersb1 pa as a device to oYeroo•a tb~ financial con­

atrainta. The aext step ln th1s eYoltlt1on waa the revolutionary 

idea ot J'oint Stock Co•p.aay w1tb 11111ted 11ab111 t y. "'his font 

stUl re•ains as u iaportaftt. ton ot 1Dd.ustr1al. organ1~ at1on. 

The ton recaaine4 proa-1neot in a world doe1nated by oatl'lnal 

c~•parat1ve a.1vantage, 1nteraat1~nal trade in f1n1 5bed couo­

ditiee, and a framework of 1nternat1oaal t.raie bound by cen t re­

peripheJ7 relat1ortsb1ps. "!'be de~elopraents atter the second 

vorld Y&r led to a relative decline ot tb1s organisational tore. 

Tbe collapse ot the Ct>loaial systd ot trade characteris e!! by 

tbe spread. or nat1onal1s• and independence intens ified ln ter­

nat1onal differences in ract3r costs, prevented aoveaents 1n 

oo•odi ties due t.o efforts at 111port subs t.i tut1on. nus led b 

a polarisation ~r the world 1a two gr~4P5 one e?ns isting ot 

Lesa De'9eloped Countries ( LDCs) a.~d the ·:>tbnr or a:1~ance4 



2 

countries. 'l·he ~vanced countries t.he•selYes, because ot 

tecbDolos1cal process based d1s t1ntegrat10D or prQdact1on, came 

closer to eaco otber throt.tgb 1ntra-1ndut.ry t rade relation~hips. 

Tbeae two factors led to a global •1ev of production processes. 

tbi.s called tor global reallocation or neoureea 1D aecordance 

~itb d1ftereace 1n factor cost. ! ranunat1onal Corporations 

(m-ea) vas a new or£an1sat1onal. tor• vhlcb acted as a Yehicle 

vbich tac111tated tb1s tecbn1oal. and res-ource based trenatorraa­

tioza Ot'l the global scale. r raosnattonal corporations, also 

lmovn as ault1nat1ottal1 tatenational, or global oorporati!lns 

baft been ooe of tbe reearkable pheriolaeoa ot the post-war 

period. The. grovtb of these corporat10ft8 hue aeneJ-ated a vide 

debate ..ang sCholars tro. all valks ot aca4eata. ! bis debate 

bas led to a large naber ot l"esearcb proJects undertaken by 

1Dd1Y1cluals, private and public ln:~t.ltuttons all over the vorld.1 

There baa beera a constant nov ot literature on vanous aspects 

ot ruca tro• these 41vorse s~uree.s. In fact 1t 1a llttle 

rr1gbtea1ng to DOte tbat. • ••• very sooa tbe sheer weight ot all 

the •atertals will be so great that no iad.1vldual scholar wlll 

be able to keep up vitb tbe 1raportut contributions•. 2 t:ven 

a casual reviev o~ tbe literature since t.ilese conent s bT Prot. 

YerDOD wo..U.d sbov that this has becotae true, tboucb the tactual 

data on the act1Y1t1e.s of I tfCs are a:>t st1ll available 1n 

1 For a ooeprehenstve aurwey ot vork in tbts tteta see 
United llatlons, s uney !lt Re;qearcb on 1.1'fCs 1 191?. 

2 RayaoDd Vernon, S ton ower ·tbe MW.tiaat.ionw, Manillan, 
1917, p.v. 
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&lequate tteasures. Desp1te tb1s, a careful saney could reveal 

a broad oYen1ev or TNCs act1Y1ties 1u the vorld ecoo~•1• 

~?llov1ng. 1s s ucb a brlet oYerY1ev. This overview begiQs v1th 

the def1n1 tiotls ot T'fiCs and d1soussea tbe1r <11uns1ons and 

priucipal cbara.cter1st1os. !.111s oYenlev .ts followed by an 

exatd.raat1,3D of ·.Mfcs• d1•ens1ons in India in teru of their 

oWiber, as•ets·, country and lndust.ry d1strtbttt1on. We then 

diacwra the aotlYatlozut and coasequences or transnat1onals• 

operatloas abroad. Tovard.s the end ot tb1s chapter ve state 

our research problem, its obJecUYes, its uthodology and tbe 

data sources. We also discus tbe work done so tar 1n this 

field and see what needs t.o be 4one la tbls area. Ve begin tbe 

first section of' this introductory cbapt-er vi tb the defin1 tlons 

of the T!FIC.. 

Ref1p1t19Q! ot TICJ3 

!be teN 'Mul t1nat1onal Corporatioas • ( MRCs) was first 

use4 and defitled by David ~. Llllentbal as "Corporat.1ons vb1cb 

have th~1r botl8 in one eoUDtry but operate and live under tbe 

laws and cus toas ot other eoamt.r1ea as vell.". Je. He farther 

clarified tbat. by operating be particularly Rant 1n4us trial 

or co•ere1al operations abroad vhlcb directly involve managerial 

3 ?or a saney Gt det1n1 ttODs See a. N. Mul ttnattonal 
Corporations (8Cs) 1n Worl4 Deve1opment, 1973, Annex II, 
Pl). 118-121; and Yair Aharonl, " On the def1n1 tt?D of a MMC" 
1n A Kapoor and PbU.ip D. Grab (eds.) '!'be Mt.tlt 1Dat1onal 
Enterprise in f rusitlon, !lew 3ersey, Darwin Press, 1913, 
pp. 3-20. 

a. ~avtd .,;..;1llentbal, The >me, Oevelopa~en.t 4 Reso.arce 
C•rporation, N.Y., 1960, p.l. 



reapona1b111 ty. ~ A nu•ber ot de tint ti-oftS ba•e s 1ftee been used 

by autbon to define M!f-cs. ·These det1D1tlons are based on one 

or r10re of the followiDg crit.erla· : atnactural, perfonance or 
6 behawioural. The det1D1tions using structaral ertteria are 

based on s-ucb factors as tbe n\lllber ot ~uot.M.es in Wbicb tbe 

tirs 1o operatit'lg and the decree ot ovcersbip tberetn. 'nle 

der1a1 tloDs on the perfonance cri terta are based on some per­

tor88Dce features like ealea or asaeta. Aad 4et1n1t1oas oa 

t.ne 08baY1oUI'al. cr1ter1a aec-ount for sucb features whether tbe 

r1re tb1Dks 1ntemat1onally iD tern ot i ts investmaut 4eci­

s1·~• CODs1der1ng world as a large •arket. On tbe bub of 

their oriemtatiOD, corporat1oaa are also dis t1ogu1sbe4 1Dto 

•ethooentric" - boaae country oriented, •polyceDt11.c" - boat 

country orlut.e4 or uaeocentrie" - vorl.d oriented.? 

T.bere is, hoveYer, no geaeral coaseusas oYer the def1D1-

t1ons ot M!lCs. Autbors ba•e used different de tint t1ou tor 

tbelr purposes. t1a1 ted lfatioas secretariat. define MICs brotldly 

to cover all ent e:rprtaea which coatrol asaets ·- factories, 

111Des 1 sales ott1ces and tbe llka - in tvo or 110re c~tmtries . 8 

We adhere to tbta det1D1 tion for our purpose. 

Tbe teru •corporat1oft'J, •ttiT', •oo•,.,- or •enterprise" 

S Io14. 

6 Yair Abaru11 op.cit. 

1 Hovar<i V • Perl•utt.er, . "Tbe tortuous evolut1oD ot tbe 
MllC" la A. lapoor and Pb1.l1p ~ , .• Grub, 1913, op.eit.., pp.5'3-66. 

8 fJnlt.ec:l Hatl~n~, 1913, op.e1t., p.;. 



s 

are generally used aynon)"'Iusly ln t tla literature. Ye also •ak 

no r;pecltic 41ttt1nct1on between tbn, though ·we vould preter tbe 

teN • transnational • t o otbe rs. A tore! gn branch ts part of an 

enterprise that operates abroa4. AD att111at e ta also a part ot 

aD e-nterprise t.bat operatea abrr,ad e1t.bBr in tbe tor• o£ a s ub­

sidiary v1tb aaJorlty or s~t1ns as 11t.t1e as 2S por cent 

control or the vot1ng stock by tbe parent, or ln tbe ron ot an 

associate, in wblcb case as ll ttle as 10 per cent ot wot.ing 

stock eay be Judged adequate to sat.isfy tbe criteria. 9 

lbe act1v1ties ot TBCs can be elus1t1ed OD tbe basis ot 

three broad considerations: (a) Backward -vertical operations, 

( b ) Forward vertical operations, and (c) P.orl2ontal operations. 

Backward vertical operat1~ns represent the extension or 
p11rcbas1na strat.eeies or the 1n .. est1cg .tins. These are under­

taken pr1•ar1ly to obta1D wab1D4ered, cheaper, and CJOh reliable 

supplies of raw eater1als or processed inputs for the investing 

eo~~pany. The arrangqents ot this type are •alnly present 1n 

r1ra engaged in e.xtraot1Ye industries. 

Forward vertical act1Y1t1es represent the extension ot 

the sales s t rategies or the 1n-ves tiog tin. The pn•ar:v func­

tions ot t.bese finas are to adYanCe ~r pratect tba1r· utarkets 

or snpply po1Dts so as to ensure stable prcnuct1on. Firt»s 

eng qed in large ezport bW&lness are 1nt eres ted 1ra evol"fing 

such strategies. Finas vb.1eb are 1nt.erested in locating pr~ 

4uct1oo tac111t1ea abroad -., not pro.inantly figure in this area. 

9 United Nations, 19?3, op.cit ., p. ;. 
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Boriaontal oporat1uos largely c-aprise ot t'orelga •anu­

tact.UJ'iDI act.1v1t1es vbicb •t\Y or a_, not be bar110n1sed with 

each other or w1 t a dor~e.stle act1Y1 ttes. :'hls cat asory ot 

ol'ftrat1oaa are currently attraot1nc the •ut~~t~~~ attentiOD ot 

boat and 1DYesting e0\1Dtl'1&s. 11tese opera tions are tUually 

clasa1t1ecl in higb ·technology or 1nte.ned1 ate te-chnol ou in­

Yes tHI'lts. 

It tires v1tb ane or •ore foreign att111ates are t aken 

as transoatlottals tben a st~ney by tbe eon1se1on of the 

Europe aD eoawDi ties ahova that in 1973 tbere vere <J'J81. aacb 

enterprts•• operating in the vorld. t)nt ot these• 2S67 alone 

were based ln tbe tJai ted s tat es, lt.$32 were based in European 

!{c3ft011lc Couuntt7 and 2382 in other cotmtries (!able 1 ... >. 
As regvds the growth ot onrseaa aft1ltates or these enter­

prises, a tre• endoQB rise bas been recordecl 1D tbe past. A vall­

able dat a abova t hat between 19SO and 1966, tbe rnaLVber or u.s. 
atr111atea increas~ by ~ore than tbree told troa 7000 to 2·3ocn. 

bat. a ror 1)1+. U. K. ad European based f1l'IIS and 1'S .Japanese and 

other parent firras show t hat be tween 1962 and 1910, these fins 

establ1sbed abroad respectlv•lY 2279 and 287 DeW •anu.tacturing 

subs1d1ar1es.10 

'fbe. dat a on direct 1nYes taent abroai ot develGped eeono&liea 

by •a3or countries or origin appears 1D Table 1.1. rbe lat es t 

1·0 le11 Hood and Stephen Young, The ~cooos1es or Mtll.t1-
.nat1onal Enterprise, London, Loog•an 1919, 1'able 1.~, p.22. 



Table 1.1: Stock ot Dlrect InYeet•nt Abroad ot DeYelopetS Market Eccmo•l••• by 
MaJor Country ot Or1a1o1 1967-1916 

--------------------------------------------C·ount17 ot 
()rirtn ----------------------- ----------------------·---1961 1911 1973 l97J 1916 1967 1911 1973 1975' 1976 

- -- - - - - - - - --- - - - - - - - - -- ----- - - - - ---- --- - - - --
United s tates 
Un1 ted 11ng<lo• 
Gt'ir•any,Feclaral. 
Flepubl1c or 
Japan 
svt taerland 
France 
Canada 

Metberlanda 
Sweden 
Belglu• 
Luxe• bourl 
Italy 

rotal abne 

AU other 
( ea t1e~ate) 

3.0 
1.5' 
;.o 
6.0 
3.7 
2.2 
1.7 

2.0 

2.1 

82.8 101.3 121+,2 137.2 
23.? 26.9 30. 8 32.1 

7.3 11.9 
t..4 10.3 
9.5" 11.1 
1. 3 A.e 
6.S ?.8 
a...o ;.s 
2.4 3.0 

16,0 
1S.9 
16.9 
11.1 
l <:l .S 
s.s 
4.4 

19,1') 
19.4-
1~.6 

11.9 
ll.l 
9.8 
s.o 

2.8 
1.4 
4,8 
S.1 
3.S 
2.1 
1.6 

S2.3 Sl.o ~7. 8 

lS.o lJ.S 11.9 

4-.6 
2.8 
6.0 
&..6 
4,1 
2.S 
1.~ 

3.2 

6.0 
~.2 

~.6 

4.4 
3.9 
2.8 
l.S 

6,2 
6.1 
6.5' 
4.3 
4,1 
3.2 
1.7 

6.9 
6.1 
6.5' 
lt-,1 
3.9 
].a. 
1.1 

s.a 
r.rand Total lOS. 3 1!$8,4 198,'1 259.9 2A7. 3 100.0 100,0 100,0 100,0 1 00, 0 

- - - - . - -- - - - - - - - - - - - - - - - - - - - - - - - - - - -- - - - - - - - -~ : rotala ••Y not ad<! up because or roundtn1. 
~· Unit ed Wat1onB1i rHCs in World Development: A Re-exam1nat1on, 1978, Annex III, 

Table 32, p. 2Jb. 
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available year, 1976, puts the total stock o~ direct 1nves tment 

aoroa4 by devel.op&d coaDt.rif!.s at t 28?.3 billion. UDited s tat es• 

share in this aecoamts tor g 131.2 billion (47.6 per cent) 

tollowe<l bJ· v.l. - 32.1 billlon ( 1.1.2 per cant.), we:st. Gerca_, 

t 19.9 billion (6. ') per cent), J'apaa I 19.1t billion (6.7 per 

oent) and Sv1tserland ~ 18.6 b1Uioa (6.5' per eent). Thus, 

tbese rtve eeOtmtries account tor nearly 8.0 per cent ot total 

stock of foreign direct 1DveatHDt ot developed countries. 1be 

table sbovs tnat betveon 1967 and 1916 the aggregate stock ot 

foreign direct 1nvest•nt ot these c~untr1es bas grow at tbe 

rate or 19 per cent per anaWI. At tbe CQUDt.ry level vo notice 

~ tbat in oont.raat to iJ.S. end U.~., dlreot 1nestant by West 

Germany, Japan and Slili taerland. hue abo \liD rapid growth and. tb at 

these countries accounte<l tor 20 per ceot ot total imes tunt 

1D 1976 as coarpared to only 9 per ceat 1D 1967. But. 1 t is im­

portant to note that all the increase in the foreign inYesblent 

ot these cOtmtries ·~ not have occurred by vq ot tresh tlov 

or cap1 tal tro:a abroad. It. is possible (as we vould see 1n 

Chapter V 1ta the c.ase or foreign drug companies in Iadia) tbat 

a large part of increase in foreign 1DYestHnt actually con­

sists or re1DYested eamings generated tFOJJ w1 t hin tbe local 

eCODOliJ' Vit.bout a~y tresb now of capital tros abroad baYing 

taken pl.aee. 

A breakdown of direct investment stock by host countries 

appears in r able 1.2. The table shows tbat out or a t.otal 

stock ot foreign direet investment worth t 2S9 billion in 191S, 



- - - -- - - - - - - - - - - - - - - - . - -- - -- -- - - - - - - - - - - - - - --Boat count17 and 196? 19n 197S 

country sroup, --------------- ---------------- ----------------Total Peroen- Total Perean- Total Percen-
tage tqe tqe -- - - - -- - - - -- - -- - - - -- - - - - - -- - - - - - - - - - - - - - - - - -

Total value or stock 
(b1111oDs of 4oll.,.) 
Distribution of stook 

Developed •arket econo•1•• 
or wblob 

Canada 
tfnl ted s tatea 
unttecl Xtns4ow 
Oer.aoy,, edaral ftepubllo ot 
Otbers 

Daveloplna eountriea ot vb1Cb 
OPBC II 
Tu Ha'feaa lV 
Others 

lOS 

?2.4S 
18.90 
9.4~ 
8.40 
3.1S 

31.So 
32.S5' 
9 .... , 
2.10 

21.00 

100 

69 
18 
9 
8 

3 
30 
31 
9 
2 

20 

113.76 
26.86 
14.22 
14.2:! 
'1.90 

,o.S6 
t.~..2 .. 
U.06 
.... ?4 

26.86 

100 

72 
11 
9 

9 

s 
32 
28 
1 
3 

11 

191.66 
38.8S 
2B.It-9 
23.31 
15'.5't 
95.47 
6"1. 34 
15'.sa. 
'1.'11 

44.03 

100 

14 
lS 
11 

9 
6 

33 
26 
6 
3 

11 

- - -- ---- - - - - - -- - - - - -- - - --- --- - - - - - - - - - - - - - - -Al&er1a, Rcua4or, Oabon, Indonesia, Iran, I raq! Ktnta1t1 Libya, Arab J'a•ahtrlya, 
11pr1a, Q\latar, saudi Arabia, tJAB and Veoezlle a 
Babuaa, Barbados, SenWla, Capan I slancla 1 Netherland Antilles anct Panua 
Detalls ca.,- not at~ct up beoauee or rouncl1ng. 

a Derived fro• United Nat.1ons1 TICs in World DeYelopaaent l A Jle-ox .. lnaUon, 
1918, Anne& III, Table III-33t P• 2~. 
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t 191.66 billion i.e. 14 per cent vas invested in developed 

;aarket econotta1es and :>nl.y t 67. 34- uillion i.e . 26 per Ct!nt was 

invested in developing countrlen. J ~t or t 111.66 bi l lion 

worth of foreifn 11r ect invest:~ent 9 t!lClt io develo-pe1 Ct')Uft t ri es, 

t 90.6; billion i.e. 47 per cent is accounted ror by C~nad a, 

u.s., and U.K. Thua t hese countries vbich are exporters of 

direc t 1ovesttaent are also recipient or investment rr~ll develop.. 

ed countries. Out ot 't 67.34 ~1111on vorth ot t~retgn direct 

investment st~ck in developing countries, O?~C account for 

t lS.Slt- billion, (23 per cent) t ax havens account for t 7.77 

bl'lllo.n, (12 per ce n-t) and t he rest ror t 43.11 ~1111on, (65 

par cent). 1'be t.aole shows that t he share of foreign 1nves t:~ent 

stock o! developed COWltr1es has risen faster than ttlat for 

develoi)ing eountries as a res ult the share of developed coun­

tries in the total foreign direct ioves t.ment s t.ock has r1~en 

trot~ 69 per c·ent 1n 1967 to 11+ per c·ent ln 1~7~ an1 that ot 

developing oountr1es has declined !roe 31 per cent to 26 per 

cent. The prevaU1n~ s1sailar 1!'ls t1tut.1onal and social ~1mtlar­

t t 1es have faeilt ta~ ed the spread of 'MCs tn tlu~se CO!!Jntries. 

But a1 th,,ugh the developinr eountrieg aeeoont for only one 

~uarter or tbe t otal world direct 1nYest~ent stock i t 1~ 

s1gn1f1!•ent in VieV ~t the f"act that this sbare 1s grea ter than 

their share in ~orld nNP. 

Tbe 1D~Ustry di gtribution patt ern Of f oreisn 1nyegtment 

stock of t1ve ;>r1nc1pal countries aPQear 1 n ':"able 1. 3. 1'h1s 

table sbova that count ry pattern of irJYes ttJent d1rters 



Table 1. 3a flelected Developed Market ~coao111ea t Stoek of Direct Inve~t;ent Abroad by 
MaJor Induetrial Seetor in 1971 and 19?4-

- ~ -- ~ ~ - ~ - - . - - ~ - ~ -- - ~ -- ~ -- - -- - ~ - - ~ - ~ - . - - ~ - ~ - -Country and incha- Total stock 

strial seotGr ----------------------------------·----------------1971 19~ 

-----~---~-~---~-~-~--~ M1111ona ot 
<1oUars 

Percen­
tal• 

-------~----~-~--------Millions ot 
dollars 

Percen­
tage 

- . --~ - - -- ~ -~ - -- ~ --- - - - - - - - - - ---- - - - -- --~ - - - -
Un1 ted states 

Total 1n~ustry 

Extractive 

M anurac tur1n1 

Services 

Banking and 1nsuranoe 

ttnited. Kingdow 

Total industry 

~xtracttve 

Manuracturins 

s ervices 

Banking end ln$urance 

Can acta 

Total 1ndu.CJ try 

Rxtraot1ve 

Manutaoturina 

Senleea 

Banking ancl insurance 

0@rmany, 'Federal nepuhlio or 
To l a1 lnd us try 

Extractive 

M an\ltac turing 

Services 

Banking an4 1naurance 

... rap an 

Total industry 

r:xtraot1ve 

M anuf ao turing 

aerYioes 

Co•serQG, banking 
and insurance 

1,01, 313 

30,989 

44,370 

25',954 

9,726 

23,117 

a,os1 
lO,O't-3 

S,633 

1,212 

6,524 

938 

3,431 

2,149 

405" 

?,27? 

3SO 

5',796 

1,131 

494 

3,962 

892 

1, ::>92 

1,978 

100.0 

30.6 

43.8 

2S.6 

9.6 

1oo.o 
33.9 

.. ,.. 3 

23.8 

~.1 

100.0 

14.4 

'52.7 

too.o 
a..e 

?9.6 

1S.6 

6.8 

100.0 

22.~ 

27.6 

49 .9 

1,31,2"-

36,'1?1 

61,062 

39,411 

16,392 

31,211 

~.141 

llt,,lJl 

e, 399 

1,410 

9,390 

1,963 

4,729 

2,698 

62? 

19,91$ 

1,419 

14,032 

4,464-

1,941 

10 ,620 

2,778 

3,12 3 

4,119 

2 , ~16 

100.0 

26.8 

44.S 
28.1 

11.9 

1oo.o 
28.0 

a.s.2 
26.8 

a..s 

100.0 

20.9 

so.4 

2R.7 

6.6 

100.0 

?.1 

70.~ 

22.4 

9.'1 

too.o 
26.2 

3S.o 

38.8 

United Nations, TNC$ in World ~evelopcont 1 A Reexamination, 197~, Table II I , 
38, p. 243. ( Adopted in a~Jrtdged f or•) 
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SUb-9 tantial.ly. !11\13 in 19?4, tbe s hare Of total fore1 Pn invest­

t"Jen t s toek in aaanufacturinr ranged rrom a lov t:>f 35' per cent 1n 

t.t!e c ase or .Tap an ~ o a high 71 per cant for ,1es t ~ erraany with 

u. ~.A., u.K., ~nd Canada's share vorytn~ o~t~een 4~ per cent 

and ~!J per cent. The averue f :,r these e·,unt~ es ghov t hat in 
j 

1974 ar-~un:i ~9 per cent ~r tbetr total stock of ~erseas inves t-

ment waa 1nes.ted in uaanufacturin P: , 29 per cent in services and 

22 per cent in extractive in1us t.ries. The table sh~vs that the 

sh,are of 31,.r1Ufactur1Df: in the total forP.t,~ 1nve5 ta~ent h A! J1.gen 

over the period 1(~71 .to 19?4. nut the :~ore in teres ttng feature 
. t 

vortb noting 1s the ~rowing 1nvest~ent in the services sector, 

especially benK1nR, .1nJuranee, tourism and con3ultanoy. Banking 

in particular ha~ g~ phenouaenally. In ~any CFJ...~ etS banks are 

~ atd to ha.e been attracted abroad by the prior international 

exprm!'tion ;:,f thr.rir c11entq. Be·tveen l%S' l!!!l,1 1?", !1.~. banks 

more t han tripled th@i r forei gn location (branches, repre~enta­

t 1ve ~fr111ates, sub~ 1d1arles) from 3~13 to l tl(}~. In 1972 alone, 

rr. ~ . bankg opened 1~ rore1~ location~ a~~ 3apenese opened 

25'.11 

Tn t he pr~eeding ~ect1ons we se1d about the number a~d 

rorei n:n 1nvest.:lent ~tock of :liCs. T t ~ hould be ment ioned that 

private rorei [n direct 1ove3~ment t akes place predo~1nantly 

through the transnat ional corporatl:)n~ and the t'..to ter~s are 

often u~ e1 tn t ercho.rtJteably tn t ho 11 t erat ure t? exclude any 

14. . o.N., 19?3, op.c1t., p. 12. 
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1DYes biODt taldag place tbrougb ott1c1al sources. 

Tllm1Dg ta tbe d1scuse1on ot tbe re11a1n1n1 features ot 

TICs, we aote tb&t one ot the essential ebaracter1st1cs ot 'T11Cs 

1• to bave a sizeable cluster of torelen brancbes and att111ates . 

I t. caa be seen 1D Table 1. a. that out ot a total ot 9481. l'5Cs 1D 

19?3t lt.2SS ( 4S per cent) i.e. aearl)' halt bad att111at.es in one 

boat COWltry, 1~00 (16 per cent) bad att111ates 1D tvo bost 

countries, 85'7 (9 per cent) had attll1ates tn t.brae host coun­

tries, and 5\lt (6 per cent) bad aftil1at.ea 1D tot~r host coantriea. 

'.tb\18 ?1S6 i.e. ?S per C8J'Jt of a t otal ot 9481 l'ICs had atf111at es 

bet.veera ODe to fou.:r boat countries aDd only 232S i.e. 25 per cent 

bad atfU1ates 1D sore tban tour boat countries. 

AnotbaJt striking feature ot TtfCs 1a the pndotlinanee of 

large ~1ze t1ns. Available sales data tor 6S'O larpst TDCs in 

19n sbova that out or a total sales worth t 173 billion ot thoDe 

corporatlcme, eacb or the top a. TKCs bad sales oYer t 10 billion 

( 'total t 16 b1U1on), 12 bad sales between t S b1111oa and t 10 

b1111on (Total ~ 18 b1U1on) aD4 19S bad sales be tween t 1 

billion to t S billion (Total t 382 billion). Tbu these 2U 

111Cs aloae aect0l1Dte4 for t S36 bUl1on or 10 per cent vortb ot 

total s ales ot 65'0 largea t corporaUons 1D tbe vorla.12 

Closely related to tbe larse slae ot TICs is their 

predoz:ailumtly oligop:.)lis t.ic character. FrequenUy tbey are als o 

ehara.:t.erised e-,. tbe l•portance ot new t.ectmolos ies or s pecial 

l2 U.N., 1973, op.o1t., Annex. I II, Table l, p. 127. 



Tlble 1.~: ?lras v1 tb ~a• or Xore Voretgn Atnl1ates, by 
the 1fu•ber ot Ros t Couatrtes, 1973 

--------------------------------Ruber lumber of tlns ~ued 1n 
ot host ~---------~~~~~~---~-------~~-~--------ooun- ~aaropea Uaitecl Otber Total 
tr1ea econo111o ltates COUD-

-·-----~----~~~-cO!IWDlty tries Naber Peroent.,e 
ot grand 
total - - - ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - - - ~ - ~ ~ - --- ~ ~ ~ 

1 1,807 1,136 1,312 t.,2S5' 1t4.9 
2 783 3~ 393 1,soo 1S.8 
3 a. sa. 206 19? B;? 9.0 .. 293 140 lll S'tlt S.? 
s 232 9S 82 409 ... 3 
6 1 .... 98 Sl 283 3.0 
1 128 ?5' 31 2.,. 2.S 
8 92 a.s 32 169 1.8 
9 78 S6 29 163 1.7 
10~ ,.. 

"' 17 us 1.2 
u 4S Yl 22 lOit 1.1 
12 ltl Y1 llt 92 1.0 
13 34 22 12 68 o.? 
llt- lt.3 26 12 81 0.9 
lS 29 2S 11 6S o.? 
16 23 11 s t.S o.s 
11 20 1 .. 8 42 o.a. 
18 u 2$ s 41 o.a. 
19 26 1 .. s 45' o.s 
20 22 18 s 4S o.s 

More thaD 
20 1'13 113 38 324 3.'-' .. - .. - ......... -.... ., - .-. .... ., -- ~ - ._ ~ - .. --- ~ - ., . 

Grand Total a.,532 2,S61 2~38~ 9,81 100.0 
(Percentqe) 4?.8 27.1 S'.l 1 .o 
~~~-~~--~~~~--~~~~---~~~~~ .. ~~~~~ 
Soure: Ull1tad flatlons, TICs ln World Development : A Reexa-

ld.Datloa, 1918, AnDes. I! I, Tabla III-8, p. 211. 



skills or or product d1trerent1at1on and eaor~tous advertising 

Vbicb helps the• to atJSta1D and/or reinforce thetr o11go­

pol1st1c nature. Although tb1s is lmovn to be a vtdely followed 

practice no systuattc <lata an u yet &ailable tn this n .ra.M. 

Concentration in bigb technology 1D4aatries 1s cb1etly a 

cbuacter1st.1c or u.s. iaYest11ent. Macb of tbe expansion ot 

u.s. mamaractunnr att111ates abPOetl has be&n 1n produet1oa of 

•skill oriented* products 1D Vhicb RID constitutes a relati~ely 

higher percentare ot sales and vbere an ol1go~l1st1o str~cture 

ls prevalent. Cbealcal, •acb1DeJT1 electrical products and 

transport equipateDt account tor 60 per eent ot all sanutaeturing 

iDYes talent ot Ue S. A. aDd arowtd SO per eent ot tbat ot u. K-. The 

teeb~tolov,1e-al strengtb ot u.s. J~Cs tn •ajor cberaieal an{! auto­

•ot1Ye 1ndu!ttrles bas gl•en tbat couatry a. dold.uant poo1 tion in 

tbeae t1elds.1 3 

F1Dall71 an essential tea tare ot '!Ir-s is their sa~ori ty 

owoenb1p holding in their attUtate• operating both in tbe 

developed and t he developing co~ntrtes alike. This behavioar 

1s ebaracter1st1c or •os t ot tbe 't'XCs v1 tb a rew exeept1orus as 

those !rota J'apaza vblch bold. a nlat1Yely lover equity abare 1ft 

tbe1r atf111ates 1D deYelop1ng countries. Thas 1D 1961 oat ot 

lt8?9 atfU1atea of U.s. niCs 1D d.eYelo~e4 COUDtr1es 3~10 ( 67 

per eent) ven wbolly owned (equity holding 110re tban 9S per 

cent), 936 (18 per cent) vere •aJorlty owed (eq111ty holding 

13 Vemon Rq~, Sovereipt.y at Day : !be Mult1Dat1onal 
Spread or u.s. Eftte?prises, Basio Books, lf.Y., 1971, p. 12. 
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between ,0..9S pel" cent) and only 3'13 (7 per eent) were stnority 

owed. ( eqat ty hA>!dJ.Dg less· tban ;o per eent). And in tbe sae 

7ear out ·of 2381 attUiates ot u.s. mea 1D developiq count~ies 

1S73 (61 per cent) were vboll1' ovne4, S21 (20 per cent ) were 

ma~ol'lty owned IL!'ld only 287 ( .U per cent) were rd.nortty ovued. 

The o'WD-ersbtp data tor U.K. based T!ICa reneet s1111lar teaturea. 

Tbu.s, by tbe end or 196S, out of 3129 a.rf111ates ot U.K. TNCs 

1Jl develope<! cowstr1ea, 187S ( 60 per cent) were vboU:J owne41 

'-93 (16 per cent) 111ere •a.Sority owed and a relatively blgber 

nwaller i.e. 3129 (24 per cent) t~"9re llillorlt.y owned. At t he s•e 

tiM out ot .a total ot 2033 att111at es ot fJ.K. TICs 1D dnelop. 

1Dc countr1ea 9 12? .. (63 &ar cent) · were wboll)' owned., 260 (13 

per cent) vere sa~ortty owned and ~ (2S per eeot) vere •1nor1t 7 

owed. As qaiast tbis the ovnerabip pat tern or 862 Japanese 

TlfCs operat1Dg in developed C·tlUDtrlea 1n 19?0 ebov that S?O (64 

per cent) were wholly owaed, 164 (19 per cent) were •~on ty 

owned. and 128 (l; per cent) were s1Dor1ty owned. Aft4 in tbe 

same year out o~ a total ot 1336 attlliatea of Sapaoese fiCa 

1n developing oountrtes, oaly 32S ( 23 per cent) vera wbollJ' 

ovnecl, Sl9 (31 per cent) vera •al~ritJ' owned and 492 (3S per 

cent) we-re alDorlty ovaect.1a. One ot the re•oas tor Sapanese 

TBCs bav1Dg re~at1Yely lover equ1~;r bol41DI 1D th<f;tir attWat ea 

1D d.eYeloplng co\1Dtr1e$ 1s that 110a t ot these aU1Uatea are 

lt. United !tatioDa, 19?3, op.cl t ., Table 16, p. 1S2. 

'ote: .All the percent-area a,pear1 ng in tbe braekets may not 
a44 uoto loo because the souree reports that 1D a nwaber ot cases 
tbe ton ot ownership l s olmow. 
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eDgage4 1D backward Yertlcal operations to en1Jure tbe aYidl.ab111 ty 

ot cheaper or sore rel.lable supplies or raw ataterial.s or procesa­

ed coocta ror t lle inaa u.nc coapaftF. 

It sboul.d also be noted 1D puslos 1n t.b1s sectloa that 

ncs are alao mulDa i:aroad.s 1ft tbe ceathllJ' planned •conoraies , 

especi ally by way or 1Dduatr1al eooperati~ qrea~~ents, produe. 

tta sbarlng or eo-pi'Oj uct·lOD arrance•ents. These anauee~~ents 

increased by t hree told tr~ 600 in 1913 to 1800 in 1976 and 

bave crowD especially in 1ndu.str1u lllce liOtor Yebicles, elec­

t.rlcal ang1Deenug, electroDlcs. cbe8lcala, bulld1ng •acb1MI7 

aDd lllelag eqta1paents.1S J'o1nt vent\lres are another oonoft ton 

ot eooperatt;;m ln eut -vest. • eettng. ID 1971 t.bere were lSO 

sucb Joint ventures 1D Tqoslula vtt b toretgn cont r1wt1oDs 

8JIOUDt1Ds to us - 200 111111oza, seven 1a RuaDta, and three ln 

Buaga17. Tho preaece ot DCa 1D USSR is telt ln certain 1ftdta. 

stries like tbe autoaoblles where ball' of tbe passenger car 

supply eo~~es fro. f'1at - a plant set up w1 ttl I tal tan collabor&. 

t1on. mea have alao ~'D inn ted to part1clpat.e 1D copper an4 

nat ural cas pro3ects in Siberia. 1be toner involves an t.n-

ves tant ot - 1 billion to t 2 bU11on v1 tb annual productloD 

rurm1n« in !JeYe'Fal tboasantt tomles end tbe latteF ls n ant to 

aet a •aJor part of enUre De.t uPal gas prodaot1oa ot U'S5R.
16 

lS tJ ·•. 1'ransnat10Dal Corporat tons 1D world l'eveloP88nt : 
A fte-ea•1nat1on9 1918• p. 69. 

16 ~.w., 1913, op.ott ., p. 22. 
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Tl9a 1D India 

Transnational CQrporatlona operate in India in tvo 

priaclltal vayg 1 (1) tbrottp tbe establtsb•ent or brecbes; 

and ( li ·) tbrougb India subsl41ar1es. Section 591 ot tbe Co• 

pan,.•a Act 19S6 det1Du bruches u uadu:11 

•a) COIIpan1es incorporated outside India vbicb, attar 

the coaaseDc-Dt of tbis Aet, estahlisb a place ot business 

vl tb1D In41a; 8D4 

b) Corape1es incorporated outside India wbtcb b..,e, be­

tore the co-n••••nt or tbis Act, establisbed. a place ot 

bus1Daaa vttbln India and oont.1aue to haYe aD es tabl1sbe4 place 

ot bu~1Dasa v1tb1D Iad.la at the c~nceraant ot this Act.• 

The defift1 t1M~ ot a aubs1d1 arr ot a tore1p c011pany u 

sueb 1s DOt pYea 1D the c~panies Act, bat Sectloa It ~t this 

Act •asuely g1Yes the sean1Ds ot a coapaD7 wblcb sbal.l be deall8d 

to be a subsld1817 ot anotber. It reads as toUOVI:18 •(1) - or 

tbe purposes ot tbis Act, a co•Parl7 sbal11 subject to tbe 

proY1s1oDs or 5ttb-9ect1on ( 3), be cleese4 to be a sub~idtary 

or another if but ~oly it -

a) that other controls tbe c~•pos1 t1on or 1 ts Hoard ot 

Directors; or 

b) that o t her holds sore tban half in n~lnal Yalu or 

1? OoYero.ut ot India, M1D1stJ7 ot Law, The Co•pan1es Act, 
19;6, seeuoo ~911 p. 2?'t. 

18 Ibla., Section 4, p. 8. 
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1 ts equ1 t,. sbare eapl tal; or 
It ' 0 

c) tbe t1rst-uat1oned COIIP&nJ is a subsidiary ot .an~ 

ea.pany vbiob 1s tbat otber•a s~bs1d1ary.• 

we later tro• tb1s reading or Ule co•pany• a &ot tbat a 

foreign subsidiary is one vbicll is 1ncorpor~ted UDder tbe 

Co•pany• s Act 195'6 and vbos-e at least S'O per cent ot tbe total. 

eqalty ts bel.d by u 1nd1Yidoal or a corporate body abi'Oad. It 

aboulcl be noted. bare that the •ala 41tterence batwen a branch 

and a sllbs141U7 is 8()ft ot a lecal nature then operational, 1n 

the sense that barrlnr tbe local equl ty participation by sub­

s141ar1es, botb, _the branches and the subs141artu operate 'in 

couon fields, though as we vould see in tbe roUovtna, bruches 

are aore doainaat in asr1eult~re and allied act1Y1t1es, coa.erce 

trade and t1nance, aAd co•anl t.y and bwi1Dess senices, and sllb­

s1d1aries 1D processing and •anatacture. 

Table 1.~ preseJJts tn year 4ata 196~9 - 191A-19 re­

garding tbe n•ber and assets pos1 tioa ot branobes and sub­

sidiaries. !'be strlti.Dc feature tbat can be rea41ly noticed in 

tbis table 1s that- whereas tbe rsuber ot both tbe brancbee and 

sabstd1aries bas considerably 4ec11De4 ower tbls ten year period, 

the asaeta or the retaa1n1ag ea.pan1es to tbe group bave r•rtster­

ed a treandou increase. Tbas the brancbes wbich totalled 5'61 

1D 1969-70 can dOVD to ;10 1o the rd.d-aeven ties ad t"rtber to 

only 35'8 in 1~10-79. Btat their assets dur1Dg tbla ger1od. in­

creased tra. Rs. 12SS.9 orores to Rs. 2129.8 cFores and turtber 

to Rs. 2ltol.4 crores ia 19'18-?9. Tbua, vbereaa the total Du•ber 
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table 1.,2s llwaber and Asnts ?os1 t1:>D ot Branches and Sub-
s1d1ar1es ot TICs ln India : 1968.69 - 1978-79 

(Rs,/Croras) -- ~ ~ - ~ - - ~ - ~ ~ ~ ~ - ~ ~ - ~ ~ ~ - - ~ ~ ~ - ~ - -~ ~ 
Year Branches Rubs1dlaries 

~~-----..... ---...-.-.-----~----
__ ........ ..,. ........... _ _._.._~.._,. 

Total · Ho,tor Assets Total Wo,tor Assets 
lio. Vhicb Ho, vhicb 

assets us eta 
data are data are 
nail- a all-
able able 

1 2 3 ». s 6 1 
~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - - - ~ ~ ~ - ~ ~ ~ - ~ ~ - ~ ~ - --
1968-69 - - - 223 223 1129.4.0 

1969-70 5'61 S29 i28S.9o - - -
1970.11 $lt.3 - - 217 211 101~.10 

1971-72 ~1 29~ 1160.30 2fY/ 1131 U4S,20 

1912-?3 738 '+5'2 16??,80 19$ 19S 1~61.?0 

19?3-?'t sa...n ~)I. 1790,lt.O 188 188 1363.10 

19~7~ ~10 42~ 2129.80 183 113 1S19, 30 

197S-"16 a.&. 393 2084,40 111 161 1626,20 

19'16-11 a.s2 396 2178.30 161 161 16'•9.60 

19?7-78 lt73 368 2390,10 146 146 17».1,60 

1918-19 3$8 288 2lt-Ol,I.O 12S 125' 1706.60 

--- ~ - ~ ~ ~ ~ ~ - ~ ~ - - - -- ~ ~ - -- • · - ~ - ~ - - ~ ~ ~ 

(1) Researeb 4 Statistics 01Y1s1on!. Depart.ent ~t 
Co•pany Attain, MJ.aistr:r ot La! .rtls t 1ce .t Coa~paray 
A.ftain, GoYen•ent ot India, (2J Loll Sabha Debates, 
AprU 1978, March 1919, ( 3) RaJya Sabba Debates 
Zul.y 1919. 
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ot bruobes durin« tbls period c.teclined bT nearly one tb1r4 t betr 

assets tacreued by nearly 100 per cent. It sboald be noted here 

that the •nttoned assets belong t.o ODlJ' those branches tor wbicb 

data could be bad. It tbe asaeta data tor all tbe branches 

( appeu1ag ia Colon 2) ooul.d be baa the asaet.a t11u.re v3W.d 

probably be auCb biaber. 

I D tbe cue of sabs1d1&n.es ve aotlce s1111lar picture . as 

those tor bruches. I'bua, whereas the-ir total awtber d.ecUned 

tr011 223 in 1968-69 to 183 1n 19?1..7S and further t o only 12S 

in 1978-791 tbe ~tal assets dal1.ng tbis period increased troa 

na. U29.4 eroru to g•• 1Sl9. 30 erore.s ad further to Rs. 1706.60 

C?Ona by tbe end of sevent ies. !bls indicates that whereas 

durtua· tbts teD yeal' per1o4 the total nuaber or subaidiartes 

deel111ed bT balt, tbe1r assets, neYertbelesa, 1Dcrease4 by 

around SO per cerst. However, along w1 tb these s011e 110re c:.bsena.. 

t1ous are req&lired Cla Table l.S. 

T"O begin vi th 1 t sbould be not ed tbat a large raU tn tbe 

ouaber sr &otb t.be braachea an4 subsld1u1.es that ve notice tn 

Table 1. 5' i s pr1mar11y ov1Dg to F oreign Bsebange Rect&latlon Act 

(FillA) proaW.gated. 1D 1973. rb1a Act laid dova tbat all tbe 

torelp e011pan1es operat1Dg 1D Iad1a 411Gte their eqa1 ty t o t.o 

per cent 1D two years tl•• Esettptlon was sr"antad 1n tbe case 

or eo•pan1es Hp10J1.ac b1gb teehl'loloa and/or tbose predo­

•tnet.ly export orientecl. Su.cb eo~~pan1es could retain foreign 

equity upto a •ax111us ot 1t. per cent. As a res tal t or tb1s aact­

ment, a aucaber ot branches vbo ba.Ye d11.utd their equi t,. bave 
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t urne4 int o Indian subsidiaries 1D relation to their tonign 

parents. And vbere their eqalty boldiae bas come to bel ov SO 

per cent. tbey are being regarded as Indian eo•panies . S11d.lar 

ls t be cue w1 t b •aJori t~ equ1 ty holding subs1dl aries ~any ot 

vhOII bave dUuted their rore1p eqlll t~ bold1Dg according to thetr 

leYel ot teCbDOlOIJ an4/or export act1Y1t1es. As a consequence, 

tbe nwabor or braDebaa as vell st.abs1c11ar1es t s on tbe decline . 

But this decline in nuber, as is obvioua, 1s not due to liqulda­

tlons, take overs or nat101'lal1sat1oos. Tbi s decline is 110re ot 

a • teebao-lesal' nature and t s 1tt no way 1nd1cat 1ve or a fall 1n 

tbe teportanee of to-reign COIIPaniea in IDdia. 

s econdly, u ve pointed oa~, despite a tall 1n tbe nu•ber 

or brancbe• an1 st~b31d1artes, tbe assets or tbe re•a1n1ng coa­

pan1es in tbe grgup have risen QYer the ten year period. This 

indicates tbat the c011paaies vh1cb have w1th<lrawn tr011 the croup 

bave aot eau!utd a s1tt1lar decline in the Yalue ot assets.19 I t 

tbe size or c011pata1es could be kept caastaDt ower the period 

uncter reference tben t.he rtse in tbe value or assets wotlld be 

&ION lllpres e1Ye. !bl s naus t.hat. cor~panles wb1eb b aYe dis­

appeared from the list becaWJe ot reuoDs outlined aboYe, but 

nevertheless are operat1DI 1n India aake tor a large UDder­

esti•aUou of uaeta growth. 

19 It sbould, bovewer, be noted t hat along v1. tb t be dropouts 
sosa new rtns t:N!!t also bave joined the bos1Des s in the l as t 
ten year period, contribut ing their share 1D tbe to tal assets. 
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Brapebes ; Dis tr1but1on by Countrt 

Table 1.6 sbovs tbe couotrr or d0111c1le1 tbe respective 

nuber and assets po$1 t10D or braacbes at tbree periods or 
tin - 196·9-70, 1913-?lt and 1978-19. It can be seen tro• the 

table that tbe . b1ghest acaaber ot breaches are U.K. and u.s.A. 

based. Bat the n•ber ot brencbes t~ tbose tvo COUDtr1as 

haYe declined troll 3Sl to 189 1D tbe cue ot !J .t. and tro• ~t. 

to 64 1n the case ot u.s.A. 1 over the ten year period, 1969-10 

to 19?8-79. Bove•er, tbe1r assets during tbis period increased 

b7 nearly 100 per cant 1n tbe case of u .x. br.,chea 1 tr011 

Rs. ~23.S crores to Bs. 16SS.S8 crores, and by 126 per cent in 

tbe case or u. s. branchee9 tr011 Rs. '37.0 ei'Ores to Rs. 5"35'.21 

erores. S1fl1lar ploture preYalls 111 the case or breaches tro• 

otber countries like .JapaD1 France ancl Betberlands. In son 

cues, bovever1 the asaets haYe deol1Ded alone v1tb a decline 1D 

tbe aaber 1nd1cat1ng that the outgoing co•panlea cons t1 tute4 

a •a3or portion ot assets in tbe total set. 

Tbe data in 'i'able 1.6 sbowa that • total or 288 branches 

operating 1D India in 1978-79 held usets wortb P.s. 2a.,o1. 3'5 

crores 1n that year. In this, tbe share ot 11' ( 60 per cent or 

~SA) braneb_e.s rro. u.r. bad a abare or Rs. 16S'B.~8 crores (69 

par eent) and 5'2 (18 per cent or 2118) branches trott r.r. s. A. bad 

a share or Rs. ;3;.21 crores (22 per ceDt). Thus 224 branches 

( 78 per cent or total) tro• tbese tvo countries held assets 

worth Ba. 2193.19 ororea ( 91 per cent or total). 'l'be dominance 

ot o.x. branches refiect India's colonial t ies with that 



Tf.ble 1.~1 Country .of Doadclle, Hun~bel' and Assets Post tton o f t he Branches Operating 
in India Durin« 1969-?f} , 1913-74 and 1978-79 

- - - - -- -- ----- ---- - --s. z:>o111o11e 1969-70 
No. ~-------~~~-~--~~-~~--~-Assets ~ to Ho. Cos, 

__ (QF 
vblch 
<lata 
are 
avail­
able 

total 

(Assets in Rs ,/Croret ) 
- ~ - ~ -~ - -~ - - ~ - ~ ~ - ~ ~ - ~ ~ - - - ~ - ~ -

1913-~ 1978-19 

--------·--------------- -------------------------No, Cos . Aeseta 
for 
vhiob 
data 
are 
avail-
able 

~ to No, Cos, Asaeta 
total tor 

vbtcb 
data 
are 
aYail­
able 

~ to 
total 

- - -- - - - ---- - - - -- - - - - - - - -- - - -- - - - - -- - - - - - -- --- -- -

2. USA 

3 • .Japan 

~. Pak1atan 

6. Switzer. 
land 

1. France 

11. Nether. 
laads 

9. Canada 

10. Hongkong 

11. I taly 

12. Sweden 

13. Austra­
lia 

14, New 
Zealand 

15, YUIO. 
slavl a 

16, Rest 

18 17 

13 11 

12 ll 

10 

8 

8 

1 

7 

6 

6 

3 

9 

8 

6 

1 

6 

3 

3 3 

21 llt-

823.S 6lt,O'. 319 2B3 12)8.So 69.18 189 172 16S8.5"8 69.01 

4,8 0.37 

3.4 0,26 

u.s (),89 

0,1 Neg. 

Ao.-o 6,22 

1.1 0.09 

o.a o.06 

2.2 0.17 

19.8 l.Stt. 

24. ; 1.91 

89 72 

21 14 

12 9 

6 a. 

11 

8 

6 

3 

2 

4 

3 

3 3 

3 3 

37 14 

23.0 

o.B 

1.28 

0.13 

1.28 

11 16 

' 3 
6 4 

1 6 

0.02 4 

3 

~ 

1 

0.13 . ') 3 

3 

o.o4 

0.16 

4 3 

ll . A. N. A. 

3 3 

)If. 13 

,-lS.21 22.29 

63.15' 2.6S 

2.S? o.11 

2.'*1 o.1o 

o. 34 o.o1 

Neg. • 

O.ffl Reg. 

o.o2 Neg. 

- -
4,?4 0. 20 

-~-- ~ ~ ~ ~ ~ ~ ~ ~ ~ -· ~~--- --- ~--- ··--- ~----- ~----- ~ ~- ~----

Total S61 S2~ 128S.9 100. 0 ~o 43~ 1790. 3 100.0 3S8 288 24~1.3~ 1oo. o 

- ~ - - ~ ~ - - - ~ - -~ ~ - - ~ ~ ~ - - -- - ~ - - - -- - - - - - - ~ -~ --- - ---- -
• Excludes 32 aviation and shipping eorapanles tha t do n~t •aintain separate accounts in 

India. 

Sourcess 1) nesearcb & Statisti cs ~iv1s1on, ~apartment or Company Affai rs , ~1n1stry of 
taw, 3uot1oe 4: Co•pany Af fai rs, OOI. 

2) a. Dat ta and Sbad1 Lall , Branches alt(Subsidtartes of foreign eo•pan1es 
operating 1n I ndia, Company Neva and Notaa Aurust 1 & 16, 1970. 

3) o. K. hosb, ~C tn the I ndian ~conomy, Co~pany Revs and Notes, Jan. 197S. 

4) D. K. t:!hosh, TNC 1n India, Poo1 tion and Portoraumce 1973-?4 , Co•pany News and 
Notes, Feb. 1971. 



couat17 and t hat ot u.s. branches renect. t ho superior technical 

and cranagerial sk1lls or eoatpanies fro• that count17 vbicb has 

1aade 1 t a home ot leading !tiCs 1n the pos t -war era. 

! ubs1d1artes : D1str1but1cm bt Coun.ta 

Table 1.7 sbowa the count ry ot clo•1clle, tbe number, the 

sbare oapi tal and the assets pos1 tton or s uba1d1ar1es operating 

1D India at three periods ot tift 1968-69, 19?3-1't- and 19?8-?9. 

The table shows that as ln tbe case or branches, subs1cl1m-1es 

troll U.K. and U. s.A. have a d0li1Dant position pong the total 

sRbs1Qiar1.es. And. alt hough the nuber or s ubs1d1arie9 trota these 

tvo countries hae <lecl1ned tr0t1 1S2 w % in tbe ca.se or U.J{. 

and 33 to 19 in tbe case ot u.s. over tbe period 1968-6·9 - 1978-79, 

tbe1.r correapondtag assets have ri&n rro~~ Rs. 113.50 crores to 

Rs. lOSO. 35' crores (47 per cent rise) 1n tbe case of' u.r. sub­

s1d1ar1ee and tr011 Rs. 111.;0 crorea to Bs. 227.79 crores ( 28 

per cent rise) in the case or u.s. s\lbs1d1ar1es. Slllilar 

picture prevails in tbe case ot subsldlarles from otber coun-

tnes sucb as \lest cenany, Italy and Canada. And altbt>ugb the 

mt~~ber or subs1d1art.es rrom tbese eountrtes it s•all as eo•pare4 

to tbose troa u.r. &M u.s .A., the ris e 1n their ne t assets over 

tbe ten years, 1969-69 - 1918-79, ls aucb b1gber (Colwan 113). 

The overall doslnance or subsidiaries fra. u.K. and u.s.A. 1s 

bovever evident rro. tba tact tbat out of a total of 12S s ub­

sidiaries operat1.ng 1n India in 1978-?9, 105' of tbe• are troe 

these two eouatrtes - 86 tro11 U.K. and 19 tr~ u.s. A., w1 th 
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! able 1.2: Country ot Da•lcile, Naber, . bare Capital aad Assets Position of Subnidl a r tes ") p~rating 1n I n11a Dunnr. 196~-69, l t)?"i-?4 and 19~19 

( Rs ,/Crores ) - ~ ~ ~ - ~ ~ ~ ~ - - ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ - ~ - ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - - ~ ~ - ~ ~ - ~ ~ ~ -- ~ ~ ~ ----- ~ ~ - ~ - - -
s. Dot~1cUe lubera Sbare Capit al (SC) Total ~ et Asse ts ( 'TWA ) 
uo. ----------------.--- - ..... ~----....... .-4a~...----~-..---~---.-~--..... ---.. -~~ ................ _ --- - - -Cl ... ..-... ~~~ .. --.-----~~--~ ... ,. .. .__...., .. ~-~,.,...-.-~----~ ---------

1969- 1913- 1918- 1969-69 1973-~ 1978-19 9 as ,: Percent 196i3-69 19?3-74 1978-79 Percent 
69 1t. 19 ---------- of 8 +/- iD -------------- ------------ ------------ +1- in U.otmt SC beLd SC 1D lllount ~ t o Allouot to Attount f! to , A in 

by the 1918-79 t otal t o tal tot al 19~-7? 
~arant o9er · over 

1~8-69 196q- 69 
1 2 3 .. s 6 ? 8 9 10 11 12 13 14 1; 16 11 l q 

1. U, J:. 

2. u. s.A. 

3. Sv1 tzerland 

4. ~en 

S. West Gerllany 

6. Italy 

1. Cana-.ia 

a. J'apan 

9. P&nPa 

10. Denaark 

u. Aus t ralia 

1 2. Bahama I slands 

1 3. ollend 

14. 'Rungary 

1?. Netherlands 

Tot-al 

1$2 

33 

12 

9 

s 
3 

2 

1 

1 

1 

1 

1 

1 

1 

-
223 

• ! ocre ase over 197 3-?lt.. 
oyrce: As ror ab1e 1.6. 

131 

24 

u 
a 
s 
3 

2 

1 

1 

-
-
1 

-
-
1 

188 

86 

19 

6 

3 
... 
2 

2 

-
1 

1 

--
-
-
1 

125' 

lS7.~0 

2lt.SO 

14.6.0 

10.90 

1.60 

1.60 

12.\t.O 

1.60 

3.~) 

o.so 
0.30 

l.Ro 

3.60 

-

190.80 2 :>1.18 

32.5'0 ~.93 

11.40 15.33 

1?.00 B.36 
14,20 28,lt.. 

1.60 

18 .• ?0 

3.13 

30 .. 63 

1.60 -

S.60 l O.OS 

- -
1.80 -

- -- -
6.80 16.30 

120.,0 

28.?8 

10.54-

4.39 

14.)8 

;9.9() 

61.32 

68.7S 

~2.51 

Sl.lO 

2?.ql 

91.5~ 

~.oo 

-23. 30 

270.26 

3.13 100.00 9;.62 

16.90 SS.l? 147.02 

- - -
Neg. - -

- - -
- -· -
- - -- - -

113.5'0 

177.;0 

66.oo 
44.50 

26.50 

s.2o 
~.30 

63.18 

15.72 

;.~ 

3.94 

2. 3~ 

o. t.6 

4.28 

2.40 .,.21 

11.50 1.0~ 

1.10 0.15' 

o.4o o.or.. 
9.Ro o.~7 

2~.10 1.96 

- -

q29. 00 60,79 1?50,]) 61.$5 

1?6.90 12,91 2, 7.?9 1 3. 3~ 

7?.4o s.sJ 6ry, 42 3. 54 
4q. qo 3.~R ~4.,6 2.S9 

66. 80 4.91 11?.91 6. 91 

9.6o o.1 1S.57 0. 91 

85'.10 6 ,24 103. 9 6. 0? 

47.21 

2 . • 3 

-~.t.S 

-.54 
344. 9 .. 

199. 42 

115'. 09 

- - -
19 . 30 1.42 

- - eg. - -

- - - - -
'3, 2o o.6o - - -
- - - - -
- - -· - -

240.73 297.20 360.QS 215'.96 60,00 49.5'8 1129.401 too.o 1363.70 1oo.o 1?06. 57 l~~. o 51.10 
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asMts vortb P.s. 1218.14 crorea, i.e. ?S per cent or the total 

uaets vortb ~ •• 1'106.~7 crores or all tbe subaldtarlu in tbat 

par. 

sou couents about tbe shan capt. tal or s r.abs1dtar1 es are 

call ed tor. Columns 6 tb?Ougb 11 in Table 1.1 depict tbe 

position regarttnc sbare capttal or subsldlaries. Coluan 11 

show tbat vitb tbe except ioa ot Swedlab subs141ar19S vb1ch 

rec1stered a deo11ae in their sbare capt tal ovlnr to tall tn 

tbe1r nueber trora 9 to 3 oYer th,e period 196~-69 to 191g.19, 

rea t. or all tbe soba1d1U'1es reooi'Cied an 1ocreasa 1D their a bare 

capital - which in so• casea, u 1A tbe case ot ~est Cenan 

subs141ar1es, 1s oore than three told. AID"tlate 4ata tor all 

the subsidiaries show that their share cap1 tal ewer tbe ten 

,ears 1ncrease4 bJ arou.ad SO per cent - Ra. 243.73 crorea to 

Ra. )6o.os crores. 'Zbe pattern or tontsn equ1tJ' boldlns 

(Cola~m 10) sbova that vitb the aeeption or Italian subsi­

dtafl.es, tbe rea't or tbe subsl41arles tro• otber eoUJJtrles hue 

less tban 100 per eent foreign equ1 ty holding. The aggregate 

data ror l2S S'!f.bsld.lariae sbovs tbat on an awerege torelga 

parents bold arouad 60 pe.r cent eq'llty 1D tbetr sub•1418J1.eg tn 

IDd1a. 

Bran9hes : D1str1gpt1oD br Indg!ta 

A break4ovn ot dist-ribution ot bracbea by industry 

appears ln Table 1.8. Tb1s table above tbat the naber ot 

branches Us ted UDder all tbe n1De broad he&aings have 4eal1neGL 
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Table l.Ss D1str1but10D ot BranctJes by Industry 1a 1969-?0, 1973-?1+ and 1978-79 

___ • _ •• _ - · __________ • • ~ ________________________ ~ _______ • _ (Aisets in Ra./Crores) 

s. Ia4u ~ 1969-10 1913-.,a. - - - - - - - - - - • - • • - - - - - - - -
lo. --------- --------·-··--_:______________ 1978-19 

Ro. ·_..Total ~ to lfo. Cos. tor vbicb Assets ~ to ;;:--~;:;;;·;M~-&;;;;··;t;· 
Wet total assets data total uaeta data total 
Assets are aYallable an ua1lable 

1 2 . 3 "' s 6 1 8 9 10 11 12 1 3 - - ~ -- ~ - ~ - ~ - ~ - ~ ~ ~ - - . ~ ~ ~ ~ - ~ - ~ ~ - ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ - - ~ ~ - ~ - ~ ~ - ~ ·- ~ ----~ - -~ ---~ ~ - ~ ~ ~ ~ - ~ - ~ ~ ~ 

1. Agriculture aad allied aet1v1t1u or vb1cb: 
1) Tea p1aatet1on 

2. M1D1ag aad qua!T71ng ot vh1eb: 
1) CopPR atalng 

3. Procea•1Dg an4 •au.tacture ot whlcb: 
1) Cigarettes 

11) r obaeco ••Gtactar1Dc (other thaD 
clguettea, cis;an ad b141u) 

111) J'Gte aplari1D&1 ve&¥1Da etc. 
l'V) weu1as apparel (uoept footwear) aD4 

•• up tezt.Ue soo4s 
Y) Macb\ner,-, otber tban transport aDd el.ec.trtc.U 

vl) MeclleU.s and pb.anaeeutleal preparationa 
vU) PeuoleWI rettaertea 

v111) Coke OMDS (ueludiDI 1aa works) 

4. caatract1an ad utllltiea 

S. Coaerce, trade and flaance of wbicb: 
1)Wbol6a8le trade 1D co.eod1t1es otbe~ than 

tood stur ta 
11) Insurance coapaa1ea 

111) Banld.D& 

6. Traspori1 coaauleatln ad stottage 

1. CoaUD1t7 and baa1Deae aenicea 

S. Personal and other serneea 

9. Llalsoo and representative otf1cea 

Total 

Sosrce: As for Table 1.6. 

126 . 
123 

8 
1 

123 
1 

-6 

2 

~i 
7 
4 

217.0 
21~.8 

21.s 
20.1 

29 ... 3 
23.1 

-22.9 

1~.s 
1S.3 
10.1 

16tt.S 
U.1 

16.8? 
16.?0 

2.1 ... 
1.61 

22.88 
1.80 

-1.78 

0.82 
1.19 
0.79 

12.79 
O.<Jl 

23 6).~ ~.93 

15'8 632.9 ~9.21 

ss 40.4 3.14 
10 27.6 2.1s - - -
32 - -
11 

1 .. 

-
\1.9 3.72 

3.1 G.21t-

- -
S61 12~6.1 100.0 

llS 
na. ., 

1 

82 . -.. 
6 

-22 
u 

3 -
33 

163 

• t 69 
ss 
lS 
39 

87 

lt. 

-

111 
Ul 

6 
1 

68 -
2 
3 

-9 
9 
3 -

28 

lt.l 

'J'I 
5'2 -

9 

61 

10 

-

223.0 12.46 
22 ).0 12.46 

31.1 2. 07 
21.0 l.S'l 

220 .• 4 12.31 - -

-. -
lt6.~ 2.S9 

1231.1. 6~.79 

lt.S.l 3.21 
33.s; 1.81 - -

3.S , .2o 
23.S 1.31 

.... 8 0.21 

- -
1190.~ 100.0 

7 
1 

41 -
2 
6 

-
21 

68 

~ 
15' 

35' 
;a 

9 

2B 

3S8 

82 
82 

s 
1 

41 -
1 
6 

-u 
6 
2 -

19 

60 

~ -
1 

lt6 

1 

21 

238 

221.1 
22?.1 

3S.o 
27.0 

1~0.7 -
29. 0 
23.a. 

-22.3 
2s.o 
2lt.6 -

9.1+6 
9.46 

1.46 
1.12 

6 .. 28 -

-
102.2 4.26 

1831.7 ?6.5'3 

14. 8 0.62 
3."- o.l~t. - -
6.2 o.2S 

32.6 1.36 

5'.3 0.22 

4.1 0.19 
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by oae-tb1rcl oYer tbe ten year period, 1969-10 to 197q_79. In 

1919-19, the bigbest nu•ber of branobes, as vere operat ing 1D 

qricultw-e and al.Ued aetl ~1 t1ea ( barriag one all were engaged 

in pl811tat1cm) roUowed. by tbose engqed tn coaerce, trade and 

t .tnance, 6~, C01111UDlt7 and business sen1ces, S8, procesatas and 

suutactur1ng, 4-?, transport, eonun1cat1on and storage, 3~, 

11a1soa 8Dcl represut.at1~• ott1cea, 281 ooaatructlon an4 uti­

lities, 21, personal and otber services 91 and a1D1DI and quarry­

ing, 1. The h1pest. ar«reaate valae ot uaets worth Bs. 1A31.? 

crores - ?6.5'3 per ceDt ot tbe total assets vortb Rg. 240l.SO 

erores ot 288 branobes (tor wblch data an uatlable) 1s held bJ 

60 branches engqed 1n couerce, tra4e and tlmence. !bey were 

toUoved ~ 82 breobea en1aaed 1n qr1eW.t~e and allied 

activities wbicb held assets worth ~s. 22?.1 erores (9.46 per 

ceftt or total} and 41 braJJchea engared 1n processing and aanu-. 

facture wbicb held aseets vorth Rs. 1S~.1 crores (6.28 per cent 

ot total). l'bus tbe branches under tbese tbree broad groups 

held 92.26 per cent or· total assets ~r brancbes OJ)erat1DI 1n 

India 1n 1913-?9. 

As regards pbanaoeutleal branches, the table shows tbat 

18 sucb brancbes vera operatln& 1D In,c!la in 1969-?fl. Sut this 

DWiber declined to 11 ln 1913-?'t and turtber to 011ly 6 1n 

1918-19. Downer, their correspontiDg assets lncreasecl troc~ 

'Rs. 10.1 cror .. to ns. 16.9 crores and further to Rs. 2S' crorea 

in 1978-?9 1nd1cat1ng a lSO per certt rise 1n 10 years. In 

1978-?9 the phantaceutlcal branches bad 16.$9 per cent share 1n 
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tbe total assets ot branches engaged tn processtns and •aau­

ractur1ng business and they accoanted tor l.Oit per eent share 

in the total asset. ot 2M branches tor which the ~ata appears 

in Table 1.8. 

§ub§1c1!arr : 01st.r1but1op b7 Ig4utrx 

Breakdown ot d1st.r1but1oa of subsidiaries by indus try 

appears ln Table 1.9. Tbls table sbova that barr1n an increase 

1n tbe ewaber ot subs1d1er1ea engqe4 1n tbe tea plantation 

b&as1Desa, the DU11hr of subsidiaries mlder all the re•aln1DI 

aewen broad catea~rles ot occupations bare decl1ne4 oYer the 

tea year period under stt.ad1. rna data ror 1978-19 showa tbat. 

t.be hlpest m.t•ber or stabe1d1ar1es, A2, vera operat1D1 1a 

processing an4 •aautacture. Tbq ven toUove4 by 18 9tabs1-

d1ar1es engacecl 1D coaHrca, trac!e and tlaance, 13 subsidiari-es 

eo£qed in asrlcul ture and allied act1 Yl ties ( all ot these vere 

in tea plaotat1oo) lt. engaged 1n coaunity and buslaesa aemces, 

3 eaob eDgqe4 1D •1Ding aud qarr)'iag, Dd personal and other 

aemces 1 1 each engaged ln construction and ut111 t.tes, and 

trusport, COSIWlicat1oD and stora••· Ibe total asaets o~ all 

the 125' sQbs1d1ar1es were Yal.Lted at Rs. 1706.8 crorea 1ft 

1918-79. Out ot this, Jta. 1S't5'.6 orons i.e. 90.S6 per cent ot 

assets vere neld by sabs1d1ar1es encaced 1D processing and 

•eutact.ur1DI buaiaesa alone. 

As regards Pb.r.aoe~t1cal subsidiaries, the table sbows 

-tbat. 21 sucb eo•paD1ea were operating 1n 1968-69 but tbla nwtber 

4ec:l1Decl to 11 1n 1919-79. Tbelr tot al assets, however, 
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________________________________ • ________ • _ (Ra./Cr ores ) 
~ ~ ~ -- ~ ~ - ~ ~ - - ~ ~ ~ - ~ Sr • Indus tq 1968-69 1913-,.. - - • - - - - - - - • - - - - • - • 

Ro. -------------------------------- 1978-19 ----~~----------~------------·· l•ber ! otal net Percent WWilMar ,-otat net Pereent B;;b;;--~~-~;t··-·p;;;.,t 
assets asse ts assets - - ~ ~ - ~ - ~ ~ - - - - ~ ~ ~ ~ . - ~ ~ ~ ~ ~- ~ --- ~ ~ ~ - ~ - ~ ~ ~ - ~ ~ - ~ - ~ ~ ~ - ~ ~ ~ - ~ ~ - ~ - ~ - ~ - ~ ~ -- - ~ ~ ~ - ~ - - ~ - ~ - ~ -

1. q riculture an4 allied aet1v1ties of 
wtcbs 

Tea plctatloa 

2. HiD1Dg 4 quarryiDI 

3. Processus & ;;amatactve ot vbldu 

1) C1garettea 

11) Footvea:r 

111) Motor -.ehlcles a: pal"ts 

1Y) Sl.eetncal ncb1DeJT 

y) Med.1c1Aea 8D4 pb. pre paraUoas 

Yi) Alua1a1aw wan 

Y11) Maoblaery other tbaD tnupor·' 
and eleetrtcals 

n11) Bui.e eheldcala and tert111sers 

lt. Ccms t rueti on and ut 1ltt1 .. 

'). Coa-erce 1 trade 8Dd ttaanee 

6. Transport , c.-.uo1eatloa a storage 

?. Conuaity and 'bu1aeaa services 

8. PersODal aDd ot ber s-en1ces 

3 

3 

s 
16S 

2 

l. 

It 

16 

21 

... 

28.3 

28.3 

11.2 

873.9 

Sl.O 

11.1 

38.1 

U2.1t 

101.0 .., ... 

16.8 

191.3 

2.Sl 

0.99 

'17.38 

t..S2 

l.S1 

3.31 

9.9~ 

8.~ 

...37 

6.30 

o.~., 

1 . ... ~ 

16.91t 

o.lS 
o.3lt­
o.21 

... 
4 .. 

137 

2 

1 

3 

llt. 

1'1 

21 

' 2 

30 

4 

s 
2 

--------------------------------------------188 100.0 

4.7.6 

.. ,.6 
10. 3 

1*·' 
s~.s 

32.S 

61.5' 

195'.0 

12?.9 

-
93.3 

-..o 
2..9 

o.l 

3.lt.9 

0.16 

92. 02 

6.27 

2. )8 

a..n 
14-.30 

9. 3A 

-
5.87 
6. 84 

1.43 

1.19 

0. 29 

0.29 

l eg. 

13 

13 

3 

~2 

--
3 

11 

17 

2 

11 

-
1 

18 

1 

4 

3 

109. 0 

109. 0 

1~.9 

1S4S.6 

--
128.6 

2BS.9 
20$.2 

1~3.6 

-
31.7 

6. 39 

6. 39 

.93 
?O. S6 

-
-

12. 02 

6. CYI 

-

o.lS 
o.~ 

------------------------------- --· 1 0.0. 0 100.0 12~ 

-- -- - - . ---- ---- - - - - - - --- -- - - - --- - - - ---- - ----- -- - - - - -- - -- - - - - --- - - - - - - -- - -- - - - -
Tot al ua9 .• tt. 

§RJKD: As f or Tabl e 1.6. 
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inareued b;r •ore tban 100 per cent during tb1a period tro• 

Rs. 101 crorea to 2s. 2()5.2 crores. The sharo :1t asaeta or 17 

pbanaaceut1cal subsidiaries in tbe total assets or 82 sub­

s1d1ar1es engaged in processtn1 and manufacturing business in 

1978-19 works out to be 1S.54 per cent and tbat 1n the t otal of 

l2S a~b51Cl1ar1es, 12.02 per cent. 

Before ve proceed turtber, a not• ot ca~t1on about the 

industrial claas1.t1cat1on ot brancbes and stlb:t1d1ar1es is called 

tor. The trends basei on tbls eluslttcat1on should be t akeD 

as a broad indleators ot their aet1•1t1es. Thi~ eaut lon result s 

rro- tbe tact that tbe official industrial class1t1cat1on ot 

tbese co•pan1es cODt inues to be tbe one that was in1 tially 

ue1gned to tbe•. Iu practice however, silst or tbese co•pantes 

have branched ott lnt o various additional fields. This d1vers1-

f1cat1oa in their aet1v1t1es bas helped them not ~nly to expa~ 

1Dto nev and prot1 table nntures but bave also helped t'he• to 

escape any l1tel1bood ot attract1ag ant1-•onopoly leg1slat1ou 

and public resentmeat. 

In tbe preoed1DI sections ve bad a global and I ndian 

oveniev or transnational corporations. '!be following tvo 

sections deal v1tb tbe 80t1vat1ons and consequences or rwcs• 
operations abroad. !be tire t section sun arisea the •atn 

arsu.ants in the Yarious tbeories ot tore1cn direct tnYe~tment 

and t be second seotloD h1gbl1gbt s the post t 1ve and negat1Ye 

esl)ects or ?IICs aettnt ies 1n tbe bost countries. 
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Mot1Yat1ona Behind Foreign In~att.ent 

·) no or the ear.l1est explanations ot f oreign 1nvestaeat 

i s round in the cheap capit al bypot bests. This by~thos19 

attributed t he foreign 1DYesuaent operations ot f 1N9 to the 

ava1labU1 t J or aoundant capital 1n tbe bo•e country of the 

1RYest1ng tins. I•pllclt 1n this bypot besls vas the assert ion 

t b-at rat es ot return on 1neatment abroa'l are b1gher t han thos e 

on d0118s tio tovas tsant. This hypothesis held. t he svay in tbe 

19SOs vben A~~er1ca.'1 aantatactl1r1ng tir•s were investing 1n Rurope 

where the attar tu rate or returns exoecSad than those :>n 

dOIIestl-c inYeataent. Second tho1lgbt-s began to surface when the 

u. s. tins doubled their capital stake in European caanutactunna 

between 1960 and 19~l altbougb earnings tbere vera no higher 

then at hot~e. Furtber do~bt.s were raised abot.lt tbis tbe:s1s on 

tvo accouts.20 'First, it vas realised tbat the reported rates 

ot prot1 t tor aay one COtmtJ7 col.l].d be •aD1pLilated becaWJe t ax 

and exchange control rest•e •ay •ake 1 t wortbwb1le ror tiru to 

sb1tt proftt s between att111ates t hrough ~tee-a on 1oteratt1-

11ate transactions. Secondly, profit rate d1tterent 1als partly 

correspontl to risk c11.t!erent1als in t.he sanae t hat exchange rat e 

variations, political 1nstab111ty, tbe t hreat or expropriation 

and business tluctuations •BY work agalfts t a t1r•• s clec1s lan 

to invest 1n the h!g'best profit rteld1D« country. 

20 O.C.Hutbauer, "The D C an4 Direct !mea tlleot• 1n Pe ter 
B. Kenen ( Ed.) IDtemat1onal ! rade and P lnance, C&12br1ds e Unl. 
Presa, 1977, p. 261. 



~r late, portfG11o d1•ers1f1cat1on tbosta has been advanc­

ed as an explaaat1~n or foreign 1aveat~ent . ~he tbes1s states 

tbat firas are not only concerned vith tbe blgbest sean return 

on tnweatment, they are eqQally anxious to produce stable earn-

1ncs with •1n1&1t111 ot wartance along these aean returns . Tb18 

atabil1t7 and aatety, 1 t is araued, vould emerge by d1versll'11ng 

the lnestaent.. portfolios acrose •any countries. A relate<t 

plausible arguMDt put forvud by lenen21 is tbat large t ·lr•' 

vt tb operatlcmg concentrated 1D single indus try wtU tlnd 

cnater appeal tn 1nes tlng aoroad than cort1l011erate co•pan1es 

ot tbe sue s1ze. Tbls 1s because whereu the latter can redllce 

their risk through tnvolveaeot ln a variety of dORstic enter­

prises, any expaDsion by tbe toraer 1s more prone to attract 

attentioa ot anti-trust authorities. 

A related portfolio araWieDt. 1.9 forvard by Allber. 22 

Allber arcues that a boae country tin eap1 tal1ses tbe aaae 

1ncotte streu of expected earnings at. a blgber cap1 t al1aat1on 

rate in the boM country than in the bost eoantry. Capltal1sa­

t1on rat e 1s the oap1 tal value or t be asaet divided by the 

1ncon streams. Assalng tbe inca. streae to be the sae, say 

Rs. 21t 1D o. s. ,A., the strong currency area, and also Rs. 24 in 

Iadla, the weak cuneracy area, bat the lnteres t rate to be l over 

21 Ia a private ca..unicat1on to Hutbaner. See o.c. 
Hutbeuer, op.c1t., p. 26S. 

22 Bobert z. Aliber, • A t~ry ot direot to~e1gft iDYU tent 
in Charles KiDdleberger (E4.), The Interoatlonal Corporat10D, 
Camb. Ban-erd. Un1. Press, 1910, P?• 1?-3'4-. 
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s.:r 8 per ceat in u.s.A. and a b1gber 10 per cent in India, the 

capital value of an asset #! 8 per cent interest rate oo Rs . 24 

1Dco• streu would be Ra. 300 (2lt/.G8) la u. s . A. and at 10 

per cent 1oterest rate, Rs. 240 ( 2~/.1) iD India v1 tb cap1 tal1s a­

t1on ratio betns l2.S ( 30GI-21t.) 1D u.s .A. aad 10 ( 2~/10) tn 

India. In tbe event or an expected change tn tbe exchange rate, 

the cap1tal1sat1on rates oa equities and alao on debt issues 

would ten4 to be higher lD tbe weak cur1ency area. That is to 

say 1Dterest and profit rates vould be bigber then. 

Wow since tbe •arket tGr eqtll ties ls biased ln tba sense 

tbat 1 t does not attach a rtslt pre.t• to the rorelgn 1ne011e or 
the bolle country t1n, 1t eau issue equities in its capital 

•arketa at a lover interest rates, take tbe f'cmds abro.t and buy 

the host country flnt. Hov&Yer, if tbe bost count?y r1ra intends 

to raise tlmds 1D tbe C ap1 tal •arke t of the bo•e COUD try fi rt1 

1 t will baYe to pay b1gber interest rates tor the s1•ple reason 

tbat ovlng to exchange risks tbe lenders voul4 deeand a r19k 

presiwa tor the U!Je of their runda in the veak currency area. 

The tb.rust of .U1ber• s theory ls on the 1eperteet1ons in 

the capltal •artet vbere the host country f1~ are able to 

bonow twds at a lover interest rate than tbe bost. country 

t11'11Se But. the cr1 tics ot portfolio d1Yezts1f1cat1~ apl)roacb 

to tore1gn loves te&Dt arauo tbat Vi tb a J)ertect capital 11arke t, 

tbe. capltal val~• ot a given pro~ect will be deter•ined s olely 

by its ovn risk and return cbaracter1st1cs - not b7 tbe identity 

or t ts owner. Thus it the tneston are t o reduce risk tbeJ can 



d1'Yers1fJ' t.he1r porttoUos v1tbout 'blrniag to traasnatioaals. 

Tbe expluat.1oa to for~1gn 1nvest•ot according t o these critics 

lin 1D t ecbaologlcal leads and tbe aarut eontrol by lnter­

netlooal tina. 

T'be earliest explanatioD u to bov a tecbnoloctcal break­

througb could be a source ot trade vas abowa by Posner. 23 

Posner tint d•oas trated bov an 1Dnowat1on .in one COUDtey oould. 

create a eoeparati'Ye aivaataae vb1ch bad not preY1ousl7 existed, 

and how tbe trade so generated would gradually be el1•1uate4 b7 

the reeopt t1on and 1fitat10D or the irmovatiOD elsewhere. 

Poaoer, however, did not expla1a as to vhy teetlmologtcal 1rmo­

vat1oas occur 1n soae eOtmt.ries and not 1D otbera. Vernon• a 

prodaot cycle thes1s21to pro'Yided the anner th.at lano..atlons occur 

tn tbe hoas eountry (nor~~al.ly the u. a .A.) owt.ng to tbe ava11-

ab111 ty of real and buan capital and also because or btgber 

aYerage lnco-.e coepared to C01h111&rs in otber markets. Arter a 

now ;n-oduc t deYelopecl throt~gb 1tmovat1on and •arke ted at bo•e 

bas ach1ewed a certain de1ree ot standardisation tbe •~ports 

to otber countries take place fOllowed by tnvestsent therein 

for its production 1D tbe local •arkete. Tbus an int eresting 

esplauation or tore1gu act.1 Yi ties ot firms has c011e to be 

23 M. v. PoSfter, •tateraatianal Trade and TechD1oal Chpge" 
1.D oxtord Econo•ic Papers XXXI, 1961, PP• 323-a.1. 

2a. ft&I*"Dcl Vernon, "International lnvaatant and toter-
natiODal trade 1n the p?oduct cycle• 11'1 Quarterly J'ournal ot 
Reonollics, Vol. LrtX, 1966, pp. 190.201. 
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recogD1sed in tens ot MD and tecbnologioal saperlort. ties ot 

nrca. 
BaD aDd tecbnolog1cal superiority thesis 1a closely re­

lated to 1nduatr1al organ1sat1oo approaches or tbe ol1gopol1s t1c 

t beorles or roretgn invest.eat. The aa1n exponents or th1s 

approaeb are I!.7ur, K1Ddl8bar1er, Caves and D&mniDg. 25' Accord~ 
lDI to tbts 11De ot ezplanat1oa, tor direct tavestmer1t. to thrive, 

t.bere .us t be so. 1•perrec:t1ous in tbe ararkets for goods and 

!acton, 1nolwt1Da aJIODI tba latter, teetmology or so.e inter­

ference 1n coapet1 tioa by govemoent or by tins vb1cb separate 

earka t.a, vb1 cb vould lend • •arke t. power" to tbe 1ncoaa1ng t1 N. 

Furtbenore, toreip 1nveatwnt co1.ll.d also occu.r ovlng to lover 

productlGD costs 1n bos t cow:atries because ot favourable wage 

rates, raw saterial prices, or interest rates ••• or because ot 

tba opportua1tJ' to ndace transportation costs, d1etr1but.1on 

2S see espeelall7 : 

~- B. B7Mr1 '!'he Intemational Operations ot Rational 
F1ras : A Study ot Direct. Foreign Irwestunt, H.I. T. Presa, 
1976. 

c. p. Kla4leberler, .&earle aD Bd81Desa Abroad stz Lectures 
on Direct Inestaeot, Nev Fl&'feD a Londoa, Yale u. 'Press, 1969, 
Cb. l. 4 6. 

R1cbar4 B. CaYes, *Internattooal Corporations : The 
tndu...,trial Mcon0111es ot Foretr.o InYestllent," 1n We~n?111.ea, 
3~, Vebruary 1911, P'P• l-27 • 

.Tonn R. thlnniDit "!'he Deterrainants ot International 
Production,• ~.)xfol'd 'lcoo0111c Papara 2S, 1913, PP• 289-336. 



costs, 1mentorT and seniDg costs to the aarkets tor vbtcb the 

output are 1ntended.26 

As a eonseqaence to tbe ol1gopol1st1c beb&Yloar, lnickor­

bocker27 found that tbe opt1•al a t rateg1ea tolloved 1>7 f1Ns in 

an o11gopoUst1o industry ia to follow rivals raove ror 110Ye. 

ll1s entry ·concent ration index (~I) sbovecl the extent to vhlob 

subs14i&J7 start up dates were bancbe4 1D tt.e. Jte round that 

ECI vas positively related to industry aoncentrat1oD suggestlns 

oligopolies do react in a vay that e~iD1alses t.be pos91b111ty ot 

one rival catnlng a stpt~lcant. coat or !1Ulcet1ng adYantage. 

lbe ~CI vas also positively related to t.be size ot ttarket indi­

cating tbat tba reaet10D is all tbe eore intense vbert a lar«e 

market is at. stake. Thus accordlaa to lnickerbocker• 11 t1ndlnp 1 

tbe toraigD 1Dvestmeat bebniour ot T!ICs is in ttme to their 

oli,opol1-t1c behaviour. 

J. 110re general explanation ot foreign trwes t~ent. 1s found 

1D tbe theories ot the grovtb or the tin. Penrose and MaJT1s
28 

26 c.P. lladlebercer, 1969, op.c1 t., p. 13. 

21 F. T. JtDickerbocker, Jl1gopol1st1c Reaetlons and the 
MW.t1Dat1onal. bterprlse, BoatoD, Harward unt. Press, 1970. 

28 ?A'li th Penrose, •Pore1gn In-.esteent and the nrovtb ot 
tbe Pir•,• 1Jt her !be Orovtb ot 1'"1ras, ~'14dle F.ast :)11 and 
Otbor Rssaya, hank Cus A Co.Ltd., tondoa, 1911, p1). 61t-81. 

B41th Penrose, '!'be Tbaory ot the Grovth of tbe Fin, 
Oxford Sutl Blackwell, 1980. 

RoblD L. Marris, Tbe R40DOII1C -:"heory ot Managerl al 
Cap1 taliaa, London, Macllillan, 19611-. 

Jlob1D L. .Manis, 'Re-.J.ev ot t Tbe tbeo_ry ot t b e Growth 
ot the Fire• , goona~~1c Joarnal, LXXI, p~. 141t-llt8. 
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vere •oas t he eul1er proponents vbo Y1eve4 direct foreign 
~ 

1DYesblent u a natural outco•e of tbe grovtb pr'Ocesa or tins. 

Penrose, hovner, equated both the aaaxl•lsat.lon of tbe l one run 

rate of grovtb and the long run prot! ta as the identical objec­

tives or tbe ttns. It was Marris vbo later argued t.bat the 

salaried •anasera would be •ore likely to want biEber rates ot 

srovtb than hltber protlts. Further in addition t o the purely 

ecouoaic adYaDtqe conferred by tbe size, soc1olott1cal and 

psycbolog1cal pressures push •anqers tovards a pr1$ary concem 

for grovtb. !here are broadlT two strands ot ~oucbts held 

vi thia tbe total vtev that cllrect foreign 1nes tAent ts a func­

tion ot natval growth proeesa of tires • ODe e•pbas 1S1DI the 

1•portuee ot caarkets and tbe otber atresalag the 1ntemal real 

antl ·tiODet.&rT resouroea ot tbe nn. 
A Yarlant ~t the theories ot the grovtb ot fins 1s tbe 

bebaYloural • oraaoisatlonal approacb ,POpularised by AharoD1. 29 

1'h1s approach sqges ta that tbe very idea Qf the 4ec1s1oa to 

invest abroad is spree owr a period ot t1w aDd 1 t is tbe 

outc011e or a sequence of 4ec1slons un4ertakeo by various deci­

sion askers rather tban being once tor all cboice or a siDgle 

decision •aker. rbe decision process is usually class1t1ed 

into toll-owias sequential steps : the decision to look abroad, 

tbe 1meet1gat1oD ~trocess, tbe coa1t.nt to invest and a 

f'oUov-up renews and rettneunts. Wbetber or not tbe tin 

29 Yair Abarcmi, Tbe Yorelp Inves bleot rlecislon Process, 
Eanar4 unt., 1966. 



punues tbe 1n1 t1al idea of' inn sting abroad <!epnda 110re on tbe 

strenctb or tbe 1D1 t1at1ng force sgcb as an oYts1<1e proposal 

trOll a reliable souroe, a tarttr 1nereaae by a tore1p govern. 

~nt, tbe drive ot a top executive aDd other such rorces and not 

on tbe profit or srowtb prospects. l'be tore1«D investunt 

decistou, it repeated, ts oftea 1nstituttoae11~ed in an 1nter­

Dat1oual division v1 th1D the c·orporation - a a1p1ncaat 

clevelopeat in creat1na bt>tb espertiso and a -.es ted 1nterea t 1D 

fature f.ore1p 1uves t:laat. 

Altboup a oUIIber ot tbeor1es and hypotheses have been 

put forward to aococmt for the 110ttvat1on lNtbiad foreign opera­

tiODs or tins, <>llr briet oventev 1D the prececling section 

abe)VS tbat no single tbeory can aa yet be dee~ed to be succesa­

tul 1D prov1d1os a aatlatactotT ezplanatloo ot this pbeno•enou. 

A nu•ber ot ques ttoas are lett wumsvered by sos t of tbe theories. 

J-or tnatece wbat tacton 4ete1'111ae a r1 rw• s 1n1 tial torei,n 

imesblent decision at a ~ vea location? Why do s011e lndus tries 

such as cberaicals have a looc b1story or foreign direct 1nvest­

HDt, vbereas others such as drugs have a co•parat1Yely shorter 

btstory? Wby do son ttNS 1D a g1Yen industry invest talrly 

e&rlJ', otbers 0011paratively late, still otbers aot at all? Why 

do soa industries sucb as steel bue DO s1plf1eaot tore1gD 

~DYeat.ent, even thoaagb tbe r1ras engaged t.bere1n an large ucl 

developed sad control various tecbnlcal advantage oYer otber 

tiNS' •Je sugaest that one or the factors responsible ror tbis 

ta1lure to answer t hese questions ate~ tro• tbe tact that a 



a1ngle tbeor,r is uaWllly taken to account tor tbe dtvera1tte4 

1Dveatsent pattern ot t.ransnatlonals. It would perhaps be CION 

useful to look for .,tt Yatlons lead1n1 to rorelgn lnves ttlent by 

fins at tbe tnduat17 leYel. This voulct, of' course, rtnt 

eDta11 studyirag a detal-lo<S grovth patten, the characteristic 

features and di~NDsions ot that indus try 1D the vorld econoGJ. 

lbe CoDJ_tguencel ot Fore1p I nves t:aent 

l'be positive consequneu ·Ot niCs in a bos t country are 

said to occ"r in a naber of v-.ys. Pint, it ts clala.ed that 

the capt tal tunds brought in by TICs bridge t.be fQre1gn eschange 

gap &.Dd als,o coatr1bate to t1ll1ns up a resource gap betveen 

locslly uailable su1np and desired 1DYestllent. s econdly, 

!ICe are recognised as a raost ettecLiYe 1nstru•ent tor the 

dUtu1oa ot technology· in tbe host countries. Ib1rdly1 by 

esta~l1ab1Dg ~elr product10D taclltttes 1n tbe bost countries 

TICs are said to generat.e not oDly .td1t1onal e11ploywent but 

also train penoDDel botb at the teclmical and tbe 11aaagerlal 

leYels. Furtbenore, they are also said to subst1 tut e 1eports 

and also act as an ettect1 ve illstrument of torelgn e&cbange 

eam1ncs b7 wq ot e~port.s. Tbe conswaers• benet1 t result tro~a 

the aYallab111 t.y ot he t.ter pro<!ucts at a lover cost. 

Notvitbstanding the atore~entloned pos1t1Ye aapeeta, a 

nu.ber ot aegative consequeoces ot TICs operations in host 

coLmtr1es have been put torvard by tbe c-r1t1ca. 'lbese charges 

ilD 'TICs caa oe dis casaed under tvo orosi beadings : ( a) 

econo•1c1 (b) polit ical and social. 



Aa regards to economic charges, the claim ot Cs bringing 

in substantial uowt ot cap1 tal ti.&Dds is now be1nc ques t 1oned. 

! D2 teed, 1 t is being hypothesised that t.bey rely on local souraes 

for t heir capital nee4a.3° Furthenore, it is argued that be 

cost ot cap1 tal brou£b t ln by TICs or ten tends t o be hl(lbe r than 

tbat tbe bos t couatr.y govemaent vould be cbarged as direct 

borrover 1D cap1 tal earke ts. The pos 1 Uve as pee t or tecbnolou 

brought 1D b;r tbe atttllatea of tlfCs 1s disputed OD tbe ground 

tbat teebaology transfer to boat count ry ls <.>tten tlln1•1sed 

beca~se ( a) MD is generally carried out in tbe bo•e country ot 

tbe pare:nts; 31 (b) the tra1n1DI ot host country nationals tor 

Ml> p:n1ta 1a otten not given pr1or1tJ', and tb1r4ly (c) technology 

1 tselt is closel7 held. Ftartherra~re, tbe burden or cap1 tal and 

tecbnology sen1c1Dg reflected 1n tbe t otal outnov ot rore1gu 

excbange oa account or dividends, Jmowb(JV tees, rGTal ties etc. 

tends to be subs tant tal, causing s tratn on the searee rorelgn 

exchange reserves or tbe bos t countries. !bus tor 1m tance tbe 

available 4ata shows that the payaeata on aceoa1nt of lmowbov 

fees and royalt ies bJ' six coamtr1es in a single year aounted to 

t ~1 .S.lllon representing o.6g per cent ot tbelr GDP and 1.3 

per cent of ezporta. 32 'rbe total outgo or tore1gn exoban1e on 

30 o u- aDalysis ot sources or tt.lftds 4ata (ln Cbapter V) tor 
drug TICs 1n Iadla also supports thls Yin. 

31 In 1966 tor 1ast.ance TJ.s. TICs apent ln total t 9121+ 
•1111oa oa R&D out of vbieb only t S26 dU1or.a i.e., sOfle 6 
per cen.t vas ~peat ab-road - See Ul, 19'13, op.ct t. Annes.! !! , 
Table 39, p. 189. 

32 Arseatlna (1969), Brazil (68 ), Colu•bia (66), Mexico (68), 
S1cer1a (6~), Sri Lanka (10)~ IDl (19"/3), op.c1 t ., AnDex.I II , 
! able 40, p. 190. 



tbese two aee011nts in the case or 13 count r16s represeutins 

6S per eeot ot the t-otal population and ~6 per cent or the 

total ODP ot deYeloping countries 1• estl•ated at g l.S billion. 

This amounts to more tben halt ot tbe direct private 1nvestsent 

tlov to developiag COUDtrlea. Such p.,.aents are esti•ated u 

lroviDg at a rate of around 20 per cent per annu• e d are 

absorbing 1ncnas1ng propot-tlons or the exp!)rt eamlnp or 
clevelop1DI eowtt.r1es.33 It sbould be Doted here tbat the net 

outncnr ot tonlga exchange OD acc®nt ot senice payents and 

also oD the 1nternat1onal trade tranaact1~ns would be macb 

higber it tbe transfer prlolng practices ot TICs could be 

aceounted tor. 

Tbe espl07JMnt poteat1al ot TICs is ques t1one4 on the 

groamds tbat s1Dce tbey •ostly operate in cap1 tal intensive 

1Ddustr1es, th• tecbDiquea and products introd.aced by tbe• ten4 

to be largely labour-saving. Furtbenore, lt 1s argue4 that 

these corporatioos 4o oot Dacesaarlly train local personnel 

1n technical aad entrepreneurial sk.llls wb1ch 1D tact are 110re 

l•portant t.haD uant1ve skills. 

Pol1tlcal cb&rl8& oa TICs cuter arouad the tact that 

tbe1r vast t1nanc1al power aDd ready access to the govern~ent 

and buslrtesa set-trpS 1s ottea used to tnnuenee tbe dectsions 

perta1a1D8 to political and econo•1c 1sawas to tbelr advantage. 

Soo1all7t tbe ostent1ous llviDI styles or toretgn personnel 

33 tJICTAD, Transfer ot Teclmolog, 1911, P• 5'0. 



sad also those ot tbe locals e•ployed by tba• cause resent.Gent 

asong tbe bos t country people. Local people working v1 tb 

foreleu co•rum1es are also accused or u tmd1lly tnnueneed by 

alien Yalues. Sty1es or 81Ulage1Mnt directed tovarda ett1c1eney 

but insensitive to local cultural values are tar•ec1 as ano1ant 

and debwaaa1s1ng. Further, b7 creating vents a1•Uar to tbose 

1D de•eloped societies tb.roagb adverttatag are said to create 

a pattem or CCM~ssapUon unfavourable t o local surroandlogs. 

It sboul4 be noted 1ft this seet1on tbat although 'Tics 

have beeft criticised on a nWRber ot groUftd.s, 1n actual practice 

1 t ls very d1rt1cul t to ewalute tbe exact beneti t.s or costa or 
their operations in the host eoUDtries. Tb1s ditf1o\1ltJ s teas 

h-011 the fact that tbe gullt of issues involved - socioloctcal, 

political and econouc are nut~erous vi tb •my or the• being 

uaquant1t1able. In sucb a s1 ttlatlon tbe ques tioD that is raised 

ls : wbat would be tbe scenario it the TICs bad not 1oves ted in 

a host countey at all? fh1s question, as is obvloWI, canDot be 

answered w1 th amy reliable clesree or prects1oa. The only etrect 

or nJCs that can be reasonably reco'l'ded in t1!r'lres 1s their 

1rapact em bost country' a balance ot payments. In Cbapter VI 

ve taake sucb aD atte•pt ln tbe case or drug TRCs 1n IDCl1a. 

P[!sent Stg4x an4 tts }lbJeotiY,sa 

Tbe present strd:r vu undertaken in v1ev ot the recent 

controversies generated over the role (and growth) ot drug TRCs 

1D tbe developaen\ or the pbanaceut1cal indus try ln India. A 

rn1ev uf tbe lit erature in tb1s field (see belov) showed tbat 



these cont-roversies got 1ntens1t1ed espeCially atter the publica. 

tloD ot tbe •.Report Of the COII81ttee OG Drop and PbartlaCet1 t.1calst 

1a l9?S and have not been tolloved up by any de t ailed study ot 

tbe econo•ics ot the phanaaoeut1cal 1ndll8 try tracing the role 

and 1•portance ot 4rq- 'TJJCs therein. Purthenore, vbereas the 

druc transDatioaals have been subJected to severe cr1 t ic1s• t'r om 

all quarters, thus far no serious etrort bas been 2ade to un(j,er­

take any in-depth st.udy ot tbe1r financial operat ions vb1ch 1n 

1 taelt could discern son or tbe cent ral issues involved 1n the 

prohles. Hovever, 1D v1ev ~r t he acute shortage and non-avail­

abUt ty or data, these shorteoetngs should not Cf»e as a sar­

prue. 1'h1s work, with data base rro. a nuber or sources, 

attellpts to rulril t hese gaps 1n tbe 11 t erat ure. The two-f'ol4 

object.1ves or tbis study are : ~"1rst to exulne ~~ains t an inter­

national perspective tbe econo•lcs or tbe pbareaceut ical i ndus t ry 

in India t racing the role ed tbe "•arket power" or drug !!Cs 

tbereln. And secondly t o analyse tbe 1~pl1cat1ons or this 

• •arket power" on the tinanc1 al pertonance ot drug trans­

nationals operating 1n the coaotry. The latter enco~apasses a 

study or such issues as t he prof1tao111ty, prot1t appropriat ion, 

sources and uses or funds, and t be 1wpact ot these corp~rat1ons 

Oft India's balance or pay-Menta. These issues, inter alia, belp 

ua 1n e&.ati1D1Dg a pr1or1 de bated hypothes i s that not only a 

•a~or port.ioa or funds engaged as • cap1 tal employed• by drug 

t ransnattonal.s 1D India have been rat sed. locally, but nver thQ 

years or tbelr operations in t he c:ouotry, tbese C011pan1es hu e 



also aoted as ut exporters of t\lftds b7 way ot exeesa ot re­

•1 t tacces ower euniags 1n ro.reicn eacbanp. 

We present belov a rewiev ot tbe 11 teratare toUoved by 

the chosen nt.bodoloa, 4ata sources and the chapter scbese ot 

tbe tbesls vbicb would proY1de an 1Dtrodactton to our vork • 

. A ReyJ.ev ot Literatun 

A review ot work done 1ft the tleld ot Pb~aceuttcal sector 

in India shova that vitb the exoeptlon or stray articles appear. 

1DI occuiooal.ly 1D t.be presa wery little won bas been done. 

Var1ou sovernsent reports relat.1Dg to tbe industJT are ei tber 

too old ()I' contain too U tt.le to provide an 1ns1,bt into the 

liork1ng or tbe 1ndust.ry. rvo excel)tions, bovner, are: (1) 

Report on the fair selling prices or drugs and pbar•aceutlcals 

(1968); and tba Report ot the Contttee 011 Drugs and Pbanta­

ceatleals (191S). Tbe first report vas pl1.•ar111 aaut to 

azatli.Da the cost strtJcture of 18 spec1t1e4 drugs and to reeo•send 

as to what extent the prices or tbese drugs could be lowered 

after taking into account such taotors as cap1 tal outlay tn­

clur.U.ag plant and llachioery ln relation to (1) actttal prodac­

t10D and (11) potential eapac1t7t prices and q\1ant1t1es ot raw 

aatertals and 1ntermed1ates, prices at vb1eb s1•1lar products 

can be garttJtactured by sttall scale t~anat'act-aren, indirect 

eleMnts such as sanageunt expenses, prnot1onal expenses ancl 

s•pliag etc. '!be Couittee vas also t.o rec012mend t.be tainl•u• 

and •ax1aua •arciDs O! proti ts COYering all Stages troar t be 



producer to tbe ul.tleate ooasu•r. Tbe data and analysis pro­

vided by this Coaad.ttee later becue tbe bu1, tor eYol.Yinl 

certain pr1nc1 ples and gu1del1aes to 1•prove and ratlonallse 

tbe •arlous price ocmtrol aeasures vbieb vere subsequently 

reY1se4 on the 1'8COID:Itmdat10Ds of later oo.mi ttees espec1 ally 

. the Batb1 Con1ttee Report. 

tbe HaUl1 Coalttee Report is dtv1d.ad 1Dto sewen parts. 

Tbe tlrst tvo parts are attribt~ted to tbe 1nt rocluct1on and 

progress •ade and statu aeht.eYe<l by tbe indWJtry so tar. ,.be 

analysts ot tbe vorklna or the public aector 4ru« c~pan.1es 

COBstit.utes tbe tb1rd part and the concept ot BDA (N.ational 

Drug Autbority) mooted by the Conittee 1s discussed in tbe 

tourtb part. Tbis autb~rity as enY1saae4 by tbe Cos~ttee vas 

to pertor., inter alta, functions ot •atnta1n1n« and Qaklng 

available to the druf •eutaetunn 1ntor•at1on n gardine: the 

1teas vbicb can be manutact\tred1 tbe patent position rqardinc 

dnp, the processes and. lmowbov oellable tro• 1nd1cenous 

sovoes - tbe OYerseas countries and coepanies vblcb are 1n 

a post tlcm to prcwlde Jmowbov, tbe sup?ll' of rav ••terlal~ 1n 

vor14 •arkets aDd tile prospects tor exports. IDA vu alao to 

regulate the prices aad MD ia tbe lndutry. However, tbe 

coocept ot fo1'111Dg a separate drug autbority to regulate tbe 

various aspects ot t be 1J'ldustry vaa not aeceptecl by tbe govern­

tMDt ne1 tbeP vere the recowsemtattons concemtnc the nat1ona11-

aat1on ot the 1Ddttstry, discussed ln the rtrtb part ot tbe 

report. Tbe C0881ttee sesbera tbe•selves were divided oYer 



this issue. Ava1lab111ty an4 tut ure Deeds of raw •ater1als for 

bulk drug aanutact\lre, deYelopaent and flew ot teobnology t or 

the indus try, pr1c1nc of drugs ant1 ;taanaceut.1cals and qual1 t y 

control ot drugs and rtnall1' ~~eut~res tor providing essential 

dnap and c011raoa bo\lsebold re11ed1es to tbe gene ral public ln 

rural areas and aboli t1oo of brao4 nues tor drugs nre d1 seas sed 

tn 't be resalntng sections ot tbe report. Al thougb the report 

d1seusse4 Yery little abottt tbe t1nanelal aspects ot druc TNCs, 

1 t nevertheless led tbe atone ot OODtroversy rolling atter 1 ts 

publication 1n April 197S. A nua ber ot articles ap-;>earinl in 

the press a4vQOated tbe takeover ot tbe drq indus t17. Their 

arguHDta vera • .atnly bas eel ( tbougb often v1 tbout tactual data 

base) on tbe blgb rate ot ~roftta earned by tbe 'ln<hwtry, ••acre 
8110UDt ot R&D ezp&Ddltures, aDOllalles in 4rue prices, chaos 

created by thouaods or brand nuea and hqe redttances oa 

various accouta .,. foreign drug c011panies. But despite these 

cr1 ttc1su, govern•ent opted tor stricter Hasures to control 

the act1Y1 ties of drug TICs ratber tban outright nat1onal1aat 1on 

or the•. FBRA vas eutoroect r1coroul7 and a tighter drus prloe 

control ( DPC'l) vas iaplenatad. But vb1le 110a t ot the druc 

tmlts baa been allowed t.o retain •aJor1ty foreign ownership, 

a whole lot or oont roYersy bas o:ropped up over tbe OPCO 1979. 

Tbe indust ry •1gbt get relaxat ions in t be tixat.ton ot drug 

pr1oaa also. Thi s is not to denounce the v;overntaent •aasures 

b\lt to blgblisbt tbe neect or a protesatonal approach t o tackle 

the various 1ssaes related t o the indus try. 



Tbere are a tev UDited lat1oas• reports oD TICs in general 

and OD the pb&rllaCe~U.Cal iDCil.lstry 1D particular. Of special 

releYance t o India ts •cue s tudies 1n 'tile transfer ot techno­

to~ : 1'be l)banaceut1ca1 1cdu.st ry 1n Tndta11
• As tbe nawe 111-

pltes, it deals pr1•arUy wltb the probleaa or tecbnolou transter 

1.D tbe case of Dbar-aoeaatlcal industry in India. Tile f i rst part, 

bovever is devoted to tbe s t ruct.tare ot tbe Indiaa pbanaeeuttcal 

1D4uatry. Tbe re•a1a1~g three parte deal respect1Yely vl tb tbe 

tecbnologtcal depen4ence in tbe Ind1 an pbaraaceutteal indus try, 

costs and couequences ot tbis teohaological dependence aDd tbe 

policy traMvork for tbe transfer ot teobnology. ·The report b1gh-

11&btecl a at.rcmg 1•balance between tbe pattern or drug procluc­

t1on and tbe preYaUing diaeases, relat1 Yely low erpend1 t ure tor 

researcb aDd deYelo))11ent and a great I&P between tbe institu­

tions ot PAD aDd the local and rorelac producers. 

There are a rev publ1cat1oas by ClPPl ( OrgantsaUon ot 

Pbarraaceut1cal Prodt.~cers ot ID41a). Al.atos t all the tore1gn drug 

c011pan1es are meabers or tb1s organisation. Asoag 1ts publ1ca­

t1.oDa (soa~e or \Jb1eb are rel)roductloo~ or vmoas article• 

appearing 1D tbe press) tbere 1s one ent i t l e d "A grovtb plan 

tor tbe Indian PbaraaceQt1cal IDdwst.JT'. Tbls publ1cat1'3D is 

sup~sed to be an alternative to tbe Hatb1 Co .. ittee Report. 

It discuses variotas issues related t o t be 1ndWJ try : Pricing, 

d1strtbut 1on ot drugs 1D rural areas, MD, tore1gn exchange 

tnnov and outnov, sales or drugs under brand neea etc. The 

publ1cat.1on tollova Hath1 CoHittee .Report closely d1tter1ng 



so 

• iaauea aaoh as that. ot abol1t.10D ot brud Daea ami the tor­

•at1oa or Jlat1onal Dna .Autbor1 ty, vb1cb as this report cla1aa, 

vtll .ODJ.7 81d w the bureaucratic aet-gp. 

Bealdea tbe atore•entlcmed 11 terature on tbe subJect, 

Resene BaDic ot India per1ocl1cally publishes the Financial 

stat1st1ce ot J'o1Dt Stock COGtP&Diea 1D IncH.a. Tb1s 1a tbe only 

source ot publlebe<l f1Dac1al data OD the druc 1Ddu t.17. But 

uratortaaatel7 the clata appears 1n tbe OODSol1dated font tor botb 

tbe IadieD and tbe roreip rtr. aocl beace 1t cannot be GSed. 

tor u..S.a1Ds tbe pertonance ot 1Dd1Y1dual or dttterent. groups 

or 0011pan1 ... 

!Jtthgdo1og 

D~JlJplUons and tb• Spplt 

la stated earlier ve adopt the . Ul 4etln1t1oa of TNCs as 

eaterprues wbich eoatrol uset. - tactorlea, lllnea, sales 

ortloea ad the like in tv\) or &ION eoantr1es. A •tnori tT 

owned 111C la 4et1Ded u the cme bold1Dc eqtd. t1 ownership up t o 

lt-9 per ceat ad a •aJor1ty OWDe4 me as the one holding eqt.dty 

ownership ot Sl per cent and aboYe. Al tbouah the ten trans­

national has been used ill pretereDce to a\ll t1Dat 1onal 1nter­

Dat1onal, the ters tore1ca coapany bas ~en use4 at placa aa 

SJDGnJ'IIOWI to traDSlat10Dal. 

The ten pbar~~aceut1ecal 1D4as t17 1s defined to include. : 

(a) f1ru produo1Dg syntbetle bDlk drags, (b) tins producing 

bulk 4rup by the process ot renentat1oD, aDd (c) tins 



proliuc1al tonul.at.J.oaa. )lt. A pbar•aceutical co•paay bu been 

det1Ded as one whlcb 1rreapectlve or lts 41\'ersiflecl act1Y1t1es , 

laDera tea so per cent or sore or 1 ta sales tro• drugs aad 

pbanaceoticals. 

Tbe Coal ttee oa drugs and pbal'llacntlcal 1Ddu.s t17 bad 

1clent1tle4 66 drq eapaa1ea v1 tb •anows desreu of torelp 

eqa1ty part1c1pattoa. Bove•er, a closer ea8111aat1on rnealed 

that oat or these 66 CCMIJ)ates, 18 b-ne been listed as buteally 

Doo-drq C011PU1ea; ( AppencHx ( a)) or tbe rna1D1ng, 6 ven 

operat1ag as brucbea, (Appendix (b)) 1t u vboll7 ovnetl sub­

s1d1ar1u, (lppeml1a (c)) S were prt.Yate lt•lted eoaapan1ea 

(Apperd1z (d)) and tbe vbttnabout of 2 e011paD1es could not be 

traced (Appead1a (e)). Braaobes and vholly ovned subs1d1artes 

bae no 1ocal eqm.t,. part1c1patton and the sbare capital con­

tr1bt.lt1ou o_t pr1Yate 11111 ted eottpanles is res tncted to fi.tty 

snanbolders OD17. Moreover, it 1s ••17 a1rr1cu1t to obta111 tbe 

atateaent ad/or aDDUal aecowata tor t.ben sets ot caputea. 

1t s. ChaDdra.Dta a..,, Pre11•in817 Deelp Aspects or a 
Pbaraaceutical IDdust.ry, Indian Dra.ca & Pbanaaceut1cal. 
Iftdu t17, Y ol. XI I 1 lo. 3. Jlq-J'ane 1 1911. 
I'l.ns prodac1Da s,utbetlc d;rup are esaent..1ally obew1eal. pro­
cu• tlna. Tbe 4e81£D vorll ot sacb tina require a Jmov-
ledae of unit. operat10Ds u well u ehelt1cal prooesa principles. 
Tbe ~ernatat10D fira• nqulre a aoUDCl background or tocluatrial. 
fllcrobtoloey 1nelu41ng u~tlc aa4 sterile techD1quea 1n ed41-
t1on to tbe kaovledt• ot uatt operatloas an4 •u• tJtanster. 
The r1r.a produclDI tor•ulatl0ft9 need a baekgroun4 ot unit 
operations, ucette and sterile teolmiques, beat transfer and 
nutd nov. ID a4d1t1oa to 1tt a U'loroqb Jmovledge of for­
aulatioas ls requlred ror the dea1p work. 
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Tbereror•• of the re•a1D1Dg 3l eo~~pantu, 3S 21 publ1e 11111 te4 

e011paD1es, eaob Vitb a a1n1au. pa14 up capital (PtJC) or Ra. s.oo 
luba vent selected keeplnl 1ft v1ev tbe avatlablll ty of a 

eot~plete set. ot tlnal accounts for the e1gbt year tt•• period, 

.,1 •• , 1910.11 to 1911-18, obosea ror tbe study. nde 9aeple 

accounte4 for arouncl 2S per cent ot total capital 1DYeateut 

aD4 ItS per CeDt ot total proclu.cUoD ot dNSS 111 the l!ldUSti'J 1D 

t9n-n. 
ID order to stwty 1t vitb regard t o tbe1r ttoancial 

pes-foresee there exia t any inter-group dirtel'eneaa, the 27 

coa;~aa1es selected by us vere d1•1ded lnto three groups : S•all 

vltll PUC upto Rs. ?S lakhs; Me41u vitb PUC between Ra. 1S-

Ra. lSO lakbs, aDd large lf1 tb P1JC ot :ns. lSO lakba and aboYe. 

!be a•ber ot COII;)aniee tallt.Dg to these poups an respeot1.,e17 

u. 8 aocl 8 (Appendix: (t) ). AocoJidiD« to our 4et1n1 t1on s tate4 

earlier, 11 coatpan1es 1n tbe s•all group are m1nor1 ty owned vi tb 

uerage torelp equl ty part1c1pat1on ot 1t4 per cent. The oCMD­

pan1ea 111 the latter tvo groups are •aJorlty ovned w1tb tbe 

second uoup bol<llDg on averare S't- par cent or roreip equt ty 

aD4 tbtt tbird STOUP bctld1ng ou •erqa 6~ per cent or torelp 

eqtd. t7. t he aerage tore leD equity holding tor all tbe tbne 

croups co.b1Ded vorks out to be SS per cent. 

PUC vas cboaen as a basi a ot claes1t1eat1oD agalns t otber 

alternattvea sueb as net sale• or net assets, atter lt vas 

3S ( 66 - ( 18 • 6 + a. • S • 2) The n•a1D1nc 4 coapantes 
are lis ted 1n Appendlz ( t). 
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toad that the lrollpln« on tbe buts of' any or these ttnanc1al 

1Dd1caton .is al•GS t tbe •-· POC bad tbe •arg1nal advantage 

or C011p&rat1Ye consistency owr tbe eight 7ear period, 19?0..?1 

to 1977-18. It was turtber noticed that whether cl.assitied on 

tbe basis Gt tbelr respective POe as oa 197?-78 or on tbe basis 

ot anras• or eight ,.ears ot P!JC, around 1' per eent or tbe 

COfiPaDles fall in tbe sue ,rollps. Hen-ce lt was deetde4 to 

adopt the average basts. 

Data/IptomatJ.gp Soureet 

Factual data poaea 1101t tomdable pnblH 1ft undertak­

tnc researeb on BDT upect ot nee la IDd1a. We round that this 

vu •ueb taon so in tbe case ot pbanaceatleal indus try, which 

as ve wotald see, la un4er an etteotiYe 40111nat1oa ot cSruc 
transnatloas. Inltiall.F we could gather sowe scatte.red clatal 

1D!"oNatton on the subject f'ltoa GoYentllent or India reports 

and • .,.. pneral publloatloas on the subject eapeelaUy by the 

UD1 ted • at10DS Ageoc1ea. Later .we vere partly able to OYerCOH 

tb1a ••••n data barriers bJ' nteniDI to a auber or dt Yerse 

.-rcee Vh1cb 1Doltde<l Depart..nt ot CoapauJ' Attain Library, 

lfev Delb1., Bo•bay Stock Exchange L1braJT1 Ott1ce ot tbe Re&ls t rar 

ot COIIPGDies, Bo•bay, aDd tbe Organisation ot Pba.Naeeutlcal 

~roducera ot Il'Jd1a. Further, a detailed list. ~t paper• relat­

iDc to l'IICs aDd the pbanaceutical 1Ddwa try, laid 3ft tbe 

tables ot Lok Sabba and R aJn Sabba vas prepared and ret erred 

to in the parlluent library af'ter scarm1Dg through tbe debates 



ower tbe 1ast tbree decades of both tbe hQUS••· !be libraries 

of H1Distr.r of Petroleu• Cbe~cala & Pert111sers9 M1D1str, or 

'PinaDee, M1Dlatry ot Labour were also referred to. ~1na117, 

vbenftr pos•ible, d1seuaa1oas vere beld v1 tb tbe senior 

ottiol&la ot •artous private BD4 public otrtces. 

Qapttr Scbt• 

Bes1dea this first 1Dt.rocluctory chapter, follovlng siX 

chapters bave bee planed. Xacb 1n41Y1dual. chapter has its 

8Witla'f7 at tbe end. The chapter scbn• ctnas tbe salient 

features and the cODteDts tbenor is presented below. 

Cbapter I I 4eala v1 th tbe econ0111cs ot the pbanaceutlcal 

irldu tiT 1A paeral. !be pec-Uliar cbaraetel1.st1oa of tb1s 1a­

dWJtJ7 enable us to d1acasa t'be roUov1Dg special teatuns ou 

the deur-and aDd the supply stde. .Jn tbe de•and a1de1 keeping 

in new the typical uature ot tbe drqs, ve exaad.De tbe prices, 

de•&D!l 8114 tbe standl.Dc ot t.be coosaer 1D tbe a~anet tn rela­

t1oD to tbe pbaraaeeut.1cal products. on the sap-ply side ve 41~­

cusa tbe research and 4e9elopleDt tactor, the issue or patents, 

prodtlet1on at.agas and tbe qua11 t7 control 118UQres tmolYed in 

the aanutaotttre of drugs, coacentrat1oa in production an<! tbe 

1•p11cat1oos ot tbls conceotrat1oa. 

Chapter Ill presents the pllanaceutlcal industry 1n 1ts 

h1stortoal perspective a11<1 ex.al.Des v1 th the help of tactual 

data tbe atncture ot tbe lnddstry, 1ta owersb1p pattern• pro­

duction, capac! ty utilisation, the sban or rore1gn and Ind1aD 
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Hctor 1D tbe total sarke t sales ot dNca, extent or clra1 con­

saptlon ln IDdia, eaploy•nt, capt tal iDYasuaent, leports, 

eZ9orts, and tbe HAD tactor. The role ()t drug t'ICa tn all 

tbese deYelop118Dtal and policy 1sataes is b1chl1gbted. 

Cbaptar IV uuiDea 1D detaU the 1aa11e or 6rug prlcea 

and Drua Price Cont.rol Onlers (DPOO) 1ft India under tollovtna 

tour broad beads : t•p:>rtance ot DPro, nature ant! scope of 

DPCO 1D India, ecoaoa1c conaequeacea o~ DPCO, drug prlcea and 

liOda operamU ()f drug price controls. !be issue ot prof1t­

ab111 ty ot drug OOIIf)anies ls also d1scuased 1n de tall in t.b1a 

chapter uncter • the eooco•1e congequeaces ot DPCO • • Vollovtng 

two pertinent tsauea are exdlned in tbis respect. 1'1nt, 

Vbetber the prot1tab111ty of dNI 1ndutry is rea11y blgb coli­

pared. to otbe7 1nduetr1es, as 1a often asserted. Secondly, 

whether tbe l)rotitab111ty ot tlrug coaa·pantes baa declined in 

tbe past ov1Dg to strtnpnt DPCO, as bu been elalae4 by drug 

COtll)an1ea. 

Cbapter V ls broadly 4lv1ded into three secttoas. In 

the tlrst section we disc~s• a general stracture ot the sources 

ot twade tor traaaaatloD&l corporatlcms. In the second section 

tbis general s tn~cture or the source a ot tun4s 1• examined 

aratnst tbe uplrlcal data on the sources -3f ttmds tor 4rul 

TRCs in India to u.ai.De 1r there estat any bebn1oaral differ­

ences betveea tbe tvo structures. Ia the proceaa we also 

anal7se the capital s tNctllre ) tbe capt tal imes t$&nt pat ten 

and protlt appropriation pol1e1es ot dru1 DCs in 1Dd1a. !be 



tbird seet10D discWtsea tbe pattern ot tbe usu ot tunc!s by 

tneae eorporat1oDa. 

Cbapter VI deals w1 tb tbe l•paot ot 4rug TICs on Iftd1 a• a 

bal.eaae or p.,._ata. Tbe ttrst secttOD bichllshta tbe central 

problns aa•oetated v1 tb 1D Wldertaldnr such an ezerctae. Tbe 

secoad seetlon tracea tbe share ot drug tr~~Mnatloaala in tbe 

total reeittanees ot TICs fNII tbe eountr.r oo wanous accounts 

(d1.,14ede, teclm1c&l Jmovbov fees, royalties etc.) dur1DI tbe 

21t. 78tar per1o4 1916-89. We then velgb tb1s t.otal outnov ot 

tunda &011 tbe cGUDtJT by dru1 TWCa asalast tbelr tnnov earn­

ins• to aee 1t tbey baYe been net eamera or spenders or tore1gn 

esehange. We also d1.acu.aa an4 eake ••• rough estt•atea ot 

outnov ot fUnds ou accouot ot truater prlcinc practices ot 

4rq f llCs operat1D1 in In41a. 

Cbapter VII suaartsu the •a.Jor tactual obse"attcms 

ad CODClUSlODS ot tbe atuq. 
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a) Depart .. Dt ot Cot~pany Attairs, D1recto17 ot Jo1nt Stook 

C011ll8Bies 1n India (197S>. Out ot these 18 OOfiPaDles 

6 were prt.,ate 11111 te4 aD<S 12 publ1e 11•1 t ed e011paates. 

Pr1Jttt kl!1tt4 CO!J!aniea 

1) Aaaoc1ate4 Capslllea Pvt. Lt4. 

2) CapaalatloD Senten Pwt. Lt4. 

3) CboVgale Co. ht. Ltd.. 

t.) E. MeroJc (I) PYt. Ltd. 

S'l Mvt1rt A Harris (P) Ltcl. 

6) Clbatul Ltd. 

Public J.l!1te4 CoapeteJ 

1) Alkali 4 Cbntoal Corpn. ot ID41a Ltd. 

2) Bayer (I) Lt4. 

3) Ciba-0810' ot I. Ltd. 

a.) Curevell ( I ) Lt4. 

5') D8Dtal P~uct.s ot Ia41a 

6) !thDOJ' Lt4. 

7) J'obDSOD 4 ZobDsOD L t4. 

8) Rallis I. Lt4. 

9) Reckltt a Col1188 ot In. Ltd.. 

10) S•1tb a l ephev r.u. 



11) WbitteDS (I) L til. 

12) M.I. T. Labs. 

b) 1) Cooper Labs. 

2) o. w. camt.n.a 
3) ZobD W7etb Bros. Pvt. Ltcl. . 

a.> • .,. a Baller (I) Lt4. 

S> •tcllolu or IIICI1a Lt.4. 

6) Std.tb nlne ad PreDcb (1) Lt4. 

c) 1) Abllot Labs. (I) Ltd. 

2) Seecba (I) IYt. Ltd. (buleaU,. a aon-clruc tln) 

3) Burroqbs W.Ucon aDd Co. (I) Pvt. Lt4e 

It) c. E. 'Pultol'd 

4) 1) Gellkeps (P) Ltd. 

2) Ontro.a Labs. PYt. Lt4. 

3) Leukoplut (I) ht. Ltd. 

t.) Thoaaa Pbanaceut1cals ht. Lt4. 

5') Unl-Uob (P) Ltd. out ot tbese ti•e, only 2 bal share 

capital aboYe Bs. S labs (Re. ?.~o lakhs). 

e) 1) Ward Blnldoahop Ltd. 

2) Cbrta t1an Red era Lt4. 

1) ADglo French Dnq COli~ 

2) Subr1d Gelg Ltd. 



3) OA1 saatro Ltd. 

lt) U.s. V1tulas a Pbanaceut1cala Corpn. (I) Ltd. 

Tbe three aroups of cnpaa1es are u toUova: 

croup I : PUC ppto Rs. ?5 laJrl!l 

1) 81ololioal haas. 

2) Boebrlqer boll LW. 

3) Carter Wallace Ltd. 

a.) Dapbar Intel't'raa L w. 
S) IadJ.a Saber1Dg L tel. . 

6) 3. L. Morrlsoa SODs a .fobas (I). Ltcl. 

7) He-Or• Jlaw1Ddra Labi. (1) Ltd. 

8> Baptaku Brett a co. Ltd. 

9) Roussel Phanaceut1cals (I) Ltd.. 

10) Searle (I ) L t:d. 

U) Vander Ltd. 

GJtOU II : PlJC btt.vt!' Ba. ?W$0 'lald!a 

12) Tbe Boots COQ8D7 (I ) L tel. 

13) CJD•14 India Ltd. 

llt) Oaottn~ Bauers A Co. Ltd. 

15') Oenu R&M41ea Ltd. 

16) Ott~aDOD (I) Ltd. 

17) B"lcharclscm BladwttD Lt4. 

18) SJD1d.Ot1oa 

19) Wyeth LabS. Ltd.. 
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grog I II : PVC ot Ra8 J.S9 lp!rbs c! abo!' 

20) Glaso Laba. (t) Lt4. 

21) tloecbst Pbuwaeeatloala Ltd. 

22) ••nac Sbarp a Dboae of India Ltd.. 

23) Parke Data (I) Ltd. 

J.lt.) Pt1aer L t4. 

2S) Roabe Prod•ta LY. 

26) Saados I..Ua ,Ltd. 

27) ·w......- RlDd.utaD Lt4. 



CHAPTER II 

'lllE ~~ROMICS OF JH~ PBARKACEUfi CAL INDUS mY 

Tbls chapter deals vitb tbe ecODoslca of the pbana­

cet1t1cal 1Ddustry .io geaeral. 1'be t)ecul1ar cbaracteris tics of 

tb1s industry enable us to d1sCWJ8 the following s pecial 

raatttres on the demand and tbe sappl7 stele. ~n the deaaand 

side, keeptar 1u viev tba typical nature or tbe drugs, ve 

eXUine the 188U of prices, de•ud aDd the starading ot the 

consut~er 1n the aarket in relation to the phar.aceutical pro­

ducts. on the esapoly side we 41aous• the issues or regearch 

and develo))Mnt, patents, prodoctiou stages and the qoallty 

control •euuru 1nYolved in tbe 'lauractore or drugs, con­

oeatrat1on ia pro4uot1oa, and tbe 1•pl.1cat1ons tbereot. 

tncu 8114 tbe neap tor Drugs 

Price• play an 1•portant role in the regulation ot the 

entire range or econoaic act1Yit1es - production, d1strtbut1on 

and consapt1on. In a tree eaterpri~e ecorJ'1ily, price act as 

a s1pal tor tbe allocat1 on or con~wa-ption expencU ture on tbe 

de•and side and the allocation ot tactor inputs on the supply 

side. \lben tbey are detent1Ded through tbe lnteraetton ot 

4e•&Dd an<l supply they also detenine the relative distribu­

tion ot inc.,... 'The prtc~s as detersined above, vould1 how­

ever, be subject to change o"ing to changes 1ft polte7 parameters 
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sueb es monetary and fiscal policteg or vage-1ncome po11e1es . 

!bey would oo ft~rther EUhject to disturbances originating io 

exogenous variables like 1neowe, tastes , availability or coa­

pleunts and subs t 1 tu t e s . Hhen we look at the drug indus try in 

this way ve flnd tbat the above a~sertton~ do not pcrrect ly fit 

in with tbe facts. In tbe c ase or drugs the 1nt r1ns1c lite 

saving ttt.rapeutic Yalue plays an 1eportat'lt r ole on t he de11and 

! ide. And, this life s aviag ~herapeL&tlc val wa yielding an 

1nrtn1 te ut111 ty to tbe consUJier renders the demand. for ':! r uts 

cocpletely price inelastic. Th0re 19 another peculiarity eo-. 

plement1ng the above tnctor ':lt price 1nel a.~tic1 ty. In t he case 

ot all other eongwaep good.s both the functions - t he chatce of 

a prodaet an4 tbe payoent ot 1 t$ price are l)erformed by t he 

con~umer. Here the defltmd for a prot1uet 1s n oNally a runct1on 

~f relative pricen an:i , hi s 1neoae. But in the CASe of ctru~s , 

'the 11on who ebooses does not pay and the $ Sit wttO pa,y does not 

choose•. 7h1a divorce between t he dee131on e aker and tbe oon­

SWier J!!I se re$ults rroe~ a very strong int ervening factor 

between tbe two. This intervening factor 1s tbe lledieal practi­

t ioner who diagnosea the patient and writes the prescription 

tor h1•. The cons user than buys the drug without exorcising 

any ot td.s opt.ion reg~ing the type or drU:g t 9 be bought by 

his. His role 1s re:luce.t to !i1z:tply that ::>f a price tBker in 

tho earket. It also follows that the ta3 ~ea, subs ti t"t e3 and 

compleraonts cease to play any role ln tbe purchasing s chedule 

of the consu:aer. 1 ne,se pecul1ar1 ties lead to strong 1atperfect 1ons 
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1n the 11arket from the c:onswaer• s stde anj render the demand 

tor drt.aJtS pr1ee inelastic. In tbe long run9 however, becau r:;e 

ot eoapetit1~ among rival tir=s, technical ~reak-throughs and 

the ascendancy ot publlc sector undertakin1s 1 t he cheaper, 

better end altenat1ve drugs 11ay beco•e available. Here tho 

existence ot substitutes an4 co•pleaenta •.r 1ntluance tbe 

~sictans Chotce in hls orescr1pt1~s. At this la.el, d1tter­

ut tires cortpet.e vi th eacb other to d~av ellen tale to tboa­

selvea by caJWasaiDg support tor tbelr drill•• 3ne or the 

,factors which ~o~4 help successful canvasa1ng will be prices 

and the therapeutic Yalae ot 4rugg. <.tban t be se41cal praot1-

t1oraers are eade aware an4 are conYinced :;>t erticaoy, qual1 ty 

aD4 genu1neaeas r:Jt ttl~ cheaper drup, tbey would begin to 

prescribe these dr•gs and tbe de•and •er turn out to be price 

elast1e. 

It is sOfttlses argue4 tbat the deeand for drugs is not 

only price 1nelaa tic but also in eon 1r.telaa tic. l n actual 

practice, howe'ler, 1 t aay or aq not be 1ocoae inelastic. :1le 

extent to vhieh income and bett.er healtb are related, tbe 

de38tld for drugs sa, be inversely related to tbe ris e 1n real 

1Deo.e. The de~and for drugs maT es well be 1ncoee elastic 

because, as inco•e M.n•s• people beco11e o':>ft health conscious. 

As & result the freqaency of aYa111.og of aedioal aid Ul&y 

sbarply ineftase. Oo tbe wbole, however, out or four s tratas 

1n a sOCiety - the rich, tbe upper s144le, tbe lower •1d4le 

an4 the poor, t.he d.e:!taod for drup mgbt be 1ncoiJO 1nelut1c 



tor the first tvo groups and elastic for the latter two. The 

whole question or 1ncose elasticity of drugs i s o~mplica~ 

by the re1&~burset~ent or :aedlcal expenses by e eployers. fhts 

practice 1s wid-ely ?rttvalent in bot b the public and t>rivate 

s ector undertakings. To the extent t he arrangelleat of re1._ 

bursement Of 'WhOle OF part of t he taedical OXpt'n ses exists 1 the 

consu.er•a (1.e., tbe pat 1ent•s) •actual' expen11t~re on 

~ed1cal aid reaaai_ns unaffected ot ebange'3 1n bis real incose 

and/or tluctuat1ons tn t he drug ~rices. S1r.t1lar i s t he case 

wi tb Publlc Health Cent res whtcb ictpart tree or s ubsidised 

health facUlties. rh1s is also true or 3&ny cbarttable 

hosp1 tals in tbe goverat~ent sector as well. as the or1anised 

cttrporate sector. 

Otvea the atoresent1oaed pecul1arttles resulting tro. 

the typical nature or drugs t tbe tact.ors arrectiog the aggre­

gate de~and tor drugs require some elaboration. we discus• 

below t hese factors. 

The demand tor drugs ln a society 1s go•ernetl by ~ueh 

factors as the diseue 1.nc1~~oe ant! 1 ts trends, population 

obaracteris ttc.s, ;:~ octal end pbys1cal env1ron!itent. 'Di s ease 

1nc1de.nee and trend a rela~ to •ortali ty and morbtdl ty ln a 

aocie t.y. Birth and tnt ant sort.all ty rat es, diseas• )flrt.a1n-

1ng tO old age and s1clrrutsses- occun1.ng 1n otber age groups 

greatly artect tbe de~and f :>r drugs . Thes e t aeton i n t urn 

depend upon such aeS)grapb1c tactors as the p~pulat1('n s i ze, 

1 ts growth rate, age and sex 41s ~r1but1on, acces s to P\lbl1c 
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Health Centres (P'ffCs ), dearee L"'ld trends or m-ban1 s ati :>n, levels 

of incoae and education. 

Ovinl to a nuaber ot tnctors, t he demand patt srn or dru1s 

1D a developed and in an unt1erdeYeloped oountry woul4 be 

difrerent. rhus, for instanee because or tbe dtfteranees ln 

Yalue systeas, lite in an affluent s octety may be 'tarred by 

sicknesses and eompl1cat!ons arising out ·':>f a r tse in t be 

inc14e~tce of abortions, Yaneral diseases, druc add! tion and 1n­

crea.'lad Y1olence. As a result the C:)lllt!J'n ailments tn s uch a 

s octety would be raore in the nat.ure of cardiovascular co•pl.1ea­

t1oD$, arthritis, respirat ory probless and cancer. ~xoess1ve 

r.ase ot drup also cause health hua:rt"J s in s ucb a soo1e ty. on 
tbe other band, a awajor1 ty or diseases 1D all age gr:Jups 1n a 

po~r country would be the direct outcoae ot a lack or proper 

and clean water sttpply, PGOI' gan1 tation, low level or education, 

1naccess ln111ty to public health centres but above all because 

or poverty and ~alnutritlon. The de~and ~att2rn ot druRS in 

such a o~untry would ~• aore in the nat ure ot ant1-1nrect1ve 

drugs 11ke broad an~ sedlu• apectru2 ant1b1otles, general 

antl-baeterial anttsept. tcs, cort1e.oro14s vith an t 1-1ntect1ve, 

Y1 tud.ns and het~at1nlos. Nat.aral caldi ties vb1cb are a gore 

frequent phenoftna 1n LDCs also a.Jd t t:eir share to tbe de•and 

tor druss as in t.be cue or rar~ines, and. eplde111cs. 

Public Health c ~nt.res all over t he world especially 

th~se in developed c~untr1es c ontribut e lar ~ely t~ tbe demand 

tor drugg . Developed countries s pend a large percentaye or 
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tbe1r GJIP oa the beal.tb care or t t e1r pe~ple, a go~ percent e 

or vhtcb is accounted tor tbe 4rup. Thus, t be total healt h 

care espeDd1ture as percentage of GNP s t ands at 8.? per cent 

tor West Gcr.-aoy (1973), ?.S per cent tor Sweden and tbe n. s. A. 

(1913), '1.1 per cent tor France (1972) , 6.S per cent for I taly 

(1911t>, and S.l per cent tor Switzerland (19?3) . !he C:-JJTes­

pondlng percentqes or expend! t w-e on etbtcal drugs t o total 

bealtb care espend1tare for these countries are 18.2 per cent 

tor Wes t Ger•ay, 9.9 per ceDt ror Svedell, 9. 3 per cent tor 

u.s . A., 13 per cent. tor FraDCe, 13.1 per cent for Italy and 

11.1 per eent tor Sv1tserlu4.1 ID addition, private expendi­

ture OD heal tb care • q be subs tant1al in advanced countries, 

tbough enough data are not aYallable to corroborate tb1a new. 

Co•pared to developed couatrlea, tbe eapendi ture on public 

healtb eare in LDCa 1a relat1Yely s:aaller. India tor 1ns tuee 

spends lese tban tvo per cent ot 1 ts pl~mned e%peDd1 ture on the 

heal tb care of 1 t.s people. 

;:eatyres on tbe supplY Si,dt 

Besear¢h • DeYelop!!at 

:rbe pbanaceut1cal 1D4WJ try rallks b1&h uong tbe research 

1nteDs1'Ve industries 1n tlle vorld. The research 1o tbls lndu.­

s try is characterised by lengthy and co•pllcated proeesses 

beeldea be1.ftl h1sbly risky and 1Dord1nately ezpens1Ye. l'bere 

1 Bani.e o. Jaes, The Future ot Mal t1nat1onal Pb&raa-
ceutleal Imlustry t.o 1990, !iev York, Halsted Pres a, 1971, 
Table 2.39 p.ll. 
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1-1 a ,general consensus in tbe 1D4ostry circles tbat on an 

average 1 t takas a a tudy ot 5'000 nev corapouads be tore one is 

touud sui table tor 11arllet1Dg. And. 1 t wnaally takes 1-11 )'ears 

before a nev 4ral reacbee tbe aarkettng phase. Synt ex•• ex­

perience vi tb !I aproxen, a DOD-boratal ant1-1nnu•ato17 agent 

is typical of dng research. The drt.ts wu firs= t researched 1n 

K.,. l96S end the acti~e eh~•tcal srntbea1ae4 1a February 1967. 

Dr .Tamauy 1968 lapozea vu recoanlsed aa a poteDtially use­

rut druc and a r\111 dnelopt~ent progra 1111 tt a ted. By J"uly 

1969, tbe drq vas round to be safe and el1Dical stu11es 1D 

patients were begun. Tbe product vu first •arketed 1n Mexico 

1D early 1913. Fro~~ 41scowry to •aneting 1 t took etaht ,-ears 

and it v• onl7 by the end ot 19'16 tbat the pro.1uct vu awall­

able 1e the a"oritJ' ot world •arketl. 

'The east. tn-.olved 1D tbe Yarious proceaaea ot drq 

1DnoYat1on rUD into eaoraous aotmts. Total vorld-v1de ez­

peadttan oa MD 1D the pbarwaceut1cal 1Ddwstry ror the tear 

19?3 is est1•at.ed at US t 1,200 to t 2 1 000 •1111oa, or1g1Dat-

1Dg •a1DlJ' lD tbe USA (t 1'i2 •lllloa), SW1 tz.rlan4 (t 338 

a1111oo) 1 PRO (. 308 111111on), France, tl.J:. t .Tapan, l etberlands, 

sweden an4 I tal,.. 2 About so,ooo sc1ent1st.s are currently 

engaged 1n tbe R&D depart..ats or drug co•pan1es tbe vorl4 

oYer. 

2 tJa1 ted Batlona, l!coa~lo Con1aa1oD for Sarooe, Market 
Trends tor Obew1cal Products 19?J-1S aDd Prospeets for 1980, 
1979, Vol.I, p. 209. 
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At ooapany level, arouad 1~ per cent or total cost ot a 

drq is •ad• up or MD expendl ture ( Table 2.11t.). Data relat­

ing to MD expeDditure as per cent of pre-tu profits of 20 

u.s. tins appear 1n Table 2.1. The tabla above that MD 

expenditure as percentqe or pre-tax profits rau1ea aD}'Wben 

rroe )lt-.1 per cent in tbe ease or Scbertng Plougb to aa hi gb 

as 15'9. 3 l)ar cent tor Hiles Labs. Tbe average MD ezpencll ture 

as per ce~tt ot pre-tax prott·ta tor these tins work out to be 

around 66 per cent. !base bt1ll spend1nas oo ThlD oaly stsntrtes 

rtns• ccmeem tor sun1Yal, tor their future earnings an4 

crovth depends beav11J' on t he success ot tbe1r research pro­

Jects. 3 A re•arkable correlation between tbe a alee and 1nnova­

t1oaal CODCeDtratlOJJ of fOU" lar.gest US f11'11B VU found OJ 

3 The 1Dvestuat 1D MD tor a aev clrua is spread owr 
several years. Tha eqaat:loD tberetore represents a atrea11 
ot d1soowitecl expeaditure vbich an ot"fset by tbe nault1D1 
stre .. ot discounted 1ncoae. The equation deter•laes the 
rate ot natuo yielded by tbe proJected a tn• or inYeatnnt 
and 1ncoaae. It this expected ret.ura is tt1sb 90•pared to tl'lat 
oallable tor otber investments, tbea tbe 1meatant 1a MD 
1a feasible. Tbe ronula tor tbla woQ].d be: 

c· 
l 

(1+1) 

c2 
+ (1+1)~. ••• 

'f 
+ - IH-1 + 

(l+t>'"'i 

y 
a+a • 0 where C • eos t ot reaearcb Y • De t 1Dcoee 

(1+1)11+. 

after associated ooBts, 1 • discount nte. The subscripts 
at.and ror yean. Tbe c• s baYe ne,atlve sips. The equation 
1a to be solYed tor 1, given the est1•ates of tbe C'a and 
Y•s. 

••• 
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;rpl!le 2.1:MD Bxpeaci1t.ve as Per CeDt or Pre-t.u Profits · ot 
18 u.s. Fins 1D 19?S 

-. - - --- - - ---- - - - -- - - - - - - - - - - - --sr. Cap&DJ' MD expodt t.ure as ,.rcen-
Ro. tqe ot pre-tax prctt1 t 

1. Abbot ?1.6 

2. Bater 60.4 

3. Bl'ia to1 tqer tta..~ 

... Zobuon a 3ohnsOD S3.2 

s. W.li-1117 ~.s 

6. MarCil A Co. ~.a. 

1. Monon Monnloh ?8.2 

B. HUu Labs 1S9.3 

9. Pftser S3.S 

10. 'RlobardaOD Merrell 69.0 

u. Bold.aa a.o.l 
12. SoberiJJg Ploap .1t-1 

13. Searle 69.8 

lt... hltb niM 82.3 

lS. Sqdbb t.9.8 

16. sptaz ..... 9 

17. tJpJobD U?.S 

11. wamer L.-ben a.s.a 

-------------------------------
gqgne : M.optad ta abr14«• t'OYJJ tros Banle n. Sues, Tile 

f .u.ture of 1hd t1aat.10Dal Pbanaoeutleal I ndas t17 
tlpto 1990, Table -..2, p.66. 
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Grabovsld. and Vemon. It The r esults are swned up 1D Table 2.2. 

'!'tbl! 2.2: Percentage or ltmoYatlonal Output ancl Total t hleal 
Sales Accounted tor bT Four Largest us l>rus tns 

-....... - .... - ~ .. ~ ........ - .. ~ -- .... - ~ ., ,. ... ---,., -..... -
Per1ocl Share ot 1nnOYa. Share ot total ethical 

Uonal output drq salea --------------------------------
19S7·1961 

1962-1966 

196?-1911 

26$ 

~.o 

26.1 

--------------------------------
Table 2.2 shows tbat barr1D1 tbe period 1967-71, tbe abare 

ot tour l•sest fins 1D 1Jmovat1oual output vbea COIIpare4 vith 

their share in tbe total drug sales u oaly sllghtly leas tor 
. ~ 

the period 19~7-61 and sUgbtly •ore tor tbe period 1962-66. 

The reason ror . tbe share ot lnnovatlonal output be1Dg blgber­

a.&.? par cent agalnst 26.1 per cent sban ot etbical. d.rug sales 

tor t be pel"lod 1961-?1 could be tbat tbe eoneentratton tn inno­

vatloaal output lead to a bold in t be •arket sbare ot aales 

only after a tia lag ot S to 10 years. It should also be noted 

bere t hat suecesstal M D prograu not onl7 belp nra lD •a1n­

te1D1ag tbe1r share 1n tbe t otal dru, sales, b11t in • any eases 

&D 1Jiprcweii8Jlt 1n t.be ettlcacy ot an enst1Dg dru1 81Jd/or 

.. Bery o. Orabonky and J'oba :.t. Vernon, " S tructural 
Etteots ot Reaulatton on Ianovation in tbe Ethical Drq Indu.-
atry" 1n Robert T. Muon and P. DaVid Quells (eds .) ~SIJ78 on 
Indus trial orcuisatiora in bonour of Joe s. Batn, cu. Mas a. 
Bellinger, pp. 181-20S. 
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a •~or breaJc-tbrougb 1ft tbe 1D'Yent1on of a ruN dng b1 tber to 

&ma.U.able also creates a large de•ud tor 1t. And thls Yel7 

oftea helps tbe eo~~pany •arket1ng the new drug to IIODopollse 

a larp sbare ot t.be •arket for tbat. drq. A naber ot exasples 

eaa be c1te4. Roelle's valiu ad Ubri011 when Darketed captur­

ed rupect.l'Yely itl per cent and llt per cent ot tbe total •vleet 

sales ot oral ataraet1cs. Kerok•a atarket.tng of IDdoola enabled 

ber to capture lt-2 per ceat ot Ant1artbrlt.1a •arket. ?arke 

Davis a4 Scbarlllg •t with a s1a1lar sueeesa vbeD tbeJ' sarkot­

ed 9eD4adrvl and Chlortrt•traa vblcb captured tor tbe• res­

~t1vely 24 ~r cent and 21 per cent ot Anti-hist..taes •arket. 

Sitl1l.arly LUlyt • All Darftn hold 30. B per cent sbare of 

Anal1e.slcs •anet, Merctk1 s Jna•ll j+ per cent tn tbe case ot 

psychos tlnlanta and Up john' s Orlaaae 31. per eeot in tbe total 

sales or oral b7PGilyeen1es.S 

fJ.lveza the tt• aDd costs 1nolwed 1D the 1nent1on or nev 

drup, it 1s obri.oa tbat oaly tbe large and ttnanclally sound 

drug tins attM'd to arsdertake the MD progr..-s .ad •arnt 

tbe resultlng DeW drugs tro• tt•e to t1n. ~able 2. 3 11ata 22 

aev ad1c11J8S .arkete4 durt.Dg 1910-?S. It can be seen tbat the 

credit ~or •U'ketln! aleoat all these drup goes to vell know 

transaatiooal dreg eo~~pcales. Altbougb DO aupportlDI data ls 

S U .1. Centre oa Tramanatlonal Cor~rattons ( CTC), TRCs 
and the Pbanaeeutlcal. Indutry, 1979, Arme&el, Table lS, 
ITP• 1.27-129. 
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1'!ble 2,3: lev nrugs Iatroduced Dvtn1 1970.7S 

-------------------------------Sr. Generic D- Trade •- Co•pany •o. -------------------------------
1. Adr1M7C1D J.drlblu t1Da Fan1tal1a 

2. Allode1111ae hoql BeecbM 

3. Becl011etaaoae Reeottcle Glaxo ... &IDS brOil &roDe Urieo-.u Labu 

s. Cetaleaine letlez Llll7 
Cepores Glao 
Larlzln Toyava 
Spcl f oyo .Tozo 

6. CetuollDe Cet-~lD ? uJisava 
7. Cl0Did1De Catapnsan Boehringer I . 
8. Clotrl ... ole centeD Bayer 
9. Pllll'a.le'P• Del•aae Roche 

10-. Levadopa + benseraslde Madopar nocbe 
u. Levadopa + carb1dopa Stae•t MSD 

12. Laruepa ,. .... ta Vyeth 

13. M1CODUOle · Daktarla Zanseea 
ll+. K1Doqcl1De M1Doc1D Lederle 
lS. lapJIOUD •aproaJD SJDtAZ 

16. Perbes111De Pedcl Merrel 
17. Piadolol Vlsloea Saclos 

18. Ptraeet• lfootrop11 tJCB 

19. Praupa Dentrln ~amer-Lubert 

20. 1-(2-TetrbJdrotar.rl) 
-S-Fluorouracll Futratl11 Ta1ho 

21. T1D1daao.le F aslUD Pt1aer 
22. V1ac.S.ne Pentao8111M Dawsl 

-------------------------------
S0\1EC!S UJI' Market Trends tor Cbeftical Products 1910.7~ and 

Prospects tor 19809 19189 Vol.I, P• 212. 
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&Yailable, tbe errort. ot ••aller coapanf.es are sald to be 

oentere4 arouad •aldns duplicate drugs v1tb alight Yar1at1ons 

thereupoo. 

It abould, however, be nat1ooe6 tbat the elaborate R&D 

propa- ua4ertakeft by large tim 1D no vq IU&rantaes tbo 

success, tbe ebanees ot vhtcb are 1D taet YeJT lov. Btsk le 

inbennt 1D tbe researeb for nev 4rtaiS. Tbe 4eellno in earn­

uas trOll olcler drugs and a failure to replace their earnlnp 

v1 tb a nov ot nev prod Gets bas beaa attributed t.o tbe erosion 

ot earninp ot Parke Da1• ad Salth Kline ia the u. s • .&. 1n the 

late 60• e. Tbe t1DaDC1al problen ot Parke Dn1s prt•arlly due 

to lack ot aew products ls wos t probably t-be reuOD for 1 ts 

•rcer with Wartter L•bert ln 1970. 'Pisons 1ll tbe U.K. appears 

to be reacbiDg a a1111lar at.qe. llftr 8o per cent or the 

c011pa!J7• • v.x. etbioal salea are deriY.S trott one product -

Cro~tol7D SocU.a, lauDCbed in 1968 aD4 the sales are lnelltnc 

ott ln tbe u.~. vitb oaly exports growina.6 

Two dUtereut explaraatioas are state forward to account 

tor tbo 4eo11Ding rate ot aew product 1Dtrodtlet1oas. Accol'4-

1ns to tbe first explaDatioa, tbe increased str1Dgenq or the 

regulatory coutrola b~ raised tbe coats a:nd r1sk1Deaa ot nov 

4rq lnnoYation. Aa a resalt or vblcb drug manuracturera bue 

been unable te •a1nta1n tbe pace ot 1nnoYat1ons that prevailed 

1D tbe 19SOs. .Aocoldtna to the sec0ft4 explanatto.ra, there bas 

6 Scrip, World Pbarwaceutioal 'Rewa, 29th March 191S. 



been a depletion or resaarcb opportunities c aused by t be r api d 

rate ot ilmovatious wblcb peaked 1o tbe l9SOs. The res ult i s 

a "lmovledp platefUl"; druat1c prosreea in the 1Dtrodact1on ot 

nev and ettleint d~p ls avected to require nev researeb 

break-throup at a tund-tal level. 7 

the fact that MD ot nev drap ia of crucial l•portance 

to·r pbar•aceutical tlras cao hardly be dtsputed. I t l s only t he 

saocua of BaD projects ¥b1c'b help tbe• to acquire pat.eto t or 

nev druss vbioh in ttli'D ensue a steady nov ot returns t or a 

nWiber or yean to o011e. It la &lao pertinent to note tbat a 

well uintalaed MD depart.HDt ls a prerequisite nen lt tbe 

tirms are to aurut - 1D the suiae ot a ne~ drus, a war1at1on ,. 

ot their O'Wrl or otber tin,&t drup. 1'be •a1Dter;aanoe ot a MD 

depart:aent uawaa further 1•portanee 1n tbe cue ot tine 

a arket1ug a narrow range ot pro:iucta. Tbus tor instance it 

fin A 1s der1 YlDg a large port loa ot 1 ta reYeDtJes troa t he 

sale ot Se:f eonoa colA c.trqs and 1t t1n B aoo1e..-u a break­

through 1D ctneleptaa an ettectt ve anti-cold drus, 1 t vot44 

larrely vipe out tbe sales revenues trOll co•on colct drugs ot 

fin A. 8 It aboul.d be noted beTe that. ira the pr3Cess, tin B 

would also .lose 1ta market. s bare, it BD7t ot co•on cold 

7 u.w., 1919, op.clt., p. 61. 

8 To ol t.e an analogous example, tbo market d.eaand t or 
drugs tor ep14a•ios like cholera, s eall pox and plague V()uld 
bave coUapsec! wttb the dt scove17 ot vaccines tor tbeBe 
ep1dnica and also b&eaase or 4r1 ve to vtpe out tbese cal a­
ad ties b7 international qenc1ee 11ke WHO. 
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drup. In th1a sense san ot new drugs cuts both w_,a. It 

could resul.t 1ft a loaa ot nwenuea troe older dntt:• and at the 

s- t1H would fetch tftsb rner:aues tro• nev drup. '!'b1s tear 

ot loss or earket tGr eatabllshed drags could be the reason 

beblad 118117 tins• aot W'tdertaklag research at the basic leYel. 

Furtber, even it a breall-tbrougb tn the developeent ot a new 

drttc is achieved aDd. patent aoqutrad, tbe production tor the 

sue •ar be del.red amtU a later date vbe1l tbe tmes taent 1D 

tbe uls t1Dg drus product10D ( whleb tb.e nev drug 1a. go-ln1 t() 

replaee) 1s recovered. 

Wbereaa there is DO gains 8J1D£ tbe faet that the •ain­

terumce G~ a MD cleparttleat is ot paraoant importance tor 

pharaaoeut1cal til'h, 1 t ls obYioaa, aa untioDed earlier, tbat 

ODlJ' the 181"88 t1rumciall7 Yiable t!rh CaD atford to ata1n t a1D thee. 

This al•ost a ~'PQl.slve need ot •a1Dta1!11oc tbe tuiD depart.ent 

1D"fo1YlDI t re11entloWJ eoste IIDd skiltttl planning is recognised 

as a potential barr1·er t o eDUy b7 nev tlra. Closely asao-

ciatecl v1 tb t be M D taetor is tbe lssu of patents ft!Ull Una 

out of 'MD. 

Patentp 

Patent rtgbt ts an esclu1•e authctrltJ' granted by a 

aovemeeut to tbe 1nyent or or a tuN macb1ae or proeesa. Tbe 

1overator in tb1a case resenea the pri v1lege tor a nWJber ot 

78ars, spae1t1e4 by tbe goyen•aot, to •alee, s ell and use bls 

inYenUon. He is ala() aut horised t or the 41aclosure ot his 
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1a~nt1on. The pocaesaion ot patent r1sbts, tbus, g1ve tbe 

owner a certain degree or aonopol7 pover. 

Patent rigbt are or vi tal iiiPOrtance 1n tbe case ot 

pbareaceuU.cal prod.uots and . • .,. oeCNr ln tbe tollovlog fofth t 

(a) Patents OD tbe COIIposl tlon of .Vatter; (b) Prooesa paten t s; 

(c) Product patents an<t 1.D SOlie couatnes u ln France; (4) 

AppUcatlon ot usase patants. 9 All tbe lea41DI drug tlras 

boe their patents regis terad in one or tbeM ror~~s either 

tn their bOlla country or in the host country where they operate. 

7be per1o4 for vh1cb pateDt rtabts are all.ovad di.rter trot~ 

cOQDtry to country. In the u.s.A. tor instance, tbls per1o4 

ia l? yean whereas 1t is OD17 1 years 1n India. During tb1s 

period the tlrss are expected to recoYer their RM> costs ln­

cnrred Oft tbe discoYery ot drq tor vhicb the patent bas been 

procund. I t is alleged that the drug tints often recoYer tbe1r 

FAD costs incvrred on the patented drugs in a muob aborter 

period than tbe one alloved tor tbe ucluslft right on tbe 

clnp. ?he e-ounter arguant put torvarcl by pbarc~acouttcal 

co•paniaa 1s tbat they tlSe tbe e arnlnp tros the successful 

patented drugs to subsidise their failures. OM 1ap11cat1on 

ot laqer periods ot patents 1a tbat it gives sutf 1c1ent t1• 

to t.be c011ptmy to es tabllsb the 4rog 1n tbe 11arke t, which is 

asuall7 sold under a bran4 naae. !he ~P&n.r holding this 

particular brand nae 1s 8\.lthorised to retain t..'11a nue atter 

9 u.w., .197~. op.cit., P• 31. 
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the 8Zp1J7 ot 1 ts patent. Sctaller tlnu in tbe f'1ra t plaee 

have aucb lesser producta to patent. ADd •oreover tbe lo7alt7 

to an estabUslled brand naae usuallJ n•alras v1 tb tbe Gl841cal 

pract1 tlonen long atter the patent on any particlllar drug bas 

ezpt red. All these are seen u deterrin& factors to entr.r b,r 

tbe nev entrants. 

Pnd.uetlon ot drllga caa be catecoriaecl into pbUIIaceY. 

tical ebe.tcala or bulk drQ88 and pbar.aceuttcal ~eparattous 

or ton~al.atlons. Pbaraaoeat1oal chalcala are the actl ve 

1ognd1ats or tonulat1oos. A4YIIl'JeeS 1D orge1e cbellist.l'J' 

have ndgeed to a larce uteat aa al.eost total depeDdncy on 

plants, aa1uaa1s and r.ttnerala ror raw •aterlala. !be pbaret~ 

ceut1c&l 1a4u.stry to-day usea, tn addition to the nataral 

materials, ayatbealze4 or sn1-S7fttbealzed che•1cals fro~~ 

natval.l7 oceurriDg products as we11 as eotaplet el7 synt hesized 

products as a basis tor produc1og actiwe ingredients. The 

production ot these 1ngnd1eDta require tb• senlces ot 

sc1ent1sta trained 1D organic syotbes1s and Chemical eng1neer-

1ag. ADd s1Dce 1ncreu1Dg econoaates ot •eale ulst 1a tbe1r 

product1on, the taCbn1cal knov-bov for producing pb~aceut1eal 

cbe•1oals aa t be acco•pauted b7 tbe ab111 tr to produce them 

ee~•1ca117. Tbe production or t or.ulatioos involve tbe 

pbyatcal production of a d.ru« iD 1 ta •arke ted fora 9 UCb U 
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1ngred1ut oupoW'ldtng and dis pers1on, granlllatloD and drying 

together witb tor•ttlat1on ia tbe tlDal rona - tablets, capsules , 

tnJectables, eupl)Os1t or1ea, liquids, oint.nta and creus. As 

is t.be cue w1 tb -pbanaceutical eb rd.cals, tbe pro~uctlon or 
ronalat10DS is also • equel.lT skill 1Dteos1•e process. At 

the ••• t111e the qW111 t7 control •eaaures involved tbeniD 

4"aod 8D additi-onal dasree ot sldll and sopbla t.toat ed equip. 

ments. Most eountnes 1utst beawUy on qua11t7 control 

:Masures because of the st•ple tact tbat drugs -posses• Ute 

saving therapeutic values and any nODcoapliance to qual1 ty 

st&Ddard v~d lead to anere bealtb buards. Tbe requtn~~ent 

or •atntatning qual.tty CODt-rol •uures al'e spe for s•all as 

veU u big fins. But bigger f1rtas by virtue ot their large 

sales can better attord. to •atob tbe expenc11ture on qu.allty 

C()Dtrol •euurea, than tbe s•all sized fins. Tbe expend! t un 

OD quality control •easures are t1Xe4 overhead costs vbt eh tenel 

to deCline wltb tbe increase 1D sales. Tbe sopb1at1oeted 

teelmolo§ iDYOlYed 1rt druc production and 1 ta qaali ty control 

eill tor a large supply ot tra1ned ~aaopover. fJnly count ries 

v1 t.h an establlshe4 tiDe chemicals 1ftdust.ry and v1 tb relevant 

fol'lll ot tra1D1ag ot ita •anpowar can take care or various 

a t.ases Gt pb.araaeeut1cals production. 

Concentration in Production 

! he data OD global protiUOtiOD ot pharataceuttcals ShOV 

that th~ developed countries account tor a •&lor share in 1t. 



A rece11t atudT by URIDO estimated tbe total production of 

pbar•aceut1eals in 1980 at • 83,S30 e11Uou. Tbe dnelopecl 

countries in this bad a ab~r - 73,970 eUUou (89 per cent) 

and deYelopirlg coatl1.ea, t 91 560 •Ul1oD (U per cent). Mons 

tbe deYeloped c.ouotr1ea, the Uotted s tat es aloae accounted tor 

t 19,600 •11Uoa (22 per eent) vortb ot -pi'Oduot1on, H•tem 

'!uropa tar 'I 27•ltlt.o !dlllOD ( 33 per cent>. ~astern Europe tor 

I 15,960 llilltoD (19 per cent) an4 the rest tor t U 1 910 •1111on 

( 1a. per cent). ID tbe denlop1n« re11cm, the sbare ot Asia 

(axeludiDI China) is put at t 4 1 690 •1111on (6 per cent), Latln 

Aarlca• a t 4,1t0o 11Ullon ($ per cent) and Atrtca• a t 410 

111111cm (lAss tban 1 per cent).10 ·Tbese d.ata shov that aroun4 

90 per eent ot rlobal. pro~uctton ot pban~aceat1cals or1 lnates 

1n the developed cotmtrles. 1'be lead1Ds drug transnational 

corporatlona oasad 1n these countries account. ror a •aJor .share 

of pbe.rwaceuticals production tllere1n. But tbe latest &Ya11-

a1)le data in tb1s regard. pertains to 1971t. ! able 2.4 displays 

the degree ot concentration in pbarmaceut1cals production in 

1970 and 1974. Tbe table above that in 1970 out ot e total ot 

~ 18.-633 111111oft vorth of pharmaceutlcal sales in developed 

•arket econOIIiu, tbe first 10 leadi.rlg t1Ns accotmt ed tor a 

share or 27 per cent ct 4,987 ~111on), 2{) leading rtraa 

accounted tor a sbare or 42 per cent {t 7,748 •1111on) an4 tbe 

10 tniiOO, Olobal Study ot th Pbanaceutical I n4u try, 
1980. 
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? able 2·.a.: Coaeeatratioa ot Pbanacetat1cala Prodt~ctloD : 
1910 and 191a. 

.. -...... ,. ---- .......... -.. ._ .. --.... --~ -~ ~ ..... ---
Parttoulan 

rotal sales o~ 
deweloped warket 
econold.u 

Sales ot ls t 10 
lectaa tlns 

Sales ot 2n4 10 
leadlDI tins 

Salea ot 3J'd 10 
lea41Dg fins 

1910 lC)?I. 

---~~--~-----~---Sales 

18,633 

Percen­
tage 

100 

8 

--------~--------Sales 

3,121 

Peroen­
t.age 

100 

28 

1~ 

9 

-------------------------------
SOWS!: tniiOO, Tbe Orovth of tbe Pbanaceutlcal lDdaatry ln 

DeYelop1DI COUDtrles 1 Probleu ll Proposals t Table 3t 
p. 8. 

30 leldlDg fins accounted tor a share or SO per cent (f 9,2t.9 

•11Uon). 

ID 1<)1lf. t he1? respective sbare stood at 28 per cent 

<t 9,a.98 atlUon), lt-3 per cent (t llt,5'61 •Ulloo) and ~2 per 

oent <• 17,682 111ll1on). 01vea these trends, lt ls unlikely 

that nch cbans• could hoe occurred 1D their share or pbana­

ceuttoal sales i n tbe recent past. 

A potnt worth nottog recardtng the CODcentrat1on or 
pbanaeeat1cala product1oa is the dold.Dance o~ u.s. tir•s to 

tba group ot tins clo111Dat1ng the vorl4 pha.:Naceat.1cels market. 
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Table 2.S lists top nineteen 1ot emat i Gnal. -pbanaoeutteal 

t able 2.SJ Top lU.D8t.Ha I nternat ional Pbaraaceut1cal Coapanles 
Ranked 1a TeJ'.U ot Sale i D 1918 

-------------------------------s.so. Ca paDJ' Coatly 8 ales t.JS •·t -------------------------------
1. P...oeebat West GenaDT 2,200 

2. BtW'er West Ger s &DT 1,890 

3. Roobe svtaa 1,380 

.... Merck A co. a.s. 1,3SS 

5'. Ctba-GeiQ' Sv1aa 1,3SS 
6. Allericaa Boae Pr. u.s. 1,219 

1. Saod.oa Sw1u 1,242 

8. , Pt1ser u.s. 1,193 

9. Ell LUly u.s. 1,063 

10. BGellrlftaer t upetD Wut Cenaay 1,027 

u •. Wame.r t.ubert o..s. 911 

12. Rboae-Pouloc France 9cYI 

13. Upjobn u.s. 8~9 

1 ... Brts tol-Myen u.s. 74S 

lS. Squibb u.s. 723 

16. soner1Dc Plougb !J. S. 690 

1?. seth ntae u.s •. 6?1 

18. Gl.uo U.K. 610 

19. Baecb• tJ.K .. 63S -------------------------------~~ ~~ -- - -- - - - -- - - - - - - - --- - - - - - - - - - - -Soarce: SOii.p, World Pbareaoeut1cal Revs, Boveraber :'J4, 1919. 



c~aies raDked in teras ot sales ln 19'18. Out ot tbe 19 

co•pan1es u many as 10 are dow1c1led in u.s., 3 each ln est 

GertaaDT an4 SW1 tzerlaD4, 2 in u.r. and 1 in l'rance. rheeae 19 

coi<lpanies senerated total sales vOJ-tb - 2o,sss •1llloa 1o 19?8. 

ID this tbe o.s. based co•pan1es alone ba4 a share or 46 per 

ce~t <• 9,549 1J11110D). They vere tolloved by 3 coatpan1es tro• 

West Genau7, vb~cb aceotmtec! tor 2~ per eeot share (- S,ll? 

•UUOD) 1 3 c011paniea tro• Switzerland Which aceocmted tor 19 

per cent abare (t 3.911 111ll1on), 2 tJ.K. coapanles vbleh 

accounted tor 6 per cent abare (t l 1 30S r~Ullon) and finally 

1 ca.oaDy trot~ France vb.tcb ace.,unted tor ~ per cent ah are 

(1 9fl1 •1111on). 

AD 1raportant reat.ure related to the larce sales volumes 

ot dru1 tlrras is t~at a saJor portion ot it 1s 1enerated abroad. 

!able 2.6 sbova tbe peraentqe share or fore1en sales to total 

sales or tltty traasnattonal drus ~pantea. 

Table 2.6 shows tbat the sban or roreign sales to total 

sales ranged upto 29 per cent tor eight tiras, 30.~<) per cent 

tor tveDtJ' seven fins, 60.89 per cent for twelve tins aDd 90 

per cent and abo•e tor three tiru. Out ot e1cbt tins bavtDa 

a relatively lov abare or tbetr total sales abroad, 6 are 

J"apaneae an4 2 AMr1can. The reuoa tor Japanae and American 

t1ns ( wl tb t.be ezceptloa of P t1 zer) baYing low to reign sales 

1s tbat tbey bave a large 1nteroa1 •arket to oater to. 

European t1rars on tbe vbole account tor sore than SO per cent 



Table 2.6: Percentqe Sbare ot Fore1p Sales to Total Sales 
ot SO DrLll TRCa 111 1917 

.. -._, ........... ~ .. -- .. ~----- .... ~ ............... . 
Penentace sbee ot torelp Suber of 
sales to total aalea eo~~PaD1ea -------------------------------
Upto 29 

30- S9 

60- 89 

90 a ao•• 

8 

21 

12 

3 

-------------------------------
Total so 
-------------------------------
Spure: Der1Yed tr011 Table 6 ot Acmexure I ot UJI niCs and 

tbe Pbarsaceutlcal IDdutry, 1979• p. 113. 

or their sales abi'Oad. Sw1ss tlnts aoeotmt tor tbe bipes t, 

around 9S per cent of tbeir total salea abNed. 

A large proportion ot toreip sales to total aalee caq 

1•ply t:bat. drug TICs accowtt tor a aaJor portion ot 4011est1c 

sales or <!J'Ugs ot bos t eountr1es where the;r operate. !bls 

aee11s to be the ease. Tbus tor 1nst.nce in 1915' these ~ 

paDlea accounted tor 100 per eent sbare in tbe proc1uction of 

ct.ru,1s in 881d1 Arabia. 9'1 per cent 1D N1&er1a, 88 per cent 1D 

Voenela, 8S per cent 1n Brazil, 7'5 per cent 1n IDd!a, 60 

per eeat 1n !J.K., ~0 t:Mtr eeut 1D Swe4en, t.S per cent 1D !~ranee 

and 35" per oeat ln the 'Pd.ral Jlepu~lto or Oenar.y. A large 

nuaber ot s•aller tin~ accOUDt. tor rest or tbe percentage 
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share or sales in 1108t or tbese countries. ll 

So rar ve hue analysed the concent ration ot 9berataceut1-

cala production at a a~aoro level. Tbe coneeotratlon vi thin tbe 

ttaJor di'UJ groups at ton\ll.atlons ls no lesa spectacular. Thus 

tor 1nateoe, 1D 19?3, 1t took ODly tvo nns ( Nerck (S2.2 per 

ce~tt) and GelD' (26.6 per ceat)i to accOUDt tor 1~. ~ ~r eent 

ot tbe total supply or aot1artbr1t1es, two t'lr11s ( UpJobn (42.1 

per cent- ) 4 Pfiaer ,(Roenas (28 per eent) to account tor 10,1 

per cent or tbe total supply of oral bypoglycu1es1 two tina 

( Marek ( 36.1 per cent) a Oela (25'.6 per cent) to account tor 

61.1 per ceat of tbe total sales ot psyebost1sulants, three 

tlnws {I.tll,. ( 32 •. 3 per cut), J'obnson & J'o1m90D (13.1 per cent) 

4 W1Dtllrop (11.1 per eeot) to aeeount for S6.S per cent of tbe 

total aales ot aualpslcs, ODe tln (Roche) to accodftt to-r SS 

per cent of the total sales or oral at.araot1cs, aD4 finally 

two t1ru (Sehering (28.6 per cent) and Parlee Davia (21t.3 per 

cent) to aeooWlt tor S2.9 per cent. or tbe t~tal sales ot 

aatlb1st .. tnea.12 

Cottcentrat lon data wltb resa.N t o t he produot1cm of bu.lk 

drags 1s scaroe. Bove-.er, tbe a•al~le data t browa e011e 

ltgbt on tbe de«ree or its ctoneeatrattoft. !bus ln 191S, s011e 

6SO bulk 88Ciic1nal ctut.lcal.s were ttanufact ure4 1n tbe u.s . .. \. 

11 u.m •• 1979, op.ctt., .&m~ex.I, Table 1~, p.US. 

12 u.w., 1919, op.cit., AnDez.I9 Table 14 , p.12S. 
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of · Ud.s total, nearlJ' SOO vere awallable tros a sin11e aoarce. 

Ascorbic acid ( Yl tuln C) 1a cloaage ton 1s s\:lppl1e4 bT 110re 

tban 100 t1rms but the entire outp~t or Vitamin c itself ts 

prochtced 'by Merck, Pttur and !fotr•an-LeRoohe. .AgalD, tbe 

sole •aautaoturer ot the actlYe smiut ot reserpine products 

1s s.B. Peniek, thougn the products are •applied. by at least 

60 suppllen. Sucb a s1 taat1on ot biab concaent.ration ot b~k 

dru1s caa · lead. 1 ts producers a stroaa pos1 t 10D vl th r egard 

to their sell1ar pollc1es.13 

Before ve -,rooeed turtber son oo•ents on the nature ot 

pbaraaoeut1cal 1114WJt.17 are called tor. One ot tbe 1•portaot 

vaya ot d1s tillgu1stl1Dg a capet1 t1"e indus t17 troll 110nopoly 
I 

or oUcopolJ' ls to go by ita ratios of concentration. This 

C1'1tdi.oa enables us to treat the pllanaeeut1cal 1a4ustry as 

oUgopolis tic. Bee•s• we bue seen 1D the toreaolnc tbat 

tb1rt.y l'JICs account tor balt of tbe total sales ot pbar-.. 

eeat-lcals 1D the dewelopecl aarbt econotdea. And at the same 

tt•• a larp propor-tion or total sales ot pbanaceutlcals in 

tbe dneloptnr cowtt.rlea ls alao a~oW'Jted tor by the qfti­

lta~es or tbese TICs, the re•aioder be1og aened ~ a ~arge 

nuber ot local f1r••· However, it. •bould ,be borne 1n fllD<t 

that an ol1sopol1st1o 1tldustJ7 ta one vbicb is do81nate4 by 

(a) a tev producers, (b) 1 ts protiuc-t st1x 1s narNV; 1 t turns 

oat oore or less bosogenaous ~rodact, ditterenttated by usual 
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eees, and ( «!) tbe de ree ot interdependence a!SOng nrodueers 

is very bigb. It ve a pply tbis cr1 terioD t o pbar.aeeutical 

industry ve tlnd t hat tbe indus try may not quality to ha•e an 

o11gopol1st1c s t atu. hen it thla industry ts d0111nated by a 

rev l'BCs, tbe rene• or ~rodaots turned out by the i ndustry 18 

eztnaely vide. Moreover, atost ot tbese pr-oducts are disease. 

spee1.1"1e v1 th tbe result that the erose elut tcl ty or de~~ and 

between any pair ot drugs 1a t7'P1cally low or zero. Tb!s 

peetlli.ar1 ty rorcea us to believe that 1 t •akes ao econo•1o 

sense to describe tbe pbanaacelilt1cals u an int egrated entity. 

It 1n tact consists ot a aet ot stilb-rlarkets se111entad b7 tbe 

disease spec1t1e1t.y. Because Qr t hts tactor dlttere:tt produc. 

trag tins sight u vell t•nd to carve out. a place for tbeL 

sel Vee lllh1cb iaparts tbe• a Yil"t.l.lal IIODopoly • l t. is qui t.e 

poastble t bat interest ot dltterent tiNs operate 1n such a 

eanner that tbey end up 1n capturing post t1ons in the ~eket 

where tbey take care not to 11ake inroads int o eacb others 

d oaa1n. Zbls hypothesis ot sub-a.arkets partaJd.ag the char acter 

of monopoly ratber than oligopoly vas tested by ua v l tb the 

help ot •atrtx coata1aio< tbe row Yeotor s or drugs and tbe 

colwan ftotors ot prod.tilc1n« fires. Tbe data pertained to 41, 

•ataly ton1p drus eoepaD1es o perat ing in India, producing 

102 ditfereot drup aDd baY1Dg S.O per cent or t otal aaarket abare 

ot sales or tormulat1ona. Tbe 102 drugs are c at.egorised under 

lS broad heads as tollovs. Drugs pertaining to ( A) 111•ent ary 

syatee, ( B) Cardio-vascular drt.~gs, ( C) Cent r al nenollS systetl, 
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(D) ~uscW.o-.skeletel disorders, ( I ) Bonones, (P ) ~en1to 

uriaar.r aystee, ( G) Iutect1ons and 1ntes tat1ons, (H) Nnt rt­

ttoa, (I) Skin, (J') Metabo.l1all, (K) Surgical, (L) Aller~t1 c 

disorders, (H) D1qnoat1o and clinical chell1st.ry rer;anta , ( Ni 

cancer clrugs antS ( 0) Respirat ory ays taw. Table 2. 'I containing 

t be required data appears 1D fol4e4 ton~ at tbe back or t be 

~ bests. Tables 2.9 through 2.10 are baaed on tb1s table. Tbese 

t ables reYeal s•veral intern ttng teaturaa about •arke t s trac­

ture ot drugs. 

'!be bor1nntal r-eadl.Dg ot -~able 2.8 abova t hat w1 tb the 

exception .ot ooe rtn, the •inieWI tnaaber or products ;>roduce4 

by finn are 4 884 11ul•a are 20. The table turtber s u< es ts 

t hat tiOSt ot these ftna ha.Ye prodt.u:t re!'ge bet .,.;een 6 aDtl 10. 

'!'able 2. 9 sboving tbe trequeocy 41s tribut1on ot product range 

and the Duber or finis produe1Dg ttle• shOW$ tbat u many as 

20 i.e., nearly $0 per cot or the total or a..1 tins tall ta 

this sodal group or 6-10 4Ngs ranse. ot t be rna1ra1ng 21 

ttn~a, lt. ba~e produet range between 1 to 5', a. butween 11-15' 

end only 3 tirtiS are prod..ac1Dg drtJB• Duberlng above 1;. 
The vertical readinl ot ?able 2.1 inc11cates tbat •\ll t1-

purpoae arugs sucb as ant 1b1ot1cs, analgea1cs and vitains 

tall1ng respectively UDder the beaiing-s or 1nf'ect1ou and 

1ntestat10Ds, cardio-vascular cSNgs, and nut ritlllDs are pro­

d~ced 1D a CO!I;»et 1t1Ye fashion by a large mmber o.t undertak­

ings. :n.u2$ tor tnst ance there are 21 tins produci ng u tt­

b1ot1ca, 20 r1r.s proclcac1D8 anatres1ca ad 16 tir•a producinl 



---- --- --..... --- ----- ----- -- -- ----Product tim Pins ---- ---- -- ----- ------ ------ .. -.. --
1 Pro4uet fin 0 

2 • " 1 

3 • • 0 

a. " • 8 
5 • • s 
6 • • 2 

1 • • s 
a ~ • 1 

9 " • .. 
10 • • 8 

11 • • 1 

12 • • 2 

13 " • 0 

lit. tt .. 1 

1S • • () 

16 • • 0 

17 • It 0 

18 •• .. 2 

19 .. " 0 

20 • • 1 -- -· --- -- -- ----- -- -- ------ --- --- -
Total ltl -- -- --------- ---- -- -- -- -- --- ----

§S!UJ'C8J Table 
2. "'· 
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TMle 2.9: Frequency 'Distnbuttoa ot Product Rep and 
t he Iuber ot ins ProduciDI th .. 

---Product. Rase No, ot f1ra ------
1- s 
'- 10 

u -lS 
16- 20 

llt. 

20 

t. 

3 

---

...................... ____________ ,.._ ____ .._ __ ., __ 
Total 1+1 

Source: Table 2,8. 

"j 
Yi toiras. 3 Gt tbe s pecltic dnp aueb as aat1 tt\1'0143, orr-
toeica and carc1noge1ca falling respeetively under Henones, 

cent to urinary sy~te•, an4 SDt1-eaneer Clruga are being produc­

ed in a mODO polls t ic fashtoa. 

Colora (a) 1D r~le 2.10 ah~w tbe nwabcr or drugs and 

Column ( })) tbe noaber ot t1ru pro4uc1Dc these drurs. ThWJ 

oat or 102 drugs, ~8 i.e., nearly $0 :par cent or the dru«S 

an produced bf a!n«].e tins 1a the suse that tbere 1s only 

one f'lr~~ produc1Ds tbe $pee1t1ecl product and than are ItS s\ICb 

prod.ucts, Si.Uarl7 1n the case ot 11 drugs tbere are tvo 

t1ru tor &acb ot tbe product. I\ sb.JW.d1 however, also be 

noted tr011 Colu~ (c) tbat t.bere are rtras vb1cb haft riOnopoly 

and duopoly hold in 110re than one product. Thus '+-8 and 11 
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Iablt 2,lO: Tdle SbovlD& Ule Vuber or Products eel the 
Produen thereof 

--~~-~~~~-~~-~---~-~-~~---~-~--wo. ot produta Total Bo.of pro. lo. or tires 
dueen tor tbe produclns drup 
cln_ga 1D ( a) la (a) 

(a) (b) (e) 

-------------------------------
lt8 1 2'1 

11 2 21 

6 3 1) 

8 .. 22 

s s 17 

1 6 6 

1 ' 29 

2 8 1 .. 

2 9 16 

2 lG 18 

1 12 12 

1 16 16 

1 20 20 

1 21 21 

Total 102 .......... .,.,., .......... --.- ............. -- ...... ... 
SGVMI Table 2 • 7 • 
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4rq-a an produeed b~ respect1Yeq 27 an4 21 fiRs. 1'h1s means 

tbat 21 fiNS (Ita lliDU 27) 1D the ,roup o! a.B d.J'UIS b&Ye 

.oaopolJ' bold in aon than OJ»e drug and 13 tins (17 s 2 • 21) 

ln tbe group ot 17 drugu haft duopoly bold in •ore tban one 
... 

dna. A cletalle<l. eatr1z d1apl¢og t bese 48 drugs vi tb their 

27 producers; 17 VQIS vitb tbeir 21 produ.cers and also 6 

pro4ueta witb their 13 producers Qpear 8D appendi& or thla 

ebapter ( Tables 2.U - · 2.13). These ••trices specify the di'Gp 

1D which tbe f1NS bave eonopoly, duopol.y or oligopoly holds. 

AD 1•po.rtant poiot tbat sboQ1.4 be noted 1n Table 2.10 

is reaard1nl tbe prodaet1-on of dnp by a nasber ot t1na at 

the ca.pet1t1Ye level. We aota that a large oaber ot fins 

are ea.cqecl 1o t.be pro.ductloo or tnl t1 purpos e d.I'Uft& like entt­

btotia aDd Yitatu. The-se two cat.egoriu ot drup oon2t1tute 

are tban oae-fovth ot the total •arket sales ot drqgs 1ft our 

couat17. our obsenat.ioaa 1nd1eat.e tbat eacb co•pany t ries to 

atODOpollse one or tvo prodQota . ~ also sbarea tbe ea.J"ket. in 

tlle case ot rw produets to all ol1gopo11st1c or co•pet! t lYe 

tub10D. 7be firms are sot1Yated to 4o th1• by tbe att raction 

ot b1&b per UD1t profit. •arpas. But tbe druBs pr·oduced 1D 

tb1a seJ~~Ut. are larsely disease speeif1o an~ tbua baYe a 

oarrov base. 'lbe aales trn tbese drup canftOt be ot large 

slu and aay not be large enoqb to ensure tiDanctal riab111ty 

Gf cotu!en.ed co.panies. 'rbis eons1derat1on betng extrenly 
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1aportarat forces these COil;»anles to eater 1n the segtaent of 

•erket where •ultlpurpose drugs like vttalllns and antibiotics 

are produced. ! bough tbe nWiber or t1rms in this segment of 

fl&rket nz., antibiotics and vi ta111Ds is large, one cannot 

burri.U7 coDclude tbat the earket for this epent 1s eo~~pet1-

t1ve. As a •atter Of taet IIOSt ot tbese anll t1purl)Ose -producers 

ot v1t..tas and ant1b1ot1es differentiate their products by 

their brand nase and trade •arks. The crowding ot many pro­

ducers in this sepent is reallT d\le to tbe tact that each · 

producer is 1Dtereated 1D capt.urlDs aD4 ret aining its ovn share 

in the •arut. ! he reuOD tor t.hls 1s that tbe •arket 1s truly 

extensive and crow1ns and any stake lo tbl1 ls Ukely to impart 

financial stability ·needed tor r1sk-taldq 1D other specific 

4nacs u Ulustrate4 uove. 

Givu the toresoiDc es•ple and our earlier diacua1oD 

on tbe worl4v1cle concentratiOD of certain categories ot drugs 

ve can see tbat tbe actual nature or c~petittoD and concentra­

tion vould 41fter rrota one slib-•erket to anotbe r 9Ub-alarket 

depen41Ds oa sueb factors as tbe do•1Darace ot patented products, 

t be t•portance ot brand n•es, etc. GlveD this b1gb degree ot 

concentratlOD v1 tbin eacb group l:tut also taking into account 

t he concept ot sub-•arkets tbe industry can only loosely be 

desert bed as ol1ropol1s tic vi th leading rtru possesst.Dg aub­

stant1al •arket power. 



Iwpllcatton!9 ot CODcentratton 

A direct 1•pl1catioD or conceotratioa 1n an 1mtustry is 

that 1t renders prloe competition 1nettect1Ye. 1he endeavour 

or tins engaged 1D sucb an i.DdWJtry ls to co•pete tbroqb 

product or PM*>t10ftal COffpetltion rather tban price eowpet1-

t1oa. ?be rationale beblad &Yotd1ng price COflpe t1 tion 19 tbat 

in tbe long run the potential riYal not. necessarily a new 

entrant is likely t.o prodl.lCe a like product and undersell it. 

This strateu on the part or t.be r1 val baeked u 1 t is by a 

s troD& proaotional network is d.itttoul t to repulse. It., there­

ton, bec0110s necessary to avoid competition tbrou.ah price 

right troa tbe beg1DD1Jlg so that •arket is presenecl for 1t­

selt ror muy years to c011e. 

In tbe case ot pb&rffaceutlcals, coepet1 tioo tbrougb 

pl'ioe beeocea redUDClent oo tbree a:Jd1t1onal grounds. First, 

tbe postulates ot price theory tbat !-he pi'Oltucts ~;ellinc at 

lower price V.lUld capture 'tbe sarket and tetob bigber qgre­

cat e returaa are 1oappl1cable ln tbe case or drop tbe dellan4 

tor Vhicb is larply price tnelas tle. secondly, once a coll­

peny bas succeeded, v1 t.b tbe help ot 1 ts aiverttstna caapa11f19, 

in :a eking tbe u41cal pract1 t1oners loyal to 1 t s brand. names, 

tbe sales voluaae or its prod.acts 1& ueure4 vbetber tbe prices 

are biab or lov. Thirdly, Yary otten collus1Ye oligopoly 

occurs between tbe t1r•s. Dur1JJ8 the KetauYer hoar1Dgs 1ft the 

u. s .A., M111tarr Medical Supply Agene,r narrated an interesting 

case ot collus1Ye oligopoly. The Agency :aade firs t purchase 



9S 

ot Tetracycl.1ns 1n 195'6 fl 11 cents a capsllle. The sua price vas 

cbar1ed tor Auromycta - an earl1er bro8d apectru~ ant1b1ot1cs. 

W1tb1D a tev .antbs the price ot Tet~ae,rcline vas raised to 

17 ceDts per capsule. Tbe price rn&lned. at thts level ro·r t wo 

,.ears, 1rrespeet1Ye ot the Yolue pui'Cbased fro• tbe five 

dittereu't sellers. All ot a sudden in J'une 195"9, there vas a 

brief tall to 1~ cents a capaule but sooD tbe price vas resort­

eel to 11 cents a capsule. '!'bere vas a re•arkable un1tortt1 ty 

•••n ·wbea tbe chops 1D price oeCt.Jrre4. A<Sa1ral Kn1clrerbrooker, 

the then 1acllar1e ot purchases, statetl tbat "on a nat~ber ot 

procurements, •ore t ban one a.appller 1D1 t1ally ottere4 tbe 

14eDt1eal low pr1ca. 7urtbenore, ••• wben one s up\lller vas 

lov, others oa.e in at higher but 1dent1aal prices 1.e., either 

the spec1t1c prices ottered vere the salle - or tbey beoae 

14eatical when tbe pro•pt payment discount vas applted."l .. 

Tbeoreticlll~, price competition at a s~aller leYel ~~ 

occur lD tbe case ot drugs wb<»se pateota baYe expired. Tb1s 

exp1J7 or patents Gt establlsbecl drugs •• 'brt.Dg 111 nev tina 

1Dto 1 ts production l1De.1S It does not require ~n1cb ettort 

on the part or tbese aev entrants to aanutacture the duplicates. 

14 u.s. Seaate Coaittee oa tbe J'td1c1ary Sub-Conittee 
on ADt1-Truat and Monopol~, 19601 '?.conoa1c Concentrat10D 
Beartnss, p. 291. 

lS It is bovewer, equaU7 possible that the same dnt! vas 
also duplicated v1 tb sUpt variations nen betore the expiry 
ot 1 ts patent. 
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ADd slue tbe 4rac 1s already establ1sbed1 its sales apprcr.al 

la also easter to obtain fro• tbe loeal drug authorit ies. 

MoreoYer, s1Dce no additional ade1D1stratlve o•erbeada and R&D 

expeDdit.ures are 1DYalved, tbe drag cao be • arketed at a 

cbeaper prlee. Ybis vould be particularly true ot scaaller 
' tins tbat re•aiD content vitb a nlat1Yel7 ~•aller sbare of 

the :tarket ad do not spend •ucb on tbe pro•otlonal eupa1gns. 

The bigger t1!'\19 on tbe otber ba~ •ake elaborate coat/benet! t 

analysis o.rore entei'1Dg into a particular •arket and also spend 

considerable uount oo tbe1r pro.otioual cupalpa. But although 

1 t ia po~slble t.bat tbe nev t1r•s could euter lJJto tbe proouc­

tloD line ot drup whose patent.s haft expired, there are cues 

vb1eb 1Dd1cate tbat tbe tir•s wbose patents oD s pec11'1c <lrup 

bave exp1re4, try t.o 41scGUJ'qe entry ot nev rtr•.s tnt o tbe1r 

prochaotion line. For 1nsteoe1 tbe patent ot cblorpro•artne 

wbicb vas beld by Sld.tb 111ne exptnd 1D 19?<l. In aa apparent 

b14 to d19courace entry, tbe c·o•pamy cut t ts price tn tbe s ue 

year by about 2S per cent. The res dl t vas, vt tb tbe escept1on 

of ~yetb vbicb entered lat.e in 1972, none or other two eajor 

f1r.s - Parke Davis and usv ba4 entered the !larket before 

1913.16 ADd their salea 1n that yaar vere relat1Yely s•aller 

( Table 2.1S). 

In tbe absence of any appreciable price c~pet1t1on, the 

16 DaY14 Scbvartuu, Innovations in tbe Pbart~aceut1cal 
Iod\18try, Baltt•ore. Maryl&Dd., The J'obns Hopkins Un1v. ?resa, 
1916, p. 287. 
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axe fall• on ibe proaot1onal strateaies ot tbe tires. Perhaps 

1D no otber 1D4us tJT the ad•ertlalDc caapalgns are so tntense, 

el~rate aD~ expens1 ve as they are in the case ot pbarrta­

cegt1eals. Morecwer, adYertlslng to tb19 1ndwttl7 dtttera 

trOll the rest on tvo raore accouata. First, the aaed1c1nea 

(except tor tbe propr1etory drap) by lav cannot be advertised 

to ttA general publ1e. Second, the role or .. 41cal represent&. 

t1Yes - an latenen1ng link betveen tbe rim and the pbystclans 

is or erucial. t•portance for tbe f"oner and at tbe sue tl•e ot 

a tecbnioal nature. Out ot all tbe eetbods ot pro•ot1onal 

tecbn1ques suob as at!vert1se•eat tbrou.gb 11 terature sent by 

post or 41atrlbuted b7 btmd, tree s•ples, slide •hova, advertise. 

•ents in tba medical Joarna1a, tbe role or ~dtcal representa­

tlYH is recop1sed as or parat10unt. leportanee esl)ecially vhen 
\ 

a new drug 1s to be pr0110ted. 

! able 2.14 4e,1cts a standard breakdova ot a Pb&rma-

·Ce'lt.icel •uutacturerts sales dollar. It can be seen tbat ex­

penditure UDder the bea41DI •Ad-.ert1s1DI a sctentlttc 1ntona­

t1ora• ccmstltutea 20 per cent or expenditure on a dollar worth 

or sales. Tbe expenditure tmder this bead ranks second b1gbest 

atter ez~nd1 ta~re oD production and qual1 ty control. 

There are several interesting features assoeiated vttb 

the pro.ottonal c•pa1£DS and the expenditures thereupon bT 

c!ru1 rtns. Tbese are suned Ul' tn Table 2.1S and exl)lained 

below. 



'Table 2.l't: Standard Breakdova or a Matmraeture• .. !>ollar 
Worth or Sales 

- - - ~ - - ~ - - ~ - - ~ ~ ~ - -- -~ - - - ~ ~ ~ - ~ ~ - - -Putic.alan Cost co•pos1t1cm 

------------
Production a qualit,r control 

Adverttstnr a sc1ent1t1c tntoreattoa 

Researo'b ct dnaloPHDt 

D1str11Mlttoa 

Adatn1atrat1Ye costs 

N1soe1laaeous 

Prot1 t be tore tu 

(per cent) 

30 

20 

15' 

1 

6 

1 

lS --., - - ~ ......... -.. -- .. ~ .. -- ..... ---.. ~ ~ .. -- ....... --
Total 100 

--------------------------------
• C1ba GelD' 

Source: U, ll., ?tiC a !be Phanaceatioal Imlastry, 19191 
Note ltl., p, )6. 

Fin t. the table sbows tbat an earl7 en t.rant 1n the 

•arket can •a1nta1D a b1gb sale ot tts produot even in the 

later years ot its lite, vlth a relat1Yely lov pra.otlon ex­

peftditun than that ot tbe nw ttns. ?or ins tance, in tbe 

case or Pen1c1111D VK ancl v, Lilly 1Dtroduced this <lrug in 

195'7 unc!er tbe brand na~~e ot V-C1lltn K, In tbe 7ear 1913, 

its J)I'OIIOt1onal exp~nditure agetDSt aales vu oDlJ 3.68 per 

cent in cont rast to s~, )2,78 per cent or Pob1n• s ft ob1c1111D 
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t @le 2.1;: Drugs Marketed by Pbanaceut1cal Co•panies t Hue 
Tear Introduced, Sales a Proaotion Expend1 ture ' 

~ ~ -~ ~ ~ - -~ ~ ~ -~ ~ ~ - - ~ -~ -- ~ - - ~ ~ - ~ ~ --
Cleaerlc A br&Dd DUes Year Sales Pro110t ton lt.as 
( CoiiJW)188 ta tbe 1ntro- •o~o expendl- ,_ ot 
bracket) duced ot ~s ture ' fl10 3 

t ot US t 

1 
(1973) 

2 3 .. s 
~ ~ ~ ~ ~ ~ - ~ -~ ~ - - - ~ -- - ~ - ~ - ~ - - ~ - - - -- -
PJnlc1111n VX and V 

V..C1Uta K (LU17) 19;7 22,76'5 83? 3.6B 
CoapocUUn UK (Boss) 19$7 2,87S 366 12.'13 
Pen V ee-l ( Wye tb) 19~8 7,736 717 9.21 
Lederc1111D Yr(Lederle) 1968 2,01() ;-s2 26.61 
Ut1c1U1D Yl (UpjobD) 19'10 9U 79 8.67 
Betapeo Ylt (Br.ts tol) 1970 678 )ltJ ;o.lS 
JlobieUUD R (Robina} 1911 l,ltl+6 4,.. 32.78 
Ptlzerpen VI (Pfizer) 1971 1,11., 204 18.37 
SE-Pea1c1111n VK 
( Ss1tblcl1De) l9n 5'69 1'56 27.t.2 
Peoapar VI (Parke Oawts) 1912 lti.S 203 4S.62 

1etracxgl1D! BCL 

r etraCJD (Ptizer) 19S3 2,llt3 S'6 2.62 

Pen8YC1D (tJpJobD) 19S't 2,S21 2Y/ 9.38 

Br1etaoye11ae ( Bristol) 19Sit :AA 2 o.sa 
SUIIYC1D ( Squibb) 19S7 l'>,S68 A86 q. ).$J 

ACbroaycin V (Ledarle) 19S7 8,331 a.n S.73 
Cyclopar (Parka DaYls) 1970 421 117 21.19 
Robl tet. (Robins) 1911 l,CJit.3 S3 .. 27 ... ~ 

Stt-Tre.eyollne(S.tthkllne) 1911 51+3 2oS 31.1'5 
Dua (USV) 1912 16 1 6.2S 

~ ~ - ~ ~ ~ - ~ ~ - ~ ~ ~ - - ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ - ~ - ~ 

Cont4 ••• 
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Table 2.1S: (Coat1nued) 

~ ~ ~ ~ ~ ~ ~ - - -~ -~ ~ ~ -~ - - - ~ ~ ~ ~ ~ ----- ~ -
1 2 3 ~ s 

~ ~ ~ -- ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ - - ~ ~ - ~ - ~ - ~ ~ -- ~ ~ -
!!ntbroget.a 

Ilotyc1n (L1ll;r) 195'2 866 ~ A.SS 
R17tbroclD ( Abbott) 19S4 2S,281 2,893 11.40 
ErytbPG£17CiD Stearate 
( Wptb) 1954 188 - -' 

Ilosene (Lilly) 19SS 2S,l63 1,976 ?.8S 
~'ye1D ( UpJolm) 1968 S,9?S s~ 8.93 
EtbrU (Squibb) 1912 1,137 &.19 36.85 
ROb111J'Cia (B.~bins) 1912 181 6a.8 82.)1. 

SK-1:J7tbrollfl1D 
( S•1tbkUne 1912 61+9 133 20.49 
EJ7Par (Parke Daria) 19?2 S88 139 23.6't 
Pflaer E ( Ptlaer) 1913 1,389 276 19.8? 

Propoppbpe JJY!lrosb1or14t 

~ann (LUlJ') 19S1 17,369 26S 1.5'3 
SK-65 ( Sill tbkliae) 1913 293 99S 339.60 
Oolene ( Lederle) 19'13 169 263 1S~.62 

Predp1101!! 

Del tuou ( UpJobn) 19SS 1,903 201 l O.S6 

Mtt1corten (Scher1Dc) 195'5' lSI+ 1 0~65' 

Sentaoae (Lederle) 1910 lit - -
Cb1orerO!p19f 

'Mlorutae ( S•l tbkl1ae) 19st. 22,916 ~s 3.~ 

Chlorproaaa1ae ( Wye tb) 1912 15'6 11 10.90 

Proaapar (Parke D awls) 1913 161 32 19.16 

Cblor PZ (USV) 1913 1S1 169 107.61+ -~ --~ ~ ~ ~ ~ ~ ~ ~ - - ~ - - - ~ ~ - - - ~ ~ ~ ~ -- ~ ~ -
sovu: Del1.we~ trot~ Table 23, pp. 14 3-6, Annes. I ot mr TIC 

and tbe Pbanaceut1cal ID4utry, 19?9. 
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Vl 1.Dtro4uced 1D 1971. The tact that tba ctruc has already be. 

cose well kn.ovD 1n tbe •ed1oal etrcles does not in any wrq 

reduce tbe proaot1on ••peoc11ture or late entrant• 1n the initial 

years. In tact 1 t tends to be re•arkably bigh 1n s011e oaaea. 

Tbua lx»tb 881 tn ll1ne and Lederle' a pro•oUoa ezpeodi ture on 

sales or t heir druc propoxypb&l(t bydrochlortde aarketed in 1973 

under . the br8D4 na• . of SK-6S and Dolene stands at respectt Yely 

339.6 per cent and 1S~.62 per eent of their sales. These btgb 

pro•otioD expen41ttaes aoeeding t.be sale proceeds or drugs 

only esh1b1 t £1na• b14 to establ1sb t -heir pro4uct in the 

sarket. In actttal practice, fiftll treat. t.bese bisb pro110t1on 

expeDses as soae kind of tt.xed coats wbose 1nnuence goes on 

deel1D1Dg U tbe sales pick up 1D tbe later yean ot tbe lite 

or • d.rq. 

secon4lr, 1 t caa also be interred trot1 tbe table that 

evu it a nwaber ot tina iotrodCJce a s1111lar d.rug in the 

same year, s011e t1ns can c01111aoct b1gbar sales -.olWH than 

others. Take for instance tbe case ot Ery·throsyc1Ja. Squibb, 

Robins and Sal tbkllne 1D troduced tb1s drug in 1912 under tbe 

respeot1Ye brand n&fts ot St.bril, Rob1•ycln and stt-~rytbrof1Tc1D 

and bad 1,137, ?81 and 61.9 thousaod dollan vortb ot sales 1o 

1913. Cones~onding to tb18; their respective l)l't)•otlon ex­

pendt turea vera 419, 648 and 133 thousand dollars i.e. 36.85' 

per eent, 8.2.3t. t»r cent and 20.I+S per cent ot tbsir sales 

proceed. This uana that Sq&a1bb bad higher sales turno•er than 

tioblns with relat1 Yely e~tach lover pro~~otlon expend! ture. An4 
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S•1tbkl.1ae bai a better sales perforaance with :ouch lover 

pr0110t1oa expenditure tban tbat or Rabifta. ':he explanation 

tor tbis perhaps liaa in tbe relative erteottvenesa or firms• 

adverttstos stratectes and its ovn stan41ng 1n the a~arket. 

Tinally, the table also sbOV8 aero expenditure on pro­

aotion 1n tbe case or certain drugs like Lederle•s servt~one 

- brancl oue tor Pred7iaoae. There can be tvo explanatlons 

for tbls. First, the t~arket holeS. ot OpJobn aod ScheriD&' a 

Deltaone antS Metieortell is proboly too strong to be lnvade4 

succeaatully by rivals 8DCl beoce tbe latter• a coe;plaeency ower 

tba available !l&rket share to then~. Se®Ddly, • .,. be, the 

tberapeatio etracts ot Deltaaoae and 4et1oortea are better 

tbaD tbe rest, be.oce the phys1eiu• s pnterence for tbe drug. 

The high cost ot ad.vert1slng by drq eo~~pan1ea hu two 

direct ettects. ?1rst, it directly attects the consu.-eer 1n 

tbe sense tbat tbe cost ot ad~ert1s1ng is included in tbe price 

ot drugs wblcb tbe cooswaer buys. Earlier ve noted in -:able 

2.6 tbat advertising constitutes as b1gb as 20 per cent ot tbo 

total cost or a drug. s ee-onclly, a d~rect by-product or ~•• 

advert1s1ng is. the • ' •r1ence or tbouaanct1 ot brand nues vblcb · 

vroduce a bev11der1ng arrGy ot different names for the a aoe 

drug. Ia tbe USA ror instance, tben are l .. ,ooo - 3;,ooo 
brand oattes tor 100 basic dr.aga oo the e arkst. Likewise in 

F.Ba there are ~,ooo, in Italy 2l,MO 1n ? ranee 9,~oo and in 

u.l. 9,Soo. u regards LDCs tbe an.tlable dat a ab.,v that 

there are as saa,. as llt,ooo bran4ed drugs 1n Brazil and o~er 
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15',000 1D IDdia. In such a si tu.at,lon 1 t ls not unlikely for a 

J)bya1e1an to preser1be a eostly branded drug even wben a 

cheaper alternative is aYa1lable. 

fie bue ex.ined in tbe preceding aectlons the special 

teat-ares ot the phaNaceut1cal 1ndustz7 oo t he dMand as well 

as on the supply side. lie 414 not devote a separate section 

~n the barriers to entry typical to tbls 1n~astry, for as •en­

tloned earlier there ezist built-in barriers to entry tn tbe 

case ot pbanraceutical industry. "tbe MO faetor vh1cb ts of 

parUIOUDt 1•portance, tbe 1asue ot pa.tenta nsulting tro• nao, 
the blply sk111-1ntens1ve operations botb in Ute production 

ot btll.k drugs and of tor•ulatlons and also at tbe qua11 ty 

control leYel are recognised as potential barrlers to ent17 

to this 1D4ustry. Furt.her•ore, ava1labll1ty ot enormous tUDds 

required for elaborate adftrtisins eapaigns to sun! ve in the 

taarket acta u an addt tional banter to eo try for nev flras. 

It is tbus not surprising that the OOJlcentrat1oo data for the 

10' a sbov no break in tbe hold ot •arket share or s011e 30 

dJ-U« 1'UCs wb1eh, as ve sav earlier, e.ceounted for around ;o 
per cent share ot world •ales or pbanaaeeuttcals. It is 

r!1ft1cult to predict as to bov long it would take tor the new 

f1n~s to enter tbe market in a big way. 1b1s 1s because tbe 

entry ot nev tires into the industry could be rendered d1ff1.eul t 

it other things being the aaa, the older establtebed firms are 

aoqta1r1ng new patents at least as tas t as their old patents are 



ezplft.Da. Tb1a coup].ed v1t.b tbe fact tbat a any drugs sucb u 

a nwaber ot antlb1ot1ca are rut losinr tbeir etncacy and 

hence tbe •arket ~ay h1n4er tbe iaYeabent dec1stoa or aaany a 

new fins that otberwtse ~lcht hll'le decided to go into the 

pro4Qctlon llne ot these older druca. 

We dis.cuseecl 1n tb1s chapter the eccmo•1cs ot the pbaraa­

eeut1eal tadustry. Tbe features on tbe demand s14e reYeal tbat 

owing to 1ntr1ns1c lite saY1DI nature ot dngs and the 1nter­

YeD1DI Unk - the •d1cal practitioner, ~tween the decision 

taker ancl tbe coosu•r .R!£.!! make tbe deamd tor d.rqs price 

aDd iDCOIIe ioelu t1o and also render 1aetrect1 Ye ror the coa­

•••r the role ot tastes, c011plennts aDd subs t1 tutea. l'be 

dewan~ tor dru,.s 1s aaiJ'JlJ' governed by sueb raetors as the 

disease 1ne1dence and trends and population cberaater1st1cs or 

a country. oa the sop?].y side we notice the parnount 111-

portaoce or PAD or nev drugs and tbe 1sr~e or patents resultinJ 

troa tbereln. Furthermore, tbe sgpply side ls cbaraoter1se4 

by a lara• DWiber ot sub-•arkets sel'Jeote4 b7 disease spectt1-

c1ty vltb cross elasticity ot de;aan4 for drup between tbese 

markets beiD& tJ'Plcally lov or zero. Tbol.lgb tbe industry is 

recoan13ed u largely ·OlllopoU.. tlc, §lonopolia tic reatarea 

prevail ln the so~arkets tor drugs. 7be nature or co•petttlon 

ls pro•otlonal t bOtlgb price coepetit.lon at a s~aller leYel 

coul4 be found especially 1D tbe ant1b1ot1os market. ntr.r 



barriers to t.be 1Dde~st17 result tr011 al•ost a c0fi\)U).s1Ye need 

to ea1nta1n M!) departunt fi'Otl tbe patents held bJ larp 

f1rws, an4 rroa h11blY skill 1ntena1Ye operattoas both at tbe 

prodw:tloa of bulk 4rup, torrmlat1oas and also at tbe quell t., 
control leYel. Fvtber110ra1 elaborate proaot1onal e•pa1pa 

iavolYiftc aabstaDtlal costa an also a toro14ct1ng factor t.o 

entn tor proapect1Ye entrants. Altlloutb it la d1tf1cult to 

predict preciselJt t.be bolA ot a tell larp tins on tbe total 

•arlcet sban ot 4np ia Uke17 to coDtlnue tor s011et1M 1D 

tba rutve. 
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JfPDDIX 

hx tE Prgduct orom 

A • Al1natary •rate• 
B • c aNlo-vasCtlle drup 

C • Central nenou SJ'IItn 

D • Muaetllo-akeletal 41sorden 

B • Bor._.• 

F • Seal to-tB1.DaJ7 a~tell 

0 • IatecUoas and 1Dtea tat1ons 

H • Butrttlon 

I • Skin 

J • Metabol1s• 

tt • suralcal 

L • Allerlie disorder. 

M • Diagnostic ud eUD1oal ebell1a try regents 

w • CaDCer drup 

o • Besp1rato17 ayata• 



· Iab1• 2.13: Stx Produota ~avins Tvo Co11petiton 

-- . - - - - . - - - - - -- - -- - - - - - - - - - - - - - - - - - - - - - ----s. Fine Optbal•to/ AIIOeb.lotdal Muscle Urtnary Antt. Oral con-
No. skin lotion preparation relaxants antl-ln- tlaeuea traoep. 

f"paration (0) (D) tecttve (1) t11f8 
I) (F) (B) 

1 2 3 .. f 6 -- - -- - - - - - - - - - - - - - - - - - -- - - - -- - - - - - - - - - - - - --
1. Alkal.1 & Cb. X 

2. Boots 

3. B. WellcoH 

4. Dey•• Me4. 

S. Eut India 

6. Rtbnor 

1. tJrttton Labs, 

8. Mq a Baker 

10. Roche 

11. Searle 

1 2 . Warner Blnd, 

13. \-Jyetb Labs, 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

- - ~ ~ ~ - ~ - - - ~ ~ ~ ~ - - ~ -~ - ~ -- ~ -~ - - - ~ - - - -- - ~ ~ - -- - -~: .Upbabeb 1n the bracket 1nd1oate tbe 1roup to vbich tbe dnas belon1s. 
~o~: Table 2.1. 
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A PROY'I tS I '!'BE PB ARKAcmi!ICAL iP M fi fiDtA 

'ftd..s chapter presents a protlle or tba pbar•aceut1cal 

1D4utry 1D India. The first section deals vitb the b1stol1.cal 

developJMat ot the industry, its structue aad o'WJ'Iersblp 

pattern. lbe seeand section anal1sas, on tbe de•and side, the 

exteftt or drug coosuaptlon 1a In41a, and on tba supply side 

tbe 1asues ot Research and ~evelopqent, production, capncit7 

ut111aatlan, concentration ia produetton, •ployunt, cap1 tal 

1mestaent an4 1nt.ematlonal trade transactloos ln drugs ancl 

pbar.aceQttcals. 

I. 

Sufteriacs Cadse4 b.r various ailaents are as old as lite 

itselt and mm•a ettorts to allenate these sufferings are 

•cm1 h1a ea~l1est attnpts to sul'Vive em th1s planet. Damn 

a taw 1Dotances, the disease rons bave reflalfted essent ially 

~he s- tbrougb •1ll1ou ot years. Soae ot the oldest known 

buan specillen sbov t10rbld bony srovth on tbe reaur. ':be 

studies ot •~1es suggest presence ot Arthr1t19 1 polyo~ylitis, 

tuberculosis t.ooo years betore Cbrtst. 3Jda lesions in so11e 

ot tbe aU&~tes suggest the presence or s:aaU-pox as early as 

1100 B.c. naere are also records or the use ot herbal ~~ed1o1nes 

110 
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trOll tbe clays ot the aoeient .... ayptians. !llppoeratea in tbe 4tb 

oent1117 B.c. tali&bt the valae ot plants tor treatlns h•an ills 

ln ancient Oreeee. ! he earliest publication on the berbals 

dates back to 300 B.c., when Tbeopbrastas, a pupil ot Al1.stotle, 

wrote bls •:ttstoria Plutu.-. ,.he first Materia Medica vas 

Vl'iUeu 1D A.D. 60 by Dloscorides, a Greek agrseon in the am, 

ot lero. Durin& tbe t1ee ot Galea, the Greet pbys1elan who 

practised ln ROlle 1D A.D. 2001 a luge variety of herbs vere 

1D use. lie clua1t1e4 tbe• and <lnelo..-d the art or extract­

ing tbe1·r essat1al ·principles.. Tbe produeta 4eri.,ed tro• sucb 

berbs are, tberetore, e-wea to-day lmovD u •oalen1cals". After 

tbe eacl ot Graeco-.ltotaan power tbe pbysielans tros the East sade 

DO table con trt but ion to • Materia Me41oa• and a44ed nuHro\18 

rese4las t~ tbe list. fboy also d1soovere4 various processes 

like d1stUlat1on, subU .. tloD etc. 

Cullen is said to be the t1rst •an to arrange substances 

• aceor41D« to tbelr agree1Dg 1a s oae general '11 rtue• and to 

reco~end tbe1r usage. His work reaalued a s t andard reference 

tor a lorag t1H vtth tbe nev ad11t1oas the pbys1c1ana made trOll 

tl•• to tiM. Iro real drq 1Ddlt8try existed 1n the 18 th 

ceat\117, tbe druggist be1Dg 11e1tec1 tor the 110st part to 

analgesics, aspertents, e•etlca, sedatives and coach linctusea. 

1'1U tbe tire t halt ot tbe 19tb century, doctors did not 

enjoy lh.lch social status and aa a result veJ? orten tbey 

deserted tbeir practices to devote the3selves to the s tu4y ot 

various diseases. It. vas tben t.bat substances like ~rphina, 
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codeine, quln1ne, str,rohD1ne, etber and chl~roror• etc. were 

all isolated and SJDtbealzed. The se~ond half of thls century 

•• the v1der use ot crude d.Ngs, such as belladonna, cascara, 

opiua aud DUX w.ica vb1ch tumed tbe apotheca17 into bulk 

llaDufactur1ng. SarpJ7 brought the real ad-.ance•ent ln the 

lledteal progress. Tbia vu •&de posatbl.e nt•arlly because ot 

touts Pasteur' a theory or rerft, tbe 41sco~ery or ant1se~t1cs, 
cblorotore and e tber. 

Tbe 41acovery or the German D•qk ot tbe first prontoa11 

( sulpbanu1cle) in 193S' vas tbe tirat triapb ot •an' a 1ngenu1 ty 

over a Yariet¥ or diseases. The 41seoftry led to ebeiiO­

t herapeuttc aD4 utiblot1c qents, and KtB 693 wbieb 1s credit­

ed v1tb the drastic tall ln deatbs rroa laboe prteU110Dia. Then 

caq the ut1b1ot1cs, tbe tint ot vblcb vu pen1c1111n tollov­

e<l 'bJ' strept~cin to 1~. A nwaber or aDt1b1ot 1cs have since 

thea eoa into tbe •arttet. leo.,eln appeared in 1949, 1xyte­

tracycl1De 1D 195'0 and Tet racycllne three years later. In tbe 

tield or •ental illneseea, Reserpine appeared 1n 19S2 followed 

b7 cbloroag1De ln 19SS. In ·t.be 1960's L1br1utt and Yal1UII 

vere at.taecl to tbe 11st by tba Sviaa vbilst A•erteans added 

ParDate, Nartlil and otbera. Slrsce tben there has been a 

s t eady now ot new dNgs in the •e.rkets, 'Prl•anly by Anrican, 

tbe Sri tisb, Svias and Cenaan tina, wbich ha:ve baen the 

p10l'l8ers 1D drug researcb. currently, as vu pointed. out 1n 

tbe last cbapter, 30 le~lng drug rwcs, mainly tro~~ these 

coatriea control about 50 per cent ot tbe vorld sales or 
pbarrn.ceut1cals. 
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Ttle Pb£!aceutical Industry in lndla 

!be E!£1Y Itara 

?be b1story or I1ld1an me41c1nea can be traced back to 

~()0 B.C. Ayurotocla, tba lT1ndu sys te!D ot c:ted1c1De vas part of 

A tbarva Veda. 'l'he classics ot Ia:SiaD •d1c1nes are treatises 

by Cbaraka an<l Susbruta { SOO to 600 A.D.) which are pr1lt&r1ly 

based 011 contents derived tro• tbe wd1c period. Tbe Ayurvecl1c 

sys taw dealt elaborately vi tb the n t bods of preparation of 

drugs and flourished vell Ull the eOIIing ot tbe On ani sys tera 

vhlcb the ~usllu brought v1 tb thew. ID due course Unan1 

syatn also s\lttered a set.~ack tro• westam allopathic system 

vbicll earae with the Br1t1shers. But the fact tbat despite tbe 

vldeapread ue of allopatbJ", tbe t1'ad1tiona1 sadical practice 

1a still fomsd to be in use in India only conrins the deep 

roots 1 t bas in the eountry eYeD to-da.y. The early pioneers 

of Indian pbarsacetst1cal induatry vere Prot. P. c. R.-, ot 

Calcutta and F.aJa1 tra B. D. At11n ot Baroda. It vas Prot • Ray 

11.1lo started tbe first Indian ovned 4rur tire 'The Bengal 

Cbe•ic&ls a Pbarmaeeuttcal ~orks' 1n Caleutta 1D 1901. These 

pioneers batl to contend vi tb bea-yy odds or public preJudices 

tovarda allopatblc atedlc1nes, roretgn co~t.1t1on, and lack or 
garernuntal patroaage. It vas 1n tbe interest ot the 

Bl1.t1ahers, t ben ruling India, to sh1p out varlows raw 

•aterlals such as ciJ'lcbODa bark, nux voaica seeds, popw pods 

etc. and sell back the f1Disbed products. 
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AD i"PQrtaot develoP118at of that U•e wu Lotds Pas teur•a 

1d8Dt1f1cat10ft Of pathogenic :>&etcr1.a as the Cause ot •any 

1nteot1 tious diseases. Tho dts~ery led •any Bn tiab lied teal 

scientists to IDdia to study the tror>1eal 1ntectltioas diseases 

wlU.cb were taking a belrfJ' toll or tbelr 81"'31T ~:~en. !bus, early 

govermsent sponsored state uterpr1ne tor pbar.aceuttcel 

research - Hatfldfte Inat1tute, Boabay (1899), King Institute 

ot Preventive Me41c1ae, M-.lru (1901.), tbe Central Drug Re. 

searcb IDst1tute resau11 {1905'> and Pasteur Inst itute Conoor 

(1901) e- into be1oc. 

the 1D4ustl7 rece1Yo4 a tllllp <lllriDI World War I vben 

the local d.elle4 tor allopathic medicines increased sharply 

and l•porta got. aleost cospletely cut otr. A nuber ot foreign 

t1r~a and national residents who bad experience 1n a,urved1c 

preparatioos undertook to •aautaot.ure easy tC)nics as cough 

SJ'NP& and other easily preparable tabl.et.a and capsulea. 

Prodttct1~ or qu1D1De salta 1D tvo gcwer=ent factories wb1cb 

be4 been established earl1&r 1n the DarJeellng Distrf.Gt in 1881 

and tn the B1lgirls Districts 1n 1890, 1ncreaoecl during the Yar 

period. A oev c oapotmd urea-a UbaJiiDe dnelovecl by local nao 

effort vas tound to be bilbly ettect1ve against l{ala-uar, 

a seoureg• or tbose days. Product1QA ot catfe1ne rr011 t.ea 

waste, and sors1cal dreasinga were establ1sbed d~ing this 

period. wb1ch also v1 t.neased increased smut act are or galenicals 

aocl other a1aple ctrugs.1 

1 B. Sbab, ".l Orovtb ProtUe ot Pbanaceut1cal Industry t .. 
in Secane& Conte renee Soaenir of Cononveal tb Phar:aaceut1eal 
Asaociat1on, p. 2. 
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W1 th the reau•pt1on ot 1•ports ot phanaceut1cal products, 

1ned1ately atter tbe war, oowpetltion aharpe11ecl and the intent 

inclust17 rece1Yecl a setback. Despite tbls adverse situation 

tbe 1Ddutr, picked up, albeit slowly, an4 by 1930 tbe manu. 

tacture ot b1olos1oal.a like sera an~ Yacc1Des, anaestbet.1cs 

llke etber and cbl.orotor•, and a taw siaple 4rusa based on 

coal-tar d1st1Uat.1on products had bestm. The meDuf,acture ot 

tetanus ant1-t.ox1n vas al.ao takea up ror the t1rs t t1u. But 

on tma whole tbe 1n4utJT' s progreaa vas alov tUl 1939 t.o aq 

tbe least as it vas cater1Dg to only 13 per cent ot tbe 

eount17' • udical requiraents. 2 

The outbreak or Wor14 war II gave a break to tbe ln­

dutry vhloh s t arte4 undertak1nc tbe prodactton or a nusber ot 

druse 1D the category ot PbYtocbea1eals based on indigenous 

rav •aterlals and seYaral synthetic 4Ngs and b1o1ogtcals. It 

vas 4Viag this period that the ••utacture ot antt-dysentry 

drags, I odocblor/dlo-1od.ohJdros.yqu1noltne, an4 cbe~tberapeut1c 

drup sucb as arsemcals, catUeprot 1c drugs aDd collotdal 

preparat.lons ot calctu-a11Yer •aganese, lo41ne etc., were 

taileD up aloDg Vi tb tbe product1oD Of glaadttlar products like 

liver extracts, pit.uit&rJ" ut.racts and adrenaline solutions. 

However, tDOst ot the saanutacturing vas done on 1eported raw 

•aterials. And since the deQand tor drugs did not subside 

atter the war, the 1Jltluatry aaa1nta1ned 1ts dnelopmental teapo. 

2 Ib14. 
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?he pro4uct1cm or drttgs and ;manaceut1cals bad reached to 

Rs.lO crores in 19».7, the year India got 1ndependeoce. 

Post-IDdfptgQenee De!flop!ept 

After 1odepeDdeoce soveraaen t launchetl a prograa ot 

pl81Uled 1ndustr1&11satlon. Tbis pro r. recet vecJ a blg pusb 

after the second plan vu launehed. The pbtlosol*l7 beb1Dd 

planning tor 1Ddustria11sat1on tn India vas Yery s1•pl.e . It 

vu based oa tbe principle of self-reliance. Wt tb tbis airl 1D 

v1ev •ass1Ye public sector 1nvest• •ts supported b7 a s1eUar 

ettort to tbe pr1Yate sector laid tbe touo4atloD tor this k1Dd 

ot selt-rellant growth. rbis ettort ta~ply tbe ereat1on of 

doaesttc market t hroagb restnctloa ot Ulports and enlarge-Hat 

ot t he serYlces sector. W1tb this supporting ele .. nts inves­

tible resources vere allooa~ tor proJects in tbe public and 

private sectors - proJects tbat coast1tuted an 1nter-connecta4 

set or tnvesbents to satisfy desired set ot final out put. 

'Mlts s~rateu did reaul t 1D expanding the si ze ot d0118S tic 

nrket tor eacb 1n4utry u4 1D cballg1ng tbe eapos1 tioD of 

dot~eatic 1Dclutr1al out.PGt• l ae can easUy verity these 

obsenations by not1Dg tbat India nov produces •ore or 1nter­

nd1ate ad basic 1Ddutr1al outJ»;~t then consuaer IJOods. 'ibis 

t.ranstonat1on 19 so icaportaat t.bat tbe growth ot .r17 industry 

carmot be discussed v1tbout keeping 1a nncl tb1s general 

context. we tberetore rnt.ev belov tbe progress ot pbanaa-

oeut lcal industry 1n tbe corntext ot five year plana. 



U7 

ID 19't8, a s11"07 vas •&de of tbe cotmtr,• a 1Dclust r1al 

poteDtial 1o all tbe sectors ud a progra of develop:»ent 

proJected in ~e tint t1Ye 78&r plaa wblcb vas subseqaenUy 

tol.lowecl every t1Ye 7ean. During tbe first plaa period I ndia 

vas sel.t-sutf1c1ent ln all tbe galenical pre, aratlons, t10st 

of Sera and vaccines, l1Yer eztraeta, alkaloids like morphine, 

codeine, strycl'm1ne etc. aDd also in tbe production ot sant o111o, 

belladona. digitalis and byoscyuua preparations. 3 But only 

a negl1g1ble prt»gresa wu o.te in tbe production ot basic 

ebe•ieala reqtd.red tor the •anutact u.re ot syntha t ic drugs an4 

oheao-therapeat 1c coaapounds largely used 1n tbe country. 

SJDtbetic drugs like P.A.s., BoYtt rone, LW11nal. (phenobarbitone), 

? ara-acetyl•1no· "beosaldebJ'(le ttl1o setli-earbazone were produced 

iD small qaaDt1t1es and bence at ODly a fraction of tbe t otal 

cle111Dil.... A lege DUflber ot essential drugs ad raw aater1als 

- •a1tJly pan1cillin, strept~cin and other ant1o1ot 1cs, sulpha 

drucs1 g].amdular prO;lucts, vitamins~ anti-lap-rosy drugs were 

imported. In order to Ntluce tbe tlepeudaoy on 1•pol""-.a .md 

increase tbe producticm or amt1b1otica ( const1 tuttns aro\.Vld 35" 

per cent ot total 1•port ot drup), eapeclally pen1e1111D and 

strepto117c1n, Bimlust.an ADt1b1ot1cs L181t ed a public ~ector 

Ulldertaldn&, was set u.p 1D ~9~ at P1flp.r1, near Pwte. The cost 

ot the pNJect ost.1•at ed at Rs. 2 crorea vas expect.ed to produce 

3 Planaing Co..Usian, GOI, F1nt Five Tear Plan, p. 51.9. 

.. !bid. 
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lt laJcb nga UD1ts ot p&D1c1111D per fiODth. At tbe sue tlfle, 

pr1-.ate enterprises vera eacoarqed tG eater into tbe produc­

t1ou ot aul.pba drugs. The production ot ctiutnodipbenyl 

sulphane also began by so• Indian tins w1 tb tbe 1nd1 eao\1917 

available rav •ater1ala. uona the glcdular product~, tbe 

production ot 1D1n41D vaa be1ae planned for pro-~uet1 on vi tb 

the belp or roniga technical ass1atance. 

I>ur1DI tbe seccmd f1 Ye year plan, the tnpo ot tbe 

dnelOPMDt or J)banaoeutleal 1n4u tJ7 wu •a1nta1Ded. The 

second five year pl.en vas eanDl1all7 a plan of 1nclastr1al.isa­

tlon and hence aedia aD4 large seale 1ndustr1ea were asaipe4 

top priority. ·ro ensure tbe ett1cte~t working, the phana­

eeutieal 1n4ut.ry vas plaoe4 under the pumew ot the 1Ddu­

atnes (D-eYelopeeat a Regulation) Act and put under tbe 

guidance ot Directorate Cenaral ot Tecbateal Dewelo~nt 

(DG'fl>). !be principal tu.nctiOD ot' OOTD i s to briDe about, 

tater al1a, aD 1rltegrat.ed de.Yelopunt or aU all1e4 chemical 

bud tndutrtes. This p.~llcy bu led to a concurreAt srowt.b 

of the relate4 1a4Qstries 1D a planned •anner. 

te the ease or synthetic phu.acoutical.s sucb as 

sacchar1a, ehloraatn-1', acebylsal1cyl1o ac14 and sulpha dNgs , 

pro,-resa was planued 1D the 41rectlon ot 1neraue4 pro4u.et1on 

u vell as deYelopant tro• baste pr1•ary organic cbe•1cals 

and 1ntersediary products in place ot the existtn operati~ns 

based on peuul t i e: ate products . ?he illdus try vas al.so expected 

to dartve considerable bene.tl t troe steps taken u, develop tbe 
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•&m~taotare ot dyestuff tntertledlatea vblcb cnuld pr~nde sneral 

or its raw sater1als to tbe pbaraaceutlcal 1n4utry. In the case 

ot vl t•lDa the study tor tbe scope ot t.ne ?rodt~ctton ot ~1 tuln 

A tro• le11011 grass oU - m 1Dt11geuoas raw •ater1al vu under­

taken. As ft£&r4a aot1b1ot1es, besides the pNductton in HAL , 

e011a PriYate undertakings vere exf)ected to c011e ul). Investeent 

lD the prt•ate sector ot tbe 13banaceut1cal 1ndugtry vas expected 

t~ reacb as. 3 crores. s 
MaJor 48ftloP~~&Dts 11a tbe public seotor durin« the third 

pla perlo4 were ezpeeted to inYolve a coab1ned outl~ ot 

S •· 2'1. 30 crores tor the tollovtag pro~ects. 6 

1) SJDtbet1c t!rup project at santanqar, Andbn Pra4esb, 

oOYerlng t.be •anutacture ot a\llpba drugs, Vi talns, pb&Nacetin, 

ot bes- sptbet1c drup (1&, Lwa1nal., Chloroqatn, etc.) and 

1ntente41atea ( 1aelud1Dc ABC at lSOO tons per yeu) vi tb annual 

output worth Rs. 6.~ orores. 

2) Antibiot ic plot near fl1sbikesh, u.P. coYerlns the 

•anutaetore ot pen1c1111D, stnptowyctn, cbloro an4 otber 

tetracycl1nea, nev ant1b1ot1ca v1 thiD aDDual value ot output 

ot R s. 26 erores. 

3) Pbyto-ebe111oals plant lD lrerala, C(Werin« tbe •anu­

taetun ot catfetne, epbedriae, digttalta glycostdes, lana­

tag14es, er1at alkaloids, atroplue, acopolew1ne, reserpine, 

f PlanD1DI Conisatoa, 001, Second F1Ye Year Plan, p. 410. 

6 Planning Cowta•1on, OiJI , Third. Vtwe Year Plan, Pe ltet.. 
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papiD - v1tu1D P v1tb an 7earL7 oatput or Rs. o.'l? crores. 

Provisions vena also •ad• tor tbe 11aautacture ot f)b7to­

chesicals in six states. 

Besides tbese 4neloJ)IIenta in tbe publlo sector lD the 

Third F1Ye Year Plan period, pr1Yate capital and t.ecbnolou 

bad started tlov1uc tn. Relatively liberal guidelines regard. 

1Dg torelgn f:apltal spelt oat 1a tbe first plu cloclment lecl 

••Y foreign co•sum1es to open their brancbes/aubs1dlar1ea 1n 

Iodia. The plan explicitly stated goyern~eat•s stan4 regard­

iDa toreip capital as follows.? 

a) Tbere will be DO 41•cria1naU.oa betveea toreisn ancl 

Ift(it.an WJdert-aklngs to the appUcatton of general 1Ddus trt al 

pol1q. 

b) Reucmable r aeUit1es wUl be g19en tor tbe reattt­

anee ot profit-• aad repatrlation or capital, consistently wltb 

·the tore1gn eschaage pos1t1cm or tbe coW'ltJ7, aD4 

e) ID the event of nat.1ona11sat1oa talr and equitable 

COIIJ)eBSatlOJJ would be paid. 

Tbe plan rurtber s tate4 that in Y1aw ot tbe tact tbat 

tbe 1Dvaat~ent or roreip capital ueceaaitat es the utilisation 

ot 1ndlgeaowa reso\lroea .and also tbat tbe best use or roretp 

capt tal acta as a catal,.tto apnt tor dravift& torth larter 

resources tor doHs tic iDYes taaDt, 1 t is 4esi.rable t.bat such 

inestuat- should. be cbeRM11ae4 1ato ticlds ot high 1)rlorlty. 

? Pl8DD1ng CH81aa1on, GOI, First F1va Year Plan, 
pp. lt.31-38. 
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•ftle broad P~1nc1ple to be followed i s that torei ga 1oveataent 

sbollld be perlli tted 1D spberes where new lines of pr octuotlon 

are to be 4eYeloped or vbere special t ypes or experience and 

t ecbn1cal skill a.re required or where the volume or doses t1c 

production 1s sttall 1n relatlon t o de~and and there i s nG 

reasonable e~ctation that tbe 1ncl1genous 1Ddu.<J t ry can ex­

pand at a allfflcientlr rapid paee.• 8 

Covernuat•s poli cy towards torelpl caplt.al bas cbanpct 

11 ttle slues vbat vas a pelt out in first ttve year plan. Al­

tboqb tbu realls tic attit\lde ot goverrutant towards rore1p 

capt tal • .,. be said to have belped 1D attract1n1 lnt eraational 

-tlrq coapanlea t.o IDU&t 1t would be incorrect to aa•uaa tbat 

tbls vas a charactel'ia tic feature beb11l4 tbetr entry into tbe 

Ind1e •vket. Tbe dates tJt establlibftnt r.tt busluss place 1D 

India ot 46 roretp drac COirJ)enies appears in 'fable 3.1. I t 

can be see.n tr011 this table t bat 23 i.e., halt ot the eOfll)anles 

already bad a place of bu1Dess 11'1 !nd.ia before tbe tint t1-n 

year plan vas launched. Six c011pen1es eacb entered the hdus t ry 

duriDg tbe second and third plan wb1le seven co•pen1es c~e 

duriat t be tourtb plan and tour vb11e tbe annual plans (1966-69) 

wen in progresa. There is, hoveYer, no proper data available 

on c011pao1es vbiell •B¥ bave lett India. An exam1nat10D ot 

available :iata tra •Departunt ot Co•paay Atf-a1ra• sh ovs that 

no •aJor pbaneceutical cOIIPaDT bas wound up 1 trs bus1Mse 1n 

8 Ibid., P• t.)8. 
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Tab}e 3.1: T1• Pattem ~r Rntry of FoJ-e1gn Drt~~.t Fins 1n 
1D41a 

-- - - - - - - - - - - - - ---- - --- - - - - - -- - -Eatab11abe4 

---
Upto 1~7 13 
1947 - 19Sl 10 

19Sl - 19S6 6 

19S6- 1961 6 

1961 - 1966 7 

1966 - 1969 .. 
-------------------------------
Total 

-------------------------------
!O!!E!f: ( a) Mi-Dis try ot Petroleu.• CbMlcals a Fert111 sera, 

tmi, ID41• Drug S tat ist loe, (b) Coepay Reports. 

lDdla. Tbis is not surprts1Ds 1D view or the attractivenes s 

ot Indian :aarket 1D tens or prof1tabU1ty and h1gb de1ree of 

protect1oD available t o bo.tb foreign aDd clor.est1C f1HS operat-

1ag 1D tba country. 

The 11ajor taetors that led. to t he pos t-lDc.lepeadence 

1unua of foreign dru1 compaD1es 1D Iadla, besides s uperior 

technology held bJ' thee, are tbe large stse:· ot t be market and 

a relati Yely larger de11and tor drugs , rd.lder drug control 

Hasares aocl t be absence of local eo~~pet.i t1oo. Io addi t i on, 

t he govemaeat•a policy ot 1Dclustr1al1s a t 1oD by ""' ot 18port 
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subst 1tut.10D especially trora second plan onvards proYidetl a 

seller' a market protect ed by htgb tarltt walls and other lt~port 

restr1ct1as. These factors also belpacl the e&pans1on or tins 

already operating 1D Ind1a at the tille ot independence. I D 

retrospect, the stated second plu obJectiwe ot selt-rellanee 

was aeea1ncly never •ada applicable to druc tn<lus try pnautaably 

beoauae there vere no alternat1vu available to drug tecbnoloa 

bel4 by 'l1JCa. 

Fourtb and t1ttb plana flake DO spec1t1c •nt1on ot tbe 

pbar•aceuUoal ladustry. AD4 the sixth five year plaa oaq 

eo.nents on the requireaent of bulk drup Cld tormulat1ons 1D 

1982~83, est1•at.ed at resoectively Its. SSO cn·orea and th J. 1,900 

orores. Tbe prodgcttoa target envlsqed for balk 4ru£S are 

Ra. 1t2S crorea laains a gap ot Rs. 125' crorea tor 1mporta. A 

provla1oa or over B.s. 100 orores bas oeen made tor HAL and I D?L 

tor 1DCr8881DI tbe p~luctiOD ot bulk 4rur.s and tormulat 1ons. 

In .Sdlt1on, a prOY1a1oa of Rs. 5' erores has also been raade tor 

the ezp-ans1oD or drug pro:iuct1on 1n the public sector 1n tbe 

Bas tern Region. 9 

A dinet ettect ot luge scale cleYelopeeDt. ot the aodern 

pbanaaceutleal industry 1D India has tleen the boost 1 t bas 11Yen 

to a host .or secoadaJ7 aDd ancillary iDdustrtes p~oduc1ng a 

vlde ruse of eater1als, such as glua bottles, nala and 

phials, card board ooxea 8Dd cartons, ••tal cau, alulntww 

9 PlaDDlng Coatsaton, GOI t S!.xtb Five Year Plan of 
J'aoata nove:ro•nt, p. 192. 
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sheets, t Qbes an4 toils, uptU.es, rubber s toppers and so oa. 

But as T•t precise 1ntonat1cm on actu.al consuJe pt 1on or all 

these eater1als bJ the ent ire 1n4ustry 1s not aatlable. A 

roUgb eeasure tor 200 odc1 un1 t s 1nt11cate tbat the value of 

paekai1Dg uter1al.s cooe\ltled ~ these un1 t.s 8110\lntetS t o 

Bs. , S.S6 crores ln 1969. These were t'urther est1•at e4 at 
~ 10 :Rs. ;:~,.12 crores 1a 1916. The anc1llary industries haYe 

in fact reared tbe•selves to net the s-pec1aliee4 and expand­

tag requ1retJents or the pba:nacea tteal tndut:try. Morecwer, by 

undertaklag . to •anilfacture 1 ts own requirements ot the che•1oal 

substaneu. the l)hanaoeut1cal industry baa a4c!e4 a aev 

d1Hn.sion to tbe growth of its parent- Che•lcal IDCiustry. 

COIIiDI to the str~o-tun ot tbe 1Ddust17 we tind that 

tbe 1Ddus t17 baa nolY8'2 in this present shape 1n tbree brofd 

sectors : (1) tbe large scale, (2) tbe s•aU scale sector, and 

( 3) tbe 1nt~nal (or unregts tere4) sector. 

The large scale sector consists or \U'Jlts v1 tb a ra1D1•n 

tnvestuumt ot Rn. 1.0 crorea in plant and eq\d.pt~eot. Tbese 

unlta are reqW.rocl to bave au industrial licence 1n acl<11t1on 

10 Armual Suney or Inclustries, 1969, Central Stat istical 
Organtaatton, 00!. 

The data pertains to 211 regt~tered factories nployt.ng 
SO or ere worken v1 tb the a1d or power, or 100 or wore vorkers 
w1tbout the ald. ot pover. 



12S 

to Ule registration vlth tbe Directorate General ot ~Mbnical 

Developaent ( DOTD) ot tbe central govem""ent . lbe s:»all s cale 

sector conslsts of aoits vltb 1nvest;ent of Ra. ?.S lakbs tn 

plant and eqDi~nt. These ua1 ts an not reqt.t1red to bold any 

1n4ustrlal licence but are required to register themselves 

with local stat e govemaent agencies. !bese tvo sectors co• 

pr1a• or what ou be called the "rect. a tered sector-' ot the 

pb&.l'lt&Chn&tlcal 1D4ustry. lbe 1aroraal sector ot tbe industry 

cotaprlses of tecbntcal/•c!1cal practltlcmer •anutacturen. It 

is 'aregistered.' ancl no authentic 1ntonat 1cm is available 

tor this sector. Ftatbenore, tbe latest data pertainlttg to 

the na'7lber or W'llts operat.1nc tn. tbe 're&lstered sector• (and. 

tbe ownersbip pattern therein) 1& available tor the year 1911-72 

only. This appears 1D Table 3.2. 

r ule 3.2 sbovs tbat 1D 1911-'12 tbere were 116 units 

opera tiDe 1n the large scale sector ot the indus try; 25' v1 tb 

full •aJor1 ty foreign ovoarsblp, 20 v1 tb toretp 11lnorl t:r 
owersbip, 69 vi tb full Inc11an ownership and 2 as public sector 

wdertak1Dsa. 

As re·gards the s•all scale sector, the table shows that 

tbere are altogether 2324 uo1ts operating tn t t ; 9 vltb toll 

foreign •aJor1 ty ownership, 12 v1 tb roretgn a1nor1 ty owersbip 

and an OYentbel•1nl o•ber ot 2303 units vttb full Indlen 

ovnersb1p.u aut as "• aball see later this large nu~ber ot 

11 l t 1s bovever pertiaeot to aote in t his regpect tbe 
obsenations or Directorate General ot hployr~ent and Training 
( DGET) vblcb carried out a .sun87 OD e•ploy:aent 1n the 
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fa1!le IndlUtry Structure and tbe Ownership Patteml2 
ot the P'banaceut1cal Iochastry ( 1911·1' : 
Rect.stered Sector) 

- ~ - - ~ ~ - ~ ~ ~ - -~ - ~ ~ ~ - ~ - ~ ~ ~ ~ ~ .. ~ -.. --ParticW.an Larse scale Saall scale 
sector sector Total 
~~~---- ~---------- ~-----~ Ko. Per-

cent 
wo. Per-

cent ---- ~ - ~ ~ ~ ~ - - ~ - -- ~ ~ - ~ ~ -~ ~ ~ - ~ ~ ~ --
PGll •aJori ty 
foreign ovnership 2S 21.6 9 0.39 1.4 
Fonip m1DoP1 ty 
owaenb1p 20 11.2 12 o.S'2 1.3 
IDdiaD full 
ovnenb1p 69 S9.S 2303 99.09 2312 97.2 
Public sector 2 1.? - - 2 o.1 

-------------------------------Total 116 100.0 232~ 100.00 2~ 100.0 

-------------------------------
§ource: N1D1at17 ot Petrole\111 and Chelt1cals, Report ot the 

Co•l ttee on Drags and Pbuwaceutlcal I Ddgstry in 
Ind1a, 191S. 

(Coat.1Dtle4) 

pbanaceut1cal 1n4utry 1D 1975':. Tbe DGEr survey touad that 
out ot tbese 2303 UDlts ODlJ' UtS3 co\ll.d responcl to thelr 
questionnaire. They tOlmd t.bat aon-reapoac11a• es tabl1sbC~GDta 
bad. el tber cbuge4 tbe1r line ot act! Y1 t lea or were enlaced 
1D aon .. anutactur1Dg aide or the industry. We sagges t that a 
proper accouat be watntalued or units 1D tbe small scale 
seet.or t o deten1rae, aoac ot.har tb1ngs, the ortali ty rates 
ot tbese UDlt.s oving t o such reasons as tbe e~spet1t1on troca 
large scale at ts. 

12 It should be aoted tbat ov1Dg to the lmple~entation o r 
Foreign Szcbaage Be1ulat1ou Act ( .PimA) the OVDersb1p patten 
1a undergoing cbanges. 
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unl ts lD the silall scale sector pro-.1de oDly a small portion 

or total ol!ltput or drugs 1D tbe coYDtrJ'. As regards owner­

ship pattern, fable 3.2 sahaws tbat tbe pbar.aceuttcal 1achastry 

is cbaracter1se4 by tou- broad catecor1es ot owersbip: (l) 

Fall •aJority tore1,i n owersblp, {2) Foret.sn ra1nor1ty ower­

ship, ( 3) ID41aa tun ovaersblp ad (4) Pa.bllc sector under­

tak1ap. 

fgU •a.1or1ty tore1gD ~enb1p units consist ot 

branches as also or tull7 (100 per cent aquf.ty) and partially 

(Sl per cent or Rre) owned subsicliarles. Ia 1971-72, out or 

66 IIDits operating vith foreign equtty participat ion, 34 vera 

full saaJor1 ty ovuersb1p, 2S in tbe large and 9 1n tbe s11all 

scale sectors. out or these 3lt UD1ts 1 6 were operating as 

branches; 4 u tully owaed subsidiaries and 24 v1tb tore1sn 

equt ty rangtDg troa S<>-99 per cent. 13 

Fon1p muorlt.y ovnersbip alta bold non-resident 

equity upto 49 per cent. lable 3.2 sbQVS that tbere were 32 

such units in 1911-72; or these, 20 vere operating in large 

and 12 to ssall scale see tor. Report on the Coni ttee ot 

Drugs and Pbart~aceutloals Indust~a. has pointed out tbat out 

ot these 32 ua1ts as eany as 15' had non-res1cleftt equity share 

r&Dg1Dg tro• lt-o-So per cent, 11 between 26-t.o per cent anc! 6 

13 Miata t17 of Petrole\1• a Cbellicals, Report ot the 
Co•1ttee on Drugs 4 Phanaceutical Industr.r, 197S. 

lit. Ib1cl. 
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belov 26 per cent. It ts, hovner, well knovn that ana v1 tb 

a relat1Yel7 ssaller share 1n tbe equity, the toretgn eo•pany 

eaa control tbe attairs ot tbe co.pany, particularly through 

the restr1ct1Ye elauees 1n the t•chDologr and ~anagement con. 

tracts. 

l'be third category or ovaersbip co•prlsea or fWJ.y Indian 

:>vaed units. Table 3.2 show• that t bere vere 23'12 suob units 

ia 1972; ot these, 69 vere operating in the large scale ancl 

2303 ln the ••all scale sector. It 1a alleged that like tbose 

of rorelgo •1Dor1ty ovoersb1p units, :»807 ot tbeae Indian ovn­

ecl r1nas wbicb baYe at least SOD8 11Dks with tbe foreign fins 

an also subject to indirect control by tbe1r rore1p collabor._ 

tors. 

Finally, tbere are two public sector an4ertak1ngs -

H1ndustu ADUb1ot1es Litli ted (SAL) and Indian Drugs and 

Pbanaoeut1cal.s Ltd. CIDPL), est.abltsbed respectively ln 19~ 

aDd 1961.. These tvo tmit.. haYe latd tbe national foundation 

1n t he proiluctlon or dru?,s, but unfortunately botb of the11 are 

lS runa1Dg 1n losses. 

II. featyras on the De~an4 S14e 

The Ezttnt ot Dry CO!!SQ!?tloD in Ipdia 

Earlier during our :11seuss1on in Chapter I I on tho 

econollioa ot tbe pbanaceu tical indus try, we belcl tbe vtev 

lS The financial statement ot botb IIAL and I DPL for the 
period 19'/0.n to 1977-18 appear in the appeud1x or tb1s 
cbapter. ( Tables 3.3 4 3 ... ). 
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that tbere enst a n•bor or stab-aarltets for drugs segmented 

by disease specU1c1t.y. I , therefore, wGuld not make much 

sense to aggrecate these sub-ttarke ts and call them as one 

integrated mar~et for 4rass. Analogously, it we an to s tad, 

t be extent and pattern or dn1g consaptl·3fl 1n a part icular 

couatry ve should bave 1nd1Y1dual consa9tion tunot1ons tor 

these sub-•arkets, ~1ng into accoamt all the important 

factors atrecting tbe dettand tor drugs. Ia Chapter II ve bad 

also stated tbat the deaand for drugs 1n a society is goYer.ned 

bJ' a caplu gullt. ot factors suob as tbe disease incidence 

and trends, populatio-n characte.risttcs, social and physical 

environunt. Disease incidence and trende relate to atortallty 

and .:>rZ)1dity 1D a society. Birth and 1ntaDt aortallty rates, 

d1seaaes pertaining to old age an:l prolonged s1clmessu ocaurr-

1ag in otber age croups aftect t.be det~and. ror drugs. Tbe3e 

factors in tarn depend upon such dnograph1c factors llke the 

populat ion size, 1t3 grovtb rate, age and sex distribution, 

dep-ee and trends in urbsD1sat1oa, access to public heal tb 

centres, lnus of iDeo•• and education. i bere is no gain­

saytog the tact that all these are t•portant factors that 

attect t be de11and tor dr~p. But deten1Dat1on of their in­

fiueace on the extent ot drug consucptlon poses serious 

probl.e:as ror the olaple reason that mos t ot t hese ractora CaD• 

not be quantified to aay reliable degree of accaracy in any 

statis t ical exerel9e. Hence, tor instance 1D the case ot 
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Iadta, we could acec.unt. for ::>nlJ the relat1Ye pr1ee.s ot drucs 
' 

and the real 1nooae o,f t ne eonsaars as tvo 1aportant taetors 

atrecti.Dg tbe de!a11Dd ror drags. However, 1 t is our presuap. 

t1on tbat tr dru1 consuptton 1'9 related rmly t~ real 1ncuae, 

the resaltiag !'unct1oa over a period ot ti~o would take the 

f ollov1DI abape ( F1 gure 3.1) • 

'The •s• shaped ctane 1n Figure 3.1 can be lnterpre.ted 

1o tvo d1tferent ways tor a developed and an underdeveloped 

cocmtry. Ia the case of a developed country, the ou"e can be 

looked upon as a kind ot deYelopsental parameteP. It ve l)lot 

data perta1D1D~ to arug consuaption and tbe 1ncose levels tor 

a sQtf1o1atltlJ' long period 1 t eould take • s• shape correspond­

ing to the shape or consuption function for durable 10ods. 

rb1s curve w~uld indicate that 1n1t1ally v1th a rise 1n 1neoae 

the eonswaptton ot dl'U«S v1U also rise (A to C). !Jut a1"ter 

the aoc1ety nu atta1ae4 a sutrtclently high standard of living, 

t he expenditt.&re on dNg consuzapt1on would saturate ( C - D). ID 

tbe cue or eD &mderdeveloped ODontry t.he curye in F11ur• 3.1 

caa be interpreted a t any prJ1nt of tiM to explai n tbe inter­

class dlrterences. Thus tbe reston A to B i.n the cune can be 

taken to 1•Pl7 ror cons~rs in tbe poor s t rata or t.be society, 

vhere tbe 1nc011e is •1n1•al an4 al t.bougb the disease tnct~ence 

1a b1cb 1 ta occurrence results only to an 1naign1t1caot increase 

111 expend1 tare oa d n rs. Re«lon B t.o c COL1ld apply ror lover 

and htgber a14dle seeti~n or the s~1ety vbere vt th any degree 
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or 41seue 1nc1deDce, tbe expenditure on dru s i s also h.1gb. 

Region 0 to D could be tbe region tor riche r ttectlors or tbe 

society where t he disease incidence i s l ow and s o i s the 1nore­

aental expenditure on drt.lgs.16 As s t ated, d at a tor a l ong 

?e-riod is reqa1re4 it ihe validity ':)t tbis • s • sh aped curve is 

to be exuined. Sinc9 l~g period dat a vere not. available ve 

could not. undertake this exercise tor tnd1a and hence could 

Mt ezaa1ne, inter alta, as to on vbleb \)art ot the cune in 

F1pre 3.1 we are ly1ng 1n rela~1on t o tbe cooauatpt1ou ot 

4ruas. Bovever, ta the case ot countries llke u.s. and u.Jt. 
t.hls exercise can be undertaken and vbetber t he lcmg run con­

saept1oD r-wctlol\ takea •s• sbapa or not can be ver1t1ed. we 

have C:Ofle &eros• no sucb can 1D the 11 terat ure and ve did not 

t h1nk it._ vas vitbln our scope to UDtlertake such an eurcise. 

Ia tbe cue ot Ia41a, proper data relat ing t o eonsuption 

ot clrup could be batl tor 11 78&r period - 196?-61 - 1917-18. 

We tmdertook an eureise ot estl•attng a •aero aonsWDDtlOft 

tunot loo ot dru~s tor tbis perlod ~ taklng per capita conau.p­

tion or 4rup as dependent var1~le and per capita .nal I.Dcon, 

an4 rel.at1w clrus prices aa laiepaadeut variables. A tb11"4 

Yar18ble - p~pglat1oa arowtb could be 1nd1reotl1 accounted tor, 

a1nce «1Yen a part.tcular rate or g1'0Vth, tbe per capt ta inco• 

Yar1ea 1DVersely v1 t h t he rise in .P3JMJ1at ion. Tbe tollowt.ns 

result s are 1aterrecl rrora our stat istical exercise. Sut oving 

16 But the expenditure on such clruu as vt tulns an(! tonica 
coold be b1gb tor Uda section or tbe soc1e ty. 
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to 11•ltat1ons olt.ed earl1e:r, t hese resalts sboald be taken 

only as b~ad indicat ors pertaining to dr~g coasumpt1on tn 

Irv.11a. ·naere 1s, however, &D &ddl t1onal factor in tbe case ot 

our country vbicb could seriously liJ11 t tbft val1cS1 ty ot t bese 

results. 1 t ts asserted that 1D Tndta only about 30 l)er cent 

ot the p:lpulat 1on res141ng in urban and satli-urban areas aYa11 

tbusel-vea ot allopatblc azed1e-1nes. Hence any statistical 

eserci~e sbou14 1rhall1 be cerrte4 out by takiftg tnto account 

the per cap1 ta real 1nco•e at th1 s section ot th~ population 

oDly. Tbls obYiout ly ls a CQIIpltcated tuk tn 1 taelt and ve 

toutld lt beyond the 3COP8 ot our exercise. However, t be per 

capita consa~pt1oo ot ~rugs could be arr1Yed at b.r taking 

account ot only this section ot tbe poPQlat1on. But ve could 

not wenture, meaataglesa as 1t vould bave been, t o tit aoy 

:re~resaioft equat-ions for tbis 30 per cent section or the 

populat1oa vttboqt altering tbe1r per capita real tnoocse. 

we t1 ttec! in all 6 equ.tlODs - 3 linear and 3 log-linear. 

Tile data base or these equat-ions and the resul ta tbe reot ap;>ear 

in Tables 3. ') and 3.6 to the ap!>en41s or this chapter. Table 

3.5' 1n11eates t hat -per ca;)1 ta e~su2ptton of dn pg in Ind1 a 

at cons t ant, 1961-62 prices, bas increased steadily rroa 

around Rs. J.f)O in the early sizttu to around Bs. lt).OO at 

present. rr we account only 30 pe-r cent or the poJ)Ulat1on as 

tbe flaift COD9 U.I' of allopatnlc drup, the data ShOVS t hat the 

pe~ cap1 ta con~usptton of drues for this section or tbe 
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population wbicb vas around Rs. 10.00 in t he early s ixties bas 

increased to about Rs . 30.00 at present. 

Table 3.6 shows that ~st ot tbe re~sslon equation 

explaining 110re tban qo per cent or the vertation could. be 

fitted. r test for the ~aJorlty of tbe variables tn the equa­

t10DS and also tbe F t.es t for R2 are round to be statts t1cal.ly 

aign1t1cant both at S and 1 per cent level or s1gn1t1cance. 

lD all these equations the consu~pt1on or drugs is round 

to be poa l ti vely correlated to real 1noo=e indicating that a 

rise 1n incoae vould lead to rise in drQ& consu•ption. The 

eoetticient or per capita 1ncoH sbova tbat vi th a rupee rise 

in in~ the drug consu•9ttoo voul~ increase by six paise. 

The log linear eoerticient s dep1ot1ng the elast1e1t1ea soceest 

that vitb one per cent rise in inea.e tbe drug comgu•pt1on 

voldd so up by around 3 to ; per cent. Thia 1nc011e coetr1c1ent 

1~ b1gb enougb to arrive at a hunch that we are currently 

passinc t hrough repon B and c 1D Figure 3.1. 

The ratio or drug prices in tbe equations is f~und to be 

nerat1Yaly correlated to 4rur C!Jfts-UIIption suggesting t bat a 

r1se in drug prioes voW.cl result in a fall in drug cons UIIption. 

The c-oe.ft1c1uta sugfes t. tbat 1! tbe ratio increase• by one 

point tbe cODSusptiost could decline by four emits. The log 

linear coett1c1enta 1Ddtcate that vit b one per cent increase 

tn tb~ ratio, druc coruaa&~ptiou et)tdd tall by aroun4 o. 91 J)er 

cent. 
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III. 'e1tures op tbe Supplz Side 

Tbe isau. or research and. 4evelf)l)IMDt ot drop vas earlier 

discus~ed 1D Cbapter it . It vas point ed out that a:D ot new 

~r-.:.lp is a nst tt t11':ts are to s~nlve 1n the •arut. Sut, 

vhile the drug !ICs •a1nt.a1D elaborate RclO net. vorka 1ft tbei r 

~· countr1ea, 1 t 1s oo.eonl7 found tbat tbey make no vortb­

vbile atte~pts to initiate ,RaJ) progru tbrougb tbe1r aft111ates 

1n nos t countries in vbicb t h87 operate. tbe govaruen ts 1n 

these eouot?tes also fail to un4ertak~ 887 detailed ~ pro­

jects because of 1HD7 cons t.raillta including r1nanc1al and the 

non-aYa1labU1 t7 of' quu1t'1e4 per• ODDel. In the sectlon below 

we d iscuss t b.e isaae or MD ot d rtliS 1D ID41a ao4 exam1De the 

Hasures adopted so tar in tb1s c1irect1on 'b7 botb the p\.lbl1o and 

tbe pr1Yate seetor aD1ta 9 tbe adeq~r~aey of tbeae roeasurea and the 

probable rature course. 

nesearch and Deftlopaent <>f drugs is aroadly carriad out 

ln tvo d1ttereot 1ecton in Iadla: (1) public and (11) private. 

Public sector 

'l'he public sector cot~prlses or two dttterent set.a or 
units. Public funded research ins titute• and public sect or 

uadertak.lngs. T.be IndiaD Council or Med1cal neaearch ( I CMR ) i s 

~be sapre•• body entrusted. with t be basic task or tunding 

reaearcb projects at yaJ1.owa research 1Dstltutes and tted1eal 
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colla1es. Besides 1 ts ow Pasteur lostltute vbicb aanutactures 

vaccines ot Yarious types, tbe ICMR 1s 1tselt engaged in re­

search w~rk cormectecl vtth •aectne deYelopt~ent. It also con­

trols research laboratories or Council or ScienUttc Iodustrtal 

!lesearch (CSIR). The CS!I hu tvo research institutes devoted 

ezolus1ftly to drug deYelOJJHDt. viz. tbe Central Drua Research 

l a ·stitute an4 tbe Indian IDst1tute or ~sper1•ntal ~e41c1ne. 

In add1t1on to tbis, tbe !rational Cbedcal Laboratory ( PJCL) 

and YarloWJ regicmal. laboratoriea cater to tbe problna connect­

ed vi th the :aanldactare ot 1nterated1ate coat pound a, basic pbarrta­

coutlcals and drugs ot plaDt origin. 

Tbere are GU public sectoJ- end goyemwent manqe4 units 

in tba country wb10h uactertalle MD vorks 1n one roN or tho 

other. out or ~bese sis antt s, H1Ddustan Antibiotics L1•1t.d 

(HAL), Indiaft nrugs and Pbaraaceut1cals Lt d. (!OPt) and Seitb 

Stenisreet Pbar•aceat1cal• Ltd. are ~ertak1ngs or Oo~ernaent 
ot India; 8eagal Che21cal and Phar.aceut1cals Ltd. and tbe 

Beugal taunt ty co. Ltd. are taaDaged b7 the Covemment, and 

Eaf'tk1ne Blo-Pba~aceut1cal Corporation Lift ted ls a floYernnnt. 

ot Maharash tra unctertak1ng. 

Pr1~ate seetoz 

Tbe tm1 t s in tbe private sector cot~prise or Indian and 

roreign cospaalas. As ve aaw earlier, the pr1Yate sector in 

India ts characterised by a large nuber ot s:tal.l s cale un1 ts 

(OYer 2300 in 19?1-72). Most. ot those units do not haYe any 
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MD d.epa.rt .. at Ud 1n raaay caaea t be MD w.;,ru or the se un1 ta 

aft DGt recognised by tbe Departaent or Science and Tecbnol ou. 

This departlleDt reeoplns the M D actiYt. t ie• or only 20 Indian 

and 12 foreiga unl ta l.e., a1 ts v1 th a t least sotte aeasure or 
tore1p equity part1c:1pat1oa.l7 

Public Sector Units 

so .. or t be units in t be public sector ba.e -.de notabl e 

contr1but1oas toward• the MD or d.rugs. S ld.tb S tanis treet, tor 

instance, aet up in 1920 tbe plat ror extraction ot s tryohulne 

aud Bru.cine rro• Ia Vo•tca seeds wbicb i n course has beco•• t he 

oldest arid highest plant ot 1 u Iliaci in the world. Its ins t all ­

ed eapaei ty ot 1, 000 kg. each ot 8 t rychine an4 Brucine gained 

1ntemat1onal recogn1t 1on. 'l be Bengal Ic:~unity Co. Ltd. in­

troduced tor r .. ne first U•e 1n 1928 Diphtheria ADt l t oZin Set'WI 

11 TveDt,. Indian coepan1ea ( 1Dclud1ng publi e see tor tmder-
taklnp) wbo.se MD works are recognised by the Department ot 
Scicmce and Techaology are: ( 1) Abura Cheeieals Products, ( 2) 
Aleabic Che•teals, ( 3) Bengal Inun1ty Research Centre, \a.) 
Cadila Labs., <S> Calct.ltta Chea1oal co., (6) Cne&dcal Indu­
stries a: Ph., (7) CheGatn, ; ( ~ ) ChovcW.e, (9) Dal-I cbl tt arkarla, 
(10) Dey's Me41cal (11) Fatrdeal, (12) aattld.ne Instt~ l (13) 
India Detonators, lt~t) IDPL (a) Antibiotics Plant ; Ru b kesb 
eel (b) Syntbettc Drugs Plant, Hyderabatly (lS) N1tson Labs.,(l6 ) 
Raabuy Labs., (11) s arabha1 Cbem1cal.s, {18) s arabba1 Research Centre, 
(19) s u .. ta Labs. and (20) ryrs1che• tabs. 

Twelve foretgn cospanies vhoae ~D works are recogn1se4 
by t he Oeparteent an: (1) Ciba Geigy, (2} ~lao, ( 3) Hoec bs t , 
(ft.) Organon, ( 5') Raptakos, ( 6} R1char4son Hind us t an, ( ?) 
Sandoz, ( 8 ) Searle I ndia. ( 9 ) Synb1ot.1cs, (10 ) ilyeth Labs., 
(11) Rallis India and (12) Boots 
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8D4 Antibacterial Sera and lD 1933 tbe Ant 1 Meningococcus and 

! e tanus Antitozin Sera witb indigenous t echnology. Tbe 

nettld.ne lnsti tut e - so called tb.en, developeti the plague 

prophylactic Yacc1.oe as early aa 1896. ~re recently, RAL 

disCQvered Huyctn to 1961 and ADt1aoeb1n (an ant 1-fielatin t 1c 

ant1blot1e) aDd lureotangm (an antt-tungal antlbto~ 1c ) ln 

1966.18 Tbese develop•ots tbough 1:aportant in their ovn 

rigbt teod to be 1asign1tieant vhen eo•pared vi th the overall 

re'9olut1on in the MD of nev drugs that bas taken place s ince 

tbe seoond balf of t.b1s century. A DWiber ot explenat1ous have 

bean rorvar4ed ror the non-success ot R4D ot new drugs in s tate 

ovned un1 ts. 'l'be best ot tbe obsenat1oM are, boveYer, 11ade 

1n an ONCr AD Be port on • Tectmolog !ranster in the Pbar:ea­

ceutical Industry 1o Inc11a• •19 '!'be report. carried out a su"ey 

on industr,•s op1n1on ror the reasons bebl~ the non-saeeesa 

or drug MD vorks ot public sect~r tm1 ts in India and cue out 

witb the following conclusions. 

( 1) Tbe processes developed. by tbe national labo­

ratories are ec·ono•1cally not feasible as the cost or produc­

tion is ver.r blgb. 

(11) ?he teebn1eal dat a sup~lied by the laboratories 

18 Hlnist17 ot Petrolet.1111 Cbe•lcals a Fert.111sers, GOI t 
Indian Drugs Stat1st1os 1 191.1-80. 

19 U!ICI'AD 9 Case studies in tbe transfer ot t.ecbnology, 
The Pbar:aaceut1cal Indus try 1a India, 1917. 
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1s lnco.,J.ete vbieb creates operational d1tficul ties for the 

nr• ut111s11ll tbe laborat ory kDovbov. 

( 111) While tbe basic che•1cal and 1nter-lled1at e e~pouncla 

are aaslly available to tbe go-.erntJJent-run laboratories, tbe 

1ftdustr7 faoed great d1tf1c~t1es in ::)t>ta1n1ng t ho• due to 

tbe foreign excbaoge constraints and import control. 

(1Y) 'fbere 1a a lack or co•nn1cat1on between labo­

ratory peraoanel and tnd~~ try teeboologtsts, and 

( Y) F1nal17t ttOSt of tbe wort earr1ed out 1n t he national 

laooratorles is or an acednic nat ure and hence cumnot be 

di.rectly applied to tbe production or cirugs in dettancl. 

Prtvatt sectgr Units 

Wbereaa the torecotng factors account for the non-success 

ot MD vorks in public seotor un1 t.s, reasons be bind tbe failure 

Of private sector \&Alt.S ( rtalDly foreign) 1D the deYelOJ)rlent or 

new drugs are directly renecto4 ln tbe1r 11eagre spendiogs on 

MD work. Data collected on PAD eapeDdi tore or foreign drug 

co•panias operating tn tndta al~o lends support to the conten­

tion tbat foreign drag coapan1es spend Yery little uoaDt oa 

the R4D work 1n boat countries. Table 3.1 4ep1ets t be percen­

tage or sales reYeDue 1nYested 1n MD tor the period 1973-1~ 

and 1911·'19 by lt-2 rorelgn drug oo•panies. The aYerage tor 

·these coatpantes sbov that DOt 1n a single year ~1d tb expendi­

ture on nan esceed 2 per cent ot t.be1 r 3 ales rnenues. At 

1Ddiv1d~i~al level, bovever, co•panies like Cluo, l1oecbst, May a 



Table 3·71 Peroentqa ot Sales ReYenue Imeate4 in MD by .. 2 Foreign Dr..aa Co•panlee 1n 
In<11a : 1973-15 and 19'11-19 

-- ~ ~ -- - ~ - - - ~ - - - ~ ~ - - - - ~ - - ~ ~ - - -~ - ~ ~ -~ ~ - - - - ~ - ~ - -Name of tbe t1r. Percentage or turnoYer 1nYeatad in RAD sr. 
Ho. -------------------------------------------1973 19?4 197~ 197? 1q7A 1979 -- ~ ~ - - . - -- - - -- - - - - ~ - ~ -- - ~ -- - ~ -- -- ~ -- ~ - - -- - ~ ~ -
le Abbot L&ba. I. Ltd, 
2. Alkali ct Che•1cal OorpD. Ltd.. 

3. Anglo French Drua co. Ltd. 
4. s.,er (I) Ltd. 
s. Beeobae (1) L~. 
6. noebr1nger t<noU L t4, 
7. Boota Co. (I) Ltd. 
8. SUri'OUfthl Welloome A Co. 
9e Carter Wallace A Co. Ltd. 

10. c. B. Fulford 
11. 01ba Oe1gy L t4. 
12. Cooper tabs. Ltd. 

13. Cyna~1d (I) Ltd. 
14. Curevell (I) Ltd. 
lS. ~thnor Lt4. 
16. ~. Merck (I) Ltd. 
11. Oeottrey Maners Ltd. 
lA. Olaxo Labs. (I) Lt.d. 
19. c.. w. Carnlrlck 
20. Hoecbst Pbarm. Ltd. 

21. India soberln& Ltd. 
22. Jobn Wyeth 

2 3. JobDaOA & 3ohDSOD 

~~. H. & Baker Ltcl. 

2S. Merok Sharp a Dbowe ot 1.Lt4. 
26. B1cbolu or I • Ltcl. 

27. Oraanon ( I ) Lt4. 

28. Parke Davis Ltd. 
29. Pfizer Ltd. 

3~. Richardson Hlndustan L t d. 

31. Rooho 'P roducts Ltd. 
J2. Roussel Ph .... 
33. Sandoz (I) Ltd. 

34. Searle (I) L t4. 

3S. S•ltb Kline a f rench (I) Ltd. 
36. Synb1Qt 1os Ltd. 

37. uhr1d. Geigy LW. 

38. .s. Vi tuins & Phar• . Ltd. 
39. arner H1ndustan Lt4. 
~o. Whltfens ( I ) Ltd. 
41. ~4yeth Labs. Ltd. 

1+2. ~· ander Ltcl. 

1.00 
Ntl 
1.10 
Nll 

lfil 
2.5'0 
Ntl 
o.~J 

o.a..o 
0.30 

?.oo 
W11 
o.?~ 

o.so 
2.6l) 

o.Sl 
1.30 
3. 00 

Nil 
3.90 
2.4S 
o.5'2 
o.eo 
6 ••• 7 
0.?2 
Nil 
1.oo 
o.06 
2.00 

o.t.o 
o.~~ 

o.Afl 
2. '-0 

3.00 
o.4o 
1.00 
'1. ?1 

0 . 30 
l.So 
1. 0~ 

4.95' 
Neg. 

o.~o 

Nil 
1.70 
W11 
Nil 
2.oo 
" 11 
o.lt-2 
o.a..o 
o. :?.S 
6.?0 
Nil 
o.92 
o.7~ 

2.S9 
o.ao 
1.00 
3.00 
Jlltl 
4.40 
2.11 
o.49 
1.oo 
6.41 
o. ~o 

Nil 
1 .. oo 
o.o1 
a.oo 
0.3? 
().4S 
1.10 
3.1)0 

3.00 
o.6o 
o.6o 
!).23 

o.6o 
1.a.o 
Nil 
4.71 
Nee. 

o.4o 
Nil 
2.30 
Rll 
Nll 

o.~o 

RU 
0.33 
0.30 

o.'+S 
6,qo 
l'J11 

o.so 
o.s-.. 
1.8~ 

o.ss 
1.oo 
3.00 
Nil 
3.10 
l.6S 
fJ. ) ? 

1.oo 
6.35' 
0.90 
Wil 
1.10 
o.1o 
2 . 00 

o.t..o 
'>.~., 

o.qo 
1.40 
3.00 

o.?o 
1.00 

'>.63 
1. 30 
1. ?:) 
3.0 0 

4.13 
Mea. 

n.a. 
n.a. 
a. a. 
o.o,. 
n.a. 
o."~ 
1?.30 

n.a. 
n.a. 
n,a. 
3.1"­
n.a. 
o.'51 

"··· n.a. 
o.RB 
n.a. 
~.1'1 

n.a. 
3.10 
n.a. 
n.a. 
n.a. 
tJ.!$4 
n.a. 
1.40 
2.12 
o.s1 
o. 48 
1.10 
n.a. 
(), 75' 
1.14 
3.5'9 
4.79 
o.9~ 

n. a. 
n.a. 

n.a. 

n.a. 

n.a. 
o.a. 
n.a. 
o.oa.. 
n.a. 
1. :>8 
2.13 
n.a. 
n.a. 
n.a. 
3. ' 7 
n.a. 
2.13 
n.a. 
n.a. 
o.?o 
n.a. 
1.94 
n.a. 
3.80 
n.a. 
n.a. 
n.a. 
o. ~, 

n.a. 
1.90 
2.2 ... 
o.a.o 
o.46 
1.10 
n.a. 
,. q~ 

1.39 
) . 30 
3.9() 
o. ~3 

n.a. 
n.a. 

n.a. 
3.n 
n.a. 

:;ourses (a) Lok Sabba Debates , January 197S. (b) Or sarl1sat.1on or Ph~aceu t1cal 
Pr oouce rs of I ndia (OPPI ), Director or Meaber s , 1981. 

n.a. 
n.a. 
n.a. 
o.o3 
n.a. 
o.92 
2.~ 
n.a. 
n.a. 
n.a. 
2.67 
n.a. 
1.23 
n.a. 
n.a. 
o.tl 
n.a. 
~.29 

n.a. 
3.60 
n.a. 
n.a. 
n.a. 

n. a. 
l.Sl 
1.13 
o.t.2 
o.47 
1.43 
n.a. 
1.27 
1.~ 

2. 83 
3. 61 
o.61+ 
n. a. 
n. a. 
').93 
n.a. 
3.19 
r.a • • • 

1.71 
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Balter, Searle and Wyeth spent a relat1•el.y hi ber percentage 

ot their sales on MD. But as can be seen tro• Table 3. 7 

ttat tbey .. oo are not c~as1stent 1D this spen41ng wblcb 

fiuctuatea troa year to year. It is alleced tbat ••ry often 

tbe b11b expe-nditure sboVD by <1ru1 t1r•4 on t ne1r Ran accoant 

include Don-Ran ezpend1t..ure and rurtbor in •ost cuea tbe 

efforts of •any a co.~aniaa centre around on making ~lnor 1 • 

provemerata on tbe ez1st1llg dNp. 

!'easurea to EDhaDce MD Act1v1t1et 

It see•e that the goverrment bas realised, albeit late, 

tbe failure ot botb the public and prl Yat.e see tor un1 t s to 

enhance tb81r MD aet1v1t1es to any appreciable ext.ant and has 

also felt an acute need or 1o1t1at1Dg R&D aet1Y1t1es tn the 

c ountry. !bis concem or the govern01ent 1s renected in the 

last drug policy doouurent vhleb spelt oGt that: 20 

(1) The publ1~ cector sbould set an esuple 1n respect 

of PAD act1v1t1es by setttnr aside a suitable percentage ot 

1;belr aet sales turnoYer tberetor. 

(11) Pore1go eOtlpanies vbose barnoY81' in dng exceed 

Rs.; crO'res per annu, shall be obliged to: 

(a) bave MD rac111 ties vi tbln the country on tlbieb 

capl tal 1nvestaeot should be at least 20 per cent or their net 

block aDCl 

20 Dn~g Price Control l)rder 1979 presented in the Lok s ha 
ora 29th March 1918. 



(b) speaS at leu t a. per cent or their sales tum­

over as recurrinc expeDd1 ture oD M 'D tac111 ties. 

(111) !be ~sa profit beyoDd 8 to 13 per cent as 

specified in tbe pricing policy sball btt funded separately tor 

suctl purposes 1DclucU.ns MD as ••7 be specified by tbe govern­

~ent. 

( 1'9) :tlev/or1g1aal bulk drugs deYelo,ad tbrGugb indi­

genous Ran voul.d be tree tro. price cont.rol tor a period ot 

5' years. The condi tioD for sllpplying a part of tbe production 

to noo.uaoc1ated f'onulators voald also not apply to such 

case a. 

In addition to tbe roregolog aeasures enVisaged by tbe 

g"ernse~t to boM t MD errorts 1n tbe eotmt'7t the rol.loviD« 

are al..so sug_gested. 

1) Detailed 1nt'onat10D shor.ald be e>btalne" tro• all the 

relevant private and publ1o sector oo1 ts regarding tbeir pre­

sent and future plans of MD projects. 

2) Thls intonation sbotlld be carefully processed (a) 

to avoid any dupl1ca·t1oo, and (b) to ucertain the extent ~r 

efforts balDS •ade tovards MD of drugs tor tropical 1ntec­

t1ous cl1seasea. 

3) Special d1reot1Yes, tac1l1t1es and/or t1nenc1al aid 

shol.lld be given t o the desentng am1 ts to andertake certain 

researcb proJects ot national l•portance. 

4) A close acco&mt sboW.d be =aa1nta1ned of the develop.. 

ateut or various research ?l'"\>Jecta aderco1ng in d1fteren t 



priYate an4 public laboratones. Por this a six 1a-0ntbly report 

shoald be obtained tro3 the concerned un1ts an~ assessed. 

5") FinaLl7, a proper coord1naUon betveeft the research 

proJects of public, private and tm1ven1 ty res eareh depart ents 

should be Qaintained. 

A.ll t.be abQve•nt1oned strategies should. be planned and 

executed fro• tmder one root sucb as the Oepart~~ent or Science 

and TecbDOlogy. The efforts ~ay 1avol•e extra costs but the 

sue sbould be •ieved in tbe 11gbt ot likely catns troa ouch 

errorts. 

P rod&~et1on ot nrup 

The production ot drags in India bas regi stered a stea4y 

grovtb since 1 ~? vbeD the total produetton or dru!s was a '.lere 

Rs.lO erores. The dat a }Xlrta1n1ng to tbe produet1on of drugs 

appear in Table 3.8. The table shova that the prodltct1on f'Jt 

drugs in real teres has incraued ataa41ly fros ~s. 11 crores 

in 1947-lta toRs. 640 crores in 191"·?9. The ana~al growth 

rates appearing in ColQU 4 sbov that the h ighest annual grovth 

rat• ot 65.91 per cent occurred during tbe ini tiel years ot 

1ndustry•s growth i.e., 1947-~8 to 19~1-~2. But this i s pri­

marilY beoauge or lov base. eovever, the grovtb rates in the 

later yea-rs have als.o been 1n •os t cases in two d1 g1 ts. Ibe 

real annual average grovtb rate f~r tbe indus try ror the period 

1960-61 - 19?q-79 vorl'".s out to be around 1 ' .49 pel" cent. The 

a:terag@ anru.Jel 1r<twtt; rate ror tbe porlctd 197tl-7' vh1cb vorks 



T!bla 3.8: Production ot ForaW.at1ons at. C~oarrent and Constant 
(1961-62) Prices : 194?-~8 t o 19?8-?9 

(Rs . in crores ) - ~ ~ ~ ~ - ~ ~ ~ - ~ ~ ~ ---~ - ~ ~ ~ -~ ~ -~ - -- ~ - -
Year Production Real annual 

~-------...... ...._ .. ~-------....... arrovtb 
Current 1961-62 rates 
pricu prices 

1 2 3 .. - ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ -~ --- ~ ~ ~ ~ ~ - --~ - - ~ -
1947-4.9 ltJ u -
19n-s2 35' 40 6$.91 
195''r-5'6 ?~ 56 10.00 
1960-61 80 90 to.n 
1961-62 100 100 25'.00 
1962-63 120 118 18.00 
1963-64 13S 131 11.02 
196't-6S 1~ lSO 14.So 
196~-66 l?S 166 10.61 
1966-67 190 169 1.81 
1961-68 200 161. - 2.96 
1968-69 23S 19~ lS.SS 
1969-10 25'0 193 l.SS 
1910-11 300 210 ~.Rl 

1911-12 360 2lt-8 1~.10 

1972-13 380 25'9 4.03 
1973-~ 408 27~ 6.~9 

19~15 41.8 349 26.91 
191S-76 $60 399 14.3.3 
1976-7? 100 412 lq.30 
1977-18 900 5'5"6 17.80 
1978-19 105'0 640 1~.11 

1982-8Je· 187$-- 1143 19.65' 

• ProJections by tbe working group on t he drags and 1)barma­
ceut1cals. ( !let up ~ tbe Plasmintt !:o•m1sa1on in 1978). 

SoGrct: (~) CSJ , Statis~lcal Abstracts, (2) JPPI, Di rectory ot 
Me:abers 1981 and ( 3) ~1D1atry ot Pe troleUtl, Che~icals 
a Fert1113ers, ~Indian ~rugs S ~at1st1es, 19~0. 



out. to be l 2.8S per cent 1s e~•parable v1 tb tbe rovtb r ate or 

production ot drugs during t be s1e1lar period ot ~any de•el oped 

countries ( vb1cb tbou~b baYe a ::such larcer J»roduot1on base) 

such as J'apaa (13.S per eent), Sweden (13.3 per cent), l'RO 

(11.6 per eent), France (11.2 per cent ) and l. s. A. (10. 6 per 

cent). 

·rbe d at a OD pr'OCUCtion ot drugs iD Table 3. 8 pertains to 

ronulatioas only. Separate lia~", a ·pert aining t o tb~ pr oduct i on 

of bulk drugs i s not ua1lable tor all the yeus. _he avail­

able dat a hu been put toge th er in Table 3. 9. Thi s table s hove 

'!!ble 3.t: Production or Bulk Drllga at Current and CODs tant 
( 1961-62) Prices · 

(Ra. 1n crores) 
~ ~ ~ ~ - ~ - - ~ ~ ~ - ~ -~ ~ ~ - -- - ~ ~ - ~ - ~ - - ~ - -
Year curnat 1961-62 neal annual 

;n-teu ~)rices g1'<Ntb rat.es( "') --- -- ~ - ~ ~ -~ ~ ~ ~ ~ - ~ ~ - - ~ - ~ ~ ~ ~ ---~ -~ 

196S-66 18 17.12 -
1973-?lt 66 "·lt9 19.98 

197?-?6 130 73.06 )2.13 

1976-11 lSn 18.60 1.~8 

19?7-78 16ft. aa..46 7.46 

1~19 200 103.20 22.19 

Source : b or ! able 3. 8. 
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tbat in real teru the productloD or bulk drugs has regia tered 

a steady rise rro. Rs. 17.12 crores 1n 1965'-66 to R!J . 103.20 

crores 1n 191~-79, deplot1ag an average annual ri~• or 17.8? 

per cont. 

A. "breakdoVD ot pro1uct1on or bulk drugs in ten main 

groupings sbovs Ulat 1o tbe real production vortb Ra. 10).20 

crores in 197q-79 antibiotics ingredients had a share or 
'P s. 31.48 crores (30.5" per cent), Anel.ges1cs/Ant1pyrettes/ 

Ant1-rbeWiat1cs Rs. ~.38 crorea (12 per cent), vi t ald.ns ns.l0.84 

crores (1o.S per cent), sultoAamides RG . 9.29 crores (9 per 

cent), Ant1-T.s . drugs Rs. ~.64 crores (4.S per cent), corti­

costeroids a sez har.:oones ns. 4.~5' ororea (4.8 per cent), 

antt-uoebics 'lt~. 3.10 crores ( 3 per cent), ant1•ater1als 

l'i s. 2.06 crores (2 per cent), anti-d-iabetics Rs . 1 •. ~5' crores 

(1.5' per cent), and tbe rest Rs. 2~.91 crores (22.2 per cent>.21 

1bws the flnt tbree cateroriea ot bulk drugs account tor 

S3 per cent or total product ton ot bulk drugs in tbe count17. 

The sectoral distribution ot production or formulati ons 

aod bulk drugs appear in Table 3.10. !be table shove tbat out 

of total prod11etlon ot for~ulat1ons worth Rs. 105'0 crores in 

1973-19, foreign sector accoWJted tor the highest share - a.l. 

per cent (Hs.lt60 crorea) 1 followed by Indian sector, 32 per 

cent (Rs. 340 crores), a•all seale sector, 19 per cent (Rs .l90 

crores ) and tbe public aeetor 6 per cent ( s. 60 crores ) • 

21 OPPI, Directory or ~eaoers, 1981. 



Table 3,10& Seetoral Distribution of Production ot Foraulat1ons and Sulk Drugs 
(Rs./crores s Current Pr1oea) 

- - -- - -- - - - -- - - - - - - - -- -- - - - - - - - -- - - - - - - - - - -1916-?'1 1918-19 
Part1cQlara ------------ ----------- ------------- --------A•ount Peroen- A110unt Percen- AltOunt Peroen. A•ou.nt Percen-

tage tage tage tage 

- - - - - -- -- - - - -- - - - - - - - -- - - - - - - - - - -- - - -- -- - -For!uJ.at1ong 
Public Sector 
Indicm Sector 
Fore1ga Seotor 
S•all Seale 
Sector 

Bulk Drug 

28 
160 
220 

-
----

Publlo Sector lB 
Indian se~tor 11 
Foreign sector 37 

· B118ll Scale 
Sector -

-
___ ,._ 

-

47 
2ttl 

292 

1?.2 

1<l0 100.0 -.. -- ----

10 

60 
)\tO 

460 

190 

1,0~0 11)0.0 
- - ~ ~ --- - - - ~ ~ -

---
20 10.0 -

_., __ _ 

---
-

~ ~ - ~ ~ -~ ~ - ~ - ~ ~ - - - ~ ~ ~ ~ -~ ----- - ~ - ~ ~ - - -
~6 1oo.o tSo 1oo.o 200 1oo.oo 4?~·· too.o 

- - - ~ -- -~ ---- -~ ~ - --- ~ ~ ~ ~ ~ - - ~ --- - - -- ~ ~ - ~ - - ~ -
Noy: The sources do not report any t1gtAres for small scale sector 1o 1973-14. We 

t reat t hem as neal1g1ble. 
• ProJect1ons by the vork1ng Jl"Oup on Drugs tt Pbar.aceuticala (Set UJl by t he 

Planning Coa.ission 1n 1978) 
•• Component break-up not available. 

s ource:(l) Ministry ot Petroleum, Che•1cal a Fert111 gers, 001 , Indian Drugs stattsttcs , 
1979-80 and Report or the CoQ~ittee on Drugs and Pha~aceutleals , 191~. (2) 
J PPI Annual Report, 1)79. 
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Co•parable rtgures for the year 1976-77 sbov that the respective 

share of these sectors hu not under1one any eajor changes tn 

tbe recent past. But by 1982-83 Ind.tan sector i s expeeted to 

lead tbe production or tonual.at1ons v1tb a 37 per cent (ns.700 

crorea) sbare, followed by rore1p sector, 31 per cer.wt ( R9 . S7S 

crores>, a•el..l scale s-eet,or, 19 per cent ens. 35'0 crores) anc1 

tha l'Ublte seetor, 13 per cent (Rs. 2SO C?Ores >. As retards 

tbe production ot bt.tl.k drugs, t he figures for 1 <176-7? sbov ~at 

out of .~· . lSO crores worth or bulk drugs produced 1n that year, 

fortt1p seetoF bad the highest sbare - 1+2 per eeat (Ba. 63 

crores), !oll~e4 by public sector 33 per cent, (Rs. 49 crores>, 

!n41an sector, 19 per cent (~a. 28 crores), and ~Qall scale 

sector, 7 per cent (Rs. 10 crores). 1he share or tbe9e sectors 

in the tot.al product1:>D of bulk drup vortb Rs. 2)() crore3 in 

1978-79 were: foreign sector, 28 per cent (Rs. ~6 ore~re•>• 

public sector, 2S per cent (Rs. 49 orores), Indian see tor, 

38 per cent (P.a. ?~ crorea) and s~all scale sector 10 per cen t 

(Rs. 20 CI"'l"es). It 1s tbWJ evident that. in two years tlae 

tbe S·bare ot Indian sector 1n tbe product1oD ot bulk drugs has 

d.oublecl, fro. 19 per cent to 38 per cent that of tore1~ sector 

and pu~lic a ector bas decl1"ed by 1a. ( -.,2 per cent to 28 per 

cent) &!ld 8 ( 33 per cent to 2S per eent) pe-rcentage points 

respectively and tbat or .saall sector baa 1ncreeed by 3 per­

centage point s ( 1 per cent to 10 per cent). The reason behind 

all these c hanges could be that since tbo produc t i on or ronala­

t.1ons fetches higber rates or return on investment, tt.e foreign 
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sector has slovly shifted out or the production of bulk drugs 

leaTing scope tor Indian f1r~s to increase tbeir production 

and captt~re a larger share or the bulk drt.tg market. If thi s 

1s trwt 1t could mean that the r()le of sany a Indian tlr•s 

1s being inc reasingly reduced to !le re sup;>l t.ers or bulk drt~gs 

to rore1~ firm~. 

£&Q!C1tr Utilisation 

! he analysis or capacity utilisation data higblight s 

seYeral features connected v1 th the pro~uct1on patt em ot dr~gs 

1n the country. On tbe one hand we notice a Yast underllt111sa­

t10D or capacity or certain or drup and on the other hand e~any 

dru~s are being pro:lueed !SUch in excess or tbe1r aut horised 

capacity. ~e first examine the extent of capacity ut111sat1~n 

or seven essential drugs aur1ng t he e1gbt year period, 19?0.71. 

These drugs are : Penicillin, s trepU.dyetn, Sulpha drugs, 

Chlor&J:~pben1col, PAS and 1 ts salts, Anti-ciys en t ry drugs and 

V1 tnin A. Tha relevant clata appears in Table 3.11 (also in 

'Figure 3.2). The t.able shovs that vhereas the pro:iuct1::»n or 

pen1c1111n, 9treptorayc1n, chloruphen1col and Vlta111n A has 

increased w1 th a rise in their capae1 ties, the actual pro~uc­

t1on or the re•a1n1ng dru~s appearing in tbe table has not 

kept pace vtth th~ increased capao1ty allowed for tbe1r pro­

duction. As a result the per cent capacity ut111sat1on or 
tbe.se drugs bas declined o.er t he years. ~us for ins t ance 

vhereas the tot al capae1 ty ror anti-dysentry drugs increa..cted 
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t able 3·P• Ce.pac1t7 Ut111aat1on ot seven R•••nt1al Catecor1es ot Drqa a 1910.71 

- - - - - -- - - - - - - - - - - - - - - - - - - - - - - - - - - - - -- - - - - - -- - -sr. 1910 19'11 1912 19?3 19?1t. 19?S 19'16 19'11 
lo. 
1 2 3 a. ~ 6 1 8 9 10 

- --- -- - - -- - - - - - -- - - --- - - ---- - - - -- - - - - - - - - - -- --
1. Eeg1g&l1J.D 

Capui ty (MMtT) ,., ... o 264.Q 299.0 331.0 364.0 364.0 36t..o 364.0 

Utt11~at1on 1A2.o 223.0 230.2 246.0 2~.0 2)6.0 25'9.0 '11.0 

Per eent uttlleatlon 69 84 1'1 7lt- ?0 6~ 11 86 

a. §tEtptavs&a 

Capao1tJ ( TODDes) 23S.t 235'.2 20S.2 ~69.8 2~7.0 2,1.0 2'51.0 2S?.o 
Ut111sat1ou 15'7 •. 2 17?.6 193.2 1?7.6 181.0 192.0 214.0 19't.o 

Per cent ut111aat1oa 6'1 16 ,... 66 13 ,, 8) 1'1 

3. ital.pba Prua 
Capao1 t7 (lakb Ks.) 9.8 10.2 14.0 11t..o 21.0 21.0 25'.9 2S.9 

UtU1aatlon ?.8 10.1 12.6 12.6 '·' 10.6 l'-.3 11.6 

Per oent ut111aatlon 80 99 90 90 1+6 so .. ., a.s 

a.. 9h1SIE•RhtD1gol 

Capac1 t1 ( ·ronaea) 68 ... 68 ... 68.~ 10.8 109.0 109.0 128.0 128.0 

P1'oduct10JJ 38 ... t.s.o 40.8 48.0 ,,.o 60.0 102.0 93.0 

Per cent ~t111eat1on S'6 10 60 6R ,.. s~ 80 13 

'· EM " Itt lflh 
capaot ty (Lakb tta.) 3.8 s.a. 7.2 ?.3 1.8 1.8 11.1 11.'1 

Production "'·' a.. a -..s 5'.0 t...6 ~.s '1.0 S.6 
Per cent ut111eat1on 1, .. 89 63 68 S9 6Sl 63 48 

6. AQt1.4JJ!DtEJ DtUCI 

c apae1 t1 ( ToMei) ~.s ~.~ lllt-.7 136.4 427.0 '+2?.0 5'09.0 ?24.0 

Pro4uot1oa 78.0 83.0 93.6 87.6 168.0 l?S.o 20~.0 143.0 

Per cent ut111sa~1on 121 129 61 6lt 39 41 t.o 20 

1. Vltgin A 

Capac1 ty ( MMU) 2s.o 2s.o 64.2 66.6 a..s.o a..s.o 45'.0 a.s.o 
Ut111aat1oD 37.0 .. 2. 2 49.2 48.1t lt6.o 29.0 42.0 a.s.o 
Per cent utU1sat1cm la.& 169 '11 13 102 6 .. 93 101 

- - ~ - ~ -- - -- ~ ~ -~ - - - --~ -- - -~ ~ - - ~ - - ~ ~ ~ --- ~ --- - ~ - - ~ 

a gyrc,ts Centre for Mon1t.or1DI Indlan ScoDOIIl (ClliB) s Production and Capacity Ut111sat1on 
1n 21S industries, 1970.77, pp. 5'1-!$8. 
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FIG-3·2: Percent capacity utUisatlon of seven essential 
categories of drugs: 1970 • 77. 



fro• 6lt. 5' tormes ·1n 1970 to 72lt t.oottea 1n 19?7, 1 ts produe t1on 

during this per10-1 increased froat 18 tonnes to 14 3 tonnes only t 

as a result the per cent capaet t1 at111s a.t13Jl shov e fall rro:a 

121 per eent 1a 1970 to a paltry 20 per cGnt in 1?77. t)tber 

drugs wboae capacit y utilisation during tbe period l??J-71 

declined on tbe lines or aDt1-dJSentry drugs are : PAS and 1 ts 

salta ( 124 per cent t o 48 per cent) and s ulpha drllgs { f\0 per 

cent t o 4S per cent). Tbe reason beb1nd th1~ fall tn capacity 

utiltsetlon could be many - the shortage or rav materials, tbe 

fall in detaand, lo ..... r rate or returns on these drugs or rtJay be 

(aa seemz tbe case bere) ~e capacity for tbe production or 
t bese drugs is far in excess ot what tbe r1.rras can absorb in 

nor•al operating con.clt·ttons. By noNal operating C!)ndt tions is 

meant. tbe nuaber ot shttts n-~real.l.y worked, noraaal period ot 

u•e tor repairs etc. o bY1ou.sly the capaci t7 based on this 

defin1t1oo would be less than tbe technical capacity. r o the 

extant t .be 1nst i".:.utir.mal factors like l ess nuaaber ot shifts 

vorked etc. arreet under these o1rcu.stances production 1s no t 

ezoeeted to level vt th ins talled capaci t y :)r t.o exceed 1 t . 

However, the fact that trash capao1 t.ies vere applied by cos­

pan1es and tbe autbor1 ties ba•e sanctioned such requests, 

persistence ot unut111aed capacity over a loore~ period can 

hardly be expl.alnod tully 1n terms of shortages or lack at 

decaod. Lllte.libood or a possibility where existing co•r:umies 

would have created excess capac1t1e4 t o begin vitb so that 

t be potent ial new entrant vould be discouraged needs to be 



:crut1nised. T t needg to be pointed out that a ~etailed break­

down on capac1 ty at111sation or individual tmits wo·uld be even 

•ore revealing. B inee a given product is manufactured by 

different co.panies under different nu::ber of shirts and c1r­

eues!. anees, there would be units producing mueh le:1s equal t o 

or greater than the1r actual capacity wi thin the group. 

!he p-roblee raced by drug industry ln India 13 not always 

that ot underut111sat.1oo or capac! t7. The fir~s engaged in 

tb1~ lDdlis try baYe very of tea been found producing !!Ueb aore in 

excess ot authorised eapaci ty. Yallle 3.12 (in the apl)eftd1x) 

lists the excess production or several such drugs during the 

tbree year period 19~76 by thirteen leading foreign eo3pan1es. 

? 1gures in brackets below the •a1D colu~ns 9 to ll in the table 

depict tbe percentqe of excess prodt~ct1on over the peraissible 

capacity. This excess production, as ean he seen, P&n«es trOfl 

anywhere between 2 per eent (Bayer• s '(e9tll:phen) to 1691 per cent 

(Subr1d' a Despon11). In eost cues the excess production 

amoUDt~ to 5'0 per cent or tbe percaitted capacity. However, 1D 

purely economic tens if this excess product1·::ln has oc-curred 

through tbe optima U9e ot existing plant capac! ty w1 tbout any 

addi tiotJal cap1 tal tnves tHot botng taken place and if th19 

oxcesa pro~uetion has substituted l•ports, tben not only the 

firms have geared tbem~elves to etf1c1ency but have also belped 

to conserve tbe foreign exchange, which would otberwise bave 

been u~ed t o !aport sueb drucs. The only consider ation tben 

should be t o see, a.ong otber things, 1t tbis excess production 
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of drags i s not baing substituted tor other e~senttal. drugs and/ 

or it this unauthorised prodQetton i s no t affeot!ng tbe interest 

Gt oni ts 1n tbe S(lall scale sector, especially tn oa1es where 

these units are eo=mpet1ng vith t.he companies in tbe large seale 

sector. Fro. Lime to tlae tb1s excess capacity of firms is 

regular1set1 by the governr.tarlt.. It i a n\Jt as yet kDovn tt tb1s 

regul&rill&t1oD bas 11'1 a:ny W&7 affected tbe in t ere11ts Of Sflall 

scale un1 ts. The excess capac1 ty sboald be regular! sed only 1n 

eases lilbere tbe 1nteresta ot saall scale W'l1 ts are not affected 

or in oases vhere the excess production i s excll.lS1Vely tor 

export purpo~es or to raeet the inereased internal desand. 

!he torego1og discussion blghllgbts the tact that botb 

t.bP- production and eapac1 ty uttllsation bave steadily risen in 

the past to meet an 1nenaa1ng duan4 for drugs in the col.llltr,.. 

Altbougb it is ditftcalt to generalise, the trends 1n tbe dls­

e\Uslon do suggea t that the tncrease in output bas corae about 

tbroagb both - the ut111sat1~ or existing capaci ty and also 

bJ' vay or creation ot ad<l1t1onal capac! ty in the industry. 

Concentratlon . ln Production 

Detore ve proceed rt.trther, 1 t would be prope·r at this 

point to discuss certain feature relating to concentration on 

production ot drugs 1n the c::>unt ry. In ':>Ur earlier section Oft 

the structure or the in~ustry ve noted that t be pbara.aceutic~ 

ia~us t.ry 1n I ndia is characterised by about 120 large sized. 

Indian and foreign units and oYer 2300, sa1Dly Indian, small 
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scale un1 ts. Despite this large number or r1r~s operating in 

the 1ndustrr, the ~arket for pharwaceutieals is dominated ~ 

some thirty leading co:apan1es. 'fabl·e 3.13 shows the taarket 

share of drug sales for these coarpaoies in 1 ?16. It can be 

seen froa tbis table that the first 1 'J leading c-,:apanies have 

39 per cent <lf total aarket share -ot drugs. !he share or next 

10 com;>anies is 19 per cent and that. ot tbe next 10 companies 

i s llt. ;>er een·t. Tbl.l3 1 these 30 coa~an1es 1n tbet~~sel'ves bold 

oYer 10 par cent or the ~arket share ror drugs. ~at ot these 

30 OOYJ';)an1e-s, 19 are roretgn w1 tb ~arket share or 4S per cent 

and the re:aa1n1ng 11 are Indian, li1 th market. sbare ot 25' per 

cent. The rest 30 per cent. or sarke t. share 1 s held by hundreds 

ot re•a1D1ng drug eo11pan1es - 11alnl7 from tbe :uulll s cale 

see tor. Another feature related to Indian drug market is that 

around 70 per cent or the GJarket sales is composed ot 10 

'therape~t1c groups. These are : Ant1b1o~ ics ( 20 per cent share), 

Yltaalns tonics and health resorters (11 per eent), cougb and 

eold preparations (6 per cent), fl aeaaat1D1cs (5' per cent), 

Hormones (5 per cent), dermatological preparations (4 per eent), 

analgesics (4 per eant), anti-rhewaaties ( 3 per cent) 1 an t1-

d1arrboeals (3 per cent) and dietetics (3 per cent >.22 

In last chapter ve hai exa111ned tbe nat ure or the pbarcaa­

ceut ical industry. We bad pointed out that the tact that a 

22 Ministry or Petroleu.. Cbeaieals, Report, 1975, op.c1t., 
p. 24. The data is for 1973. 



Table 3,13: Market Share ot Dr.Jg Sales ot 30 Leading 
Co•l)anies ill India 1D 1976 

Sr. 
lo. 

1. 

6. 

1. 

8, 

10. 

11. 

12. 

13. 

lS. 

16. 

Rank 

1 

2 

3 

4 

6 

1 

-
-
8 

9 

10 

-
11 

-
-

Bue ot tbe c~pany 

Sarabba1 

Pttzer 

Roecbest 

Lederle 

,. Parke Dari.l 

C1ba Ge1u 

Sandoz 

Boota 

S abrid. 

Untchee 

~. Merok 

John Wyetb 

14arket 
sbare ( rt ) 

7.1 

2.1 

2.0 

2.0 

1.9 

.. .. .. ... -- - .. 
conw ••• 
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Tab1• 3.13: (Continued) 

----sr. 
Ro. 

Rank -- ~ ~ - - ~ ~ ~ ~ - ~ ~ - ~ - ~ ~ - - -
Hue ot the ca.P8J!7 Market 

share ( t!!' ) 
~ ~ ~ - - - ~ -- - - --- -

1?. 

18. 

19. 

20. 

21. 

24. 

2S. 

26. 

21. 

28. 

29. 

30. 

11 

12 

-
-
-
-
-

13 

1 .. 

-
-

16 

17 

Dey•s 

Oenan Resedtea 

?last IDd.ia 

r.c.v. 

RSJ)takos 

Ranbax.y 

Boehringer Kno11 

1) Sbare or rtrs t 10 eogpan1es : 38.6 par cent 
2) Share ot first 20 cowpan1es : ~7.1 per cent 
3) Sbare ot all the 30 ~paoies : n.1 per cent 

1.6 

1.6 

1.6 

1.6 

1.6 

1.4 

1.3 

1.2 

1.1 

Source: s . B. Jtolte, Prices and Proti ts in ?banaceut.ical 
Industry, Ph. D. tbests, Poona lJniversi ty, 19??. 



ssall number of coapau1eo account ror a large portion of 1ndu­

st.ry•s sates and that tb1s 11a1ted nuber produees the sue 

basic dru,s ia 1nd1cat1ve or tbe ol1gopol1st1e nature or tbe 

indust'I'"J'. However, ve had also d.i!teussed the eoncep! <:>f sub­

aarkets therein and had c-1 te4 an uuple with Ind1sm data to 

show that there coald alao exis t ~onopoltst1c features within 

tbe sub-•aruts. As a result t he indus try can only loosely be 

described as oligo polls tic wi tb leading tins pos sessing sub­

s tantial raarket J)()ver. This pbeno11enon 1s bovever not typical 

to India only. The pbaraace\lt1oal industry in other countries 

also b4ar tbis feature. 

We bad also pointed out 1n the last chapter that a Large 

proportion ot drug TICs total sales is generated abroad tbrou!b 

their att111ates. An atteapt was ;raie to examine tbe share ot 

tnd1at'l weket in tbe total foreign sal" or 12 leading inter. 

national drug eottpan1es. ~e results are suunaed Ul) 1n Table 

3.14. ~fhts table s r.ovs that coapan1es 11ke ;;laxo, Cyna•J.d and. 

Richardson R1ndustan generate aore tban lr) per eent or their 

fore1p salea in India. Out or 12 eo'panies listed iD the 

table, Glazo, the tJ.r. transnational gen~rates 61.40 per cent 

or 1 ts total sales abroe::!, out of vhicb the share or Indian 

•arut 1s as hi&b as 17.19 per cent. L1kev1se tbe :: .s. trans­

nationals Cyna.1d and Richardson Rindustan ~enerate respectively 

34 per cent and 48.40 per cent of their total soles a :>road 1n 

vbicb the share of' Indian • arket s tan4s as h1gb as 13.2S per 

cent. and u.ol per cent respectiv-ely. Similarly, tho i mportance 



159 

Tfble 3,14.: I ndi a• s Share in the Total Fore1n~ Sales or 
12 Dr ag ?raosnat 1onw in 1977 

Sr, CODP8137 
No, 

1 2 

1, crnaflict 
2, r.enan 

Readies 
3. Olaxo 
4, Hoecbst 

5', Organon 
6, Parke 

Davis 
?. Pt1zer 
8. P. t ehardson 

Rilldustan 
9. Roehe 

10, S andoa 

11. S1ftb1ot 1ca 
1~. wye tb Labs 

Total 

( M1111ons of dollars) - ~ -~ ~ -- ~ ~ ~ - ~ ~ ~ ~ . ~ ~ ~ ~ ~ ~ ~ --
Oom- To t al ?"ore1p 5' as s ales 7 as 
ctle sales s ales ~ of tn ~ or 

OSA 

rna 
tJI 
FRG 
RLD 

USA 

USA 

USA 

SWI 
swi 
USA 

rJSA 

734,6 
$()1..3 

1;12.9 
~l.S 

10::'4,8 
1 016,0 

234, A 

11 .. 5',0 
93 ... 8 
668,4 

lll6,0 

'+ ! ndia 5' 
5' 6 1 8 

5'06,A7 
36'..90 
l~).Blt 

387.21) 

~3.14 
$1."1,16 

113.64 
l t)30.5"0 

888,06 

220.~ 

)48,19 

6? . 00 
61,40 
67. 0J 
g1,10 

43.30 
5'1,00 

~.~.40 

90.00 
95'.01 
33.00 
3].,20 

11, 69 2. 31 
62,?1 17.19 
3S.27 3. 3S 
6,20 1,60 

28, Yl 6.39 
42,23 '1 .1~ 

1?,5'1 11.01 
13 • .,a. 1.30 
34.6S 3,90 
6,R9 3.12 
6,29 l.Rl 

1) Tbe s ales figures ot Gluo, Parke ~a•1s and 
t:- aftdoz include res pectively t he s ales of Bio­
logical Evans, warner Hindus t an and ~ ander 
Ltd, Tbese three latter co•pan1es are also 
the res pective s ttbs141ar1es or paren t s of 
tint t bree companies, 

Sources : 

2 ) The conversion of rul)ee t.o dollar i s done 
f Rs . 3. 00 per dollar, 

(1) ON , ere, 'fNCs and t be ph armaceutical industry, 
Annex, I , f able 4 and ( 2) Company a.t3nual r epor ts . 
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or Indian sarket for other u.s . transnat1onals - Pfizer and 

Parke Davis can also be noticed in the table. However, the 

tabla also depicts a relati-vely lower place of Indian !larket 

in the :q'enerat1on or ton1!n sales ot s•e non-u.s . f'tr=s . 'rhos 

fr;,r instance, Bocbe a Svlss trananat1one.l generates 90 per cent 

ot 1 ts total sales abroad, in vhicb the sbare of Indian ~arket 

is only 1 • . 30 per cent. HoveYer, tho average share ot Indian 

:~arket in the t~tal toretgn sales of ell tba 12 drug TJiCs list­

ed in 7ahle 3.llt worJu out to l>e a relativel.y 111gb, S per cent, 

s1gn1tying tbe 1wportanee ot Indian market for these companies. 

E!pl9l!!Ot 

AD axuiaat1on of tbe a.,a1lable statist ics reveals several 

1oteres ting features associ a ted w1 th the e:ploy.Dent in the 

indus try. In the following we first exaaine the absolute r1se 

1n employment 1n tbe 1DdWJ try followed by a s t.udy of occupa­

tion~ struct~re, skill int ensity and the total emolu§ent s drawn 

by high $al&r1ed class engaged in vari~us pbar~4eeut 1eal t1rcs. 

'?able :;.1; sbow tbe pos1 tion regarding eeployraent in tbe 

industry at two poin~ or tlae, 19$2 and 1978. ?be table !ihows 

that the direct employment during this period bas risen by 

nearly rour•!old trOfl 32,000 tQ 1,50,000 depicting an average 

annual rise ot 14 per cent.. Tbe share or large scale sector 

in the total direct eaplo,.ent or 1,~0,~1~ in 1978 is placed at 

1,00,000 (61 per cent) and that or small scale sector at $O, <X>O 

( 33 por cent). Available data on indirect ea~ployr~~~nt for 1978 
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Tp.ble 3,11: Direct and I ~irect. R2ployeont in tbe 
Pbanaceutical Indus try 

P articLllars 

Direct hplonent 

Large saale sector 

S11all seale seet.or 

Total 

I ndtnct K•plOJ!!Dt 

Dis tr1but1on ct trade 

Ancillary industries 

Orand !otal 

• 

195'2 

22,000 

11),000 __ .... __ _ 
32-,000 

R,A, 

-------
32,000 

1978 

----

s,oo,ooo 
2,oo,ooo 
-----

sour9t: !fl.Distry ~t Latlour, Bepilrt oa S~ey on !•ploy:vent in 
Drugs 4- Pbaraaaceut1ca1 IodustJ~y, 19?5'; :>PPI Armual 
Report, 1979 atld . irectory ot M•ben, 1981, 

shov that t.be 1ntbastry provides indirect eaployaent to the extent 

ot 71 001 000, Out of this 5',00,000 Cn per cent) is in d1str1bu.­

t1on and t rade and 2,oo,ooo (29 per cent> is in ancillaJT 

1Ddustr1es, Thus tbe t-atal direct and indirect esplor-aent 1n 

the induatry stands around 91 501 000, About 90 per eent ot 

this total e•ploy~~ent is coaeentrated. in following five states: 

Maharasht.ra (S2 per eent) 1 west. Bengal (12 per cent), Gt1Jarat 

(10 per cent), Andbra Pradesh (9 per cent) and U,?, (1 per cent). 
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Ocf.[fat1oaa1 Structure and tbe 
sid Inteaaitx 

AD es•1nat1on ot dat.a of 654 large and s mall phana­

ceut1cal units by ~!rectorate General ot ~aployment and Train­

ing (DGET) revealed that t here are u many as 2SO oceupations 

1n the industry. Their groaping UDder e ight main r..ead1ngs 

appears in 'f able 3.16. Tba t&Ole sbovs that. crafts, produc-

t 10ft prooesa 11orkers and labourers const itut e the b1.gbest 

p!"oport1on or labour fo:rce - ar"Jtmd. 60 per eent of the total, 

followed by tlto~e employe"d in clerical an-j related jobs, 14. 5' 

?Or cent, ancl in profesa1ooal tecbo1cal anti related prof.esalons , 

10.2 per eent. l'bWJ a; per cent or the etaploJ11e.at in tbo 

induatry is acc~tmted tor by employees under these three cate­

gories or l)rofess1ons, the balance 15 per eent being filled by 

sales vorkers (?.6 per eent), adaia1strat1•e, executive and 

ii&uager:l.al s taft { 3.8 per cent), servi~, sport s and recreation 

workers ( 2.2 per cent), and workers in t ransport and cou unica­

tlon occupations ( .:l.? per cent). Armual percentage 1nerease 

over the period 1969 to 1973 shows tbat the s ales vorker re­

gistered the blgbest aYerage annual increase of 12.6S per 

cent. J tber cat egories or labour which regis tered a relatively 

blgber averace annual percentage rise over tbe four years, 

1969-13 are : professional, t e·cbn!cal and related, workers , 

(10.96 per eent) gen1ce, sports and recreation vorkera, 

(10.5'9 per cent) and admnistra·t lve, executive and raanagerial 

workers(l0.12 per cent). Aggregate data tor ell the categories 



Table 3.1§1 Dtstrtbut1o1t of ~aployoee by 00c\tpat 1onal 01Visl~>ns in 65't Ph81'11aceut1cal 
Units 

~ - - - ~ - ~ -- - - ~ - ~ -- -- -~ -- - ~ -~ - - - - ~ - ~ - - - - - ~ ~ ---Oceupational 
dtv1s1oD ------------------No. ot 

eeployeea 
Percent 
to \ 
total 

1973 AYerqe 
•••••--•••••--•••• aDDGal 
No.ot Percent peroent 
employees ~o inereaae 

total 
- - -- -~ - - -- - ~ -~ ~ - --- - ~ ~ - ~ - ~ - ~ -- - -- - -~ - - - - - ~ ~ 
1. Professional, technical and 

related vorkers 

2. Ad• 1n1strat1ve, executive 
and J»anas;er1 al vorkers 

3. Clerical and related workers 

"-• Sales workers 

S. ? anen , t1sbermea and 
relat ed workers 

6. workers in t rans port and 
cow~un1cat1on occupat i ons 

7. Cratts , production proces• 
vorkors and labourers not 
elaewber e cl assified 

~ . serwtce, spor ts and re­
ore at1on wor ker s 

1,qs,. 
?,S?O 

3,491 

292 

382 

1,05'3 

o.6 

o.e 

60.9 

1,06~ 

2,606 

l ·'l,048 

,,2S1 ·. 

'+1,9S2 

10.2 

o.? 

1 0.96 

1 0.12 

9.18 

12.6S 

4.11 

7.19 

- - - -~ - - - ~ - . - -- - ~ - - ~ ~ - ~ - ~ ~ - -- ~ - - -~ ---~ -~ - ~ - ~ rot al 4?, 919 100.0 1 00. 0 

aoyrg! t DO&T, Mini stry ::Jf Labour, Report on t be S un ey on Rspl oymen t in Drugs and 
Phar maceutical Indu5t ry, 19?5, Tabl e 9, p. l S. 
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of workers sbow that the total etJployt~ent in these un1 ts tncreu­

ed bJ an average· amnual rate ot 9.65' per ce.at. An important 

noteworthy feature or !able 3.16 is that tbe composition ot 

labour torce as between skilled anct uns killed has not under-

gone a..~y $&jor chan~es between 1969 and 19?3. Based on data 

in Ta ble :3.16 we ealculated a rough skill intensity index ( SI) 

W1 tb the help Of folloving btbod. 

A+ t 
S! • , vbere 

N 

A • !l:uaber of ••ployees vitb academe degrees 
' 

_; l' • Number of technicians 
' 
: !f • Total Dut~Hr ot e~tployeea 

I 

fi! n • A' and ' T' we 1noludad eraployeee UD'Jer ser ial numbers 

(1) t o ( 3) and (?). The resliltant skill 1.nten~1ty index ror 

botb the yoars, 1969 and 1973 worked out to be as h1gb as o. 89. 

This high 11easure or skill intens1 ty, however, should e~me as 

no s\lrprlse in view or tbe slllll intensive nature or tbe tlh&rilla­

ceutical 1ndast.ry. aut it should be noted that tJlis is an 

aggregate index and hen~e does not give any idea or lnter-unit 

differences in skill intensity. 

&e•uperatiOD of ~mplOJ!!S 

1.'a.lle &..Ito 111 Cbapter IV sbovs the breakdown of produc­

tion expend! t tJre ot S2 pbarc~aceutlaal tina~ t or three years 

19?5'-16 - 1977-?A. 'the table amoog otber things shows that the 
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re•uneratioD of e•ployees canst1t~te around 11 per cent ot 

total cost or drugs. This camparat1vely b1gb percentage or wage 

bills to total production expend! ture is owing to, as we have 

Just nov aent.1oned, t.be skill intensive nat ure or the indus try. 

The personnel eaploy.-1 drav large salaries depending on the 

nature or tne1r vork and/or q~alit1cat1ons. A feature related 

with the reeunerat1on to eaployees in tbe pbanaceutical in-

dus try 1 s that a large porcentat(e ot 1 t is accounted for by b1gh 

salaried persomael, t.e. by e~ployeea dravlng ns. 36,000 per 

anna or t10re. Tbe a~~endttlent in coapaoy• a law 1n 191; has arade 

1 t posalble tor the first Uae to calclJlate tbe exact share or 
tb19 high salaried class in the total vase bill of tb~ drug 

ooapanies. The dencbent •ade it eou~pulsory on the part or tbe 

COflpanies to 41Scl0$8t l.Dter alia, 1D their anmaal accounts, the 

nu•ber and t -otal re•Wterat1on or personnel dravlng Rs. 361 000 

per ansna or more et~ployed e1ebor tt1l.l t1se or part tise dartng 

t ho year. Data 1D Table 4.4 indicates that employees in this 

'blab salaried class account rar around 10 per eent or total vage 

bill ot -pbarsaceut1cal eo!lpao1es. A s~l"e detailed data: tor our 

tbree 1roups of drug C0898D1es tor tbe period 19?5-76 - 1971-18 

appear in ?able 3.11. This table sbovs that o'fer the three 

years the re has been a cons is tent rise ln the total nur~'hers and 

etaolunnts -;;,f personnel 1n the high salaried class 1l'l tbe case 

or all tbe three gro-ups. The annual aYerage for these three 

years showa that the larser e01fpan1ea 1n Croup III have the 

higbast number, ~38 or thls bigh salar1e4 personnel on their 
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Table 3,12: !'o t al Pl~ltuaents ot Pers<onnel :'Jravi og Rs . 36 , 000 
?er Armu.m or sore Employed Full or Part Time 
During t be Year and the ir Sbare in 4otal Wage Bill 

• _______________ • ______ iR!•-1! !~b!)_ • 

Pa~t1ctal.ars 1975-?6 1976-?7 1917-76 Annual aver­
age 191S-?6 
t.o 1977-19 

Croup I ( S IIall) 

1. Ro, ot e•ployees 
2. Total remuneration 
3. Average per 

employee 2 ~ 1 
• 

It. 2 as te: or t otal 
wage bill 

Group II ( Med1u.a) 
1. No. ot ••ployeea 
2. Total reaunerat1on 
3. Averare per 

eaaployee 2 ~ 1 
• t.., 2 u < ot total 

vare bill 

Orou I I I (Large) 
1. tio. or e•ployees 
2, Total reeUDeratioD 
.3. Average per 

e~loyee 2 & 1 
• 

4, 2 u r: or t otal 
vage bill 

qroup I;-I I! 
1, 'No, ot e• pl.oyees 
2. Total reaunerat i on 
3-. Averqe per 

esp].oyee 2 ~ 1 , 
4, 2 as 'f. or total 

vqe b111 

142 
64.)2 

182 2~ 257 
96.~ 130.03 133. ¢1 

o.S3 o.;6 o.S2 

673 
309.7'9 

10.31 

972 
lt62,0l 

o.~ta 

l!$. A9 

1,63$ 
761.(1/ 

13lt. 
63.49 

22 .. 
120,03 

o.5tt-

888 
40'1.61 

11. 09 
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paJ roll accounting for 12 per cent (Bs. 408 lakbs) ot the tot al 

wage bill. The secon~ grou.p had the second h1gbes t awaber ot 

such ~ersonnel, 2~4, ~n tbelr ,_, roll accounting tor 10 per 

cent (Rs. 170 lak.hs) ot the total vage bill. They vere toll ow­

ed by t.ne tbird group wbicb had 134 sucb personnel accounting 

ror 8 per cent ('Rs. 64- lakbs) or th~ total wage b'lll. Annual 

aYerage for tbrea years, 19?S-76 to 1911-?A, shows that a high 

salaried e ';lfployeea 1ft Group II cOttpanies draw on an average t be 

highest tot al esolttfttlts, Rs . S4,,oo per anna, followed by 

employees 1D Group 1 and Group III c01tpantes vbich draw res­

pectively ns . It?, 000 and ns. t.6, 000 wortb ot total emolu~en ta 

per anou.. The three years &~Daal average for all the three 

groups co~b1ned show that around 11 per cent of the total wage 

0111 or foreign drug co•panies g~ to the bigh salaried personnel 

in tbe bracket ot Rs. )61 000 per ana• or aore, each on average 

dravtnc as. 481 000 per aana. 

A sun.,.23 or 92 to-p executives en.gaged 1n production and 

qllal1 ty eontrol 1n 11 leading c011pantes sho-.,ed that 1n 191$-76 

a senior execut1Ye dealing vitb prodt~et1on vas 4raving 

~ s. 64,221 par annwa, against Rs. 631 67lt drawn by a scientist 

in MD, Rs . 61, 811 by a rprotes31onal eanager and P.s. Sl, Fl69 by 

a sales execut1 ••· Tbe survey also reYealed t hat the doctorat es 

vera tbe hlgbegt benet1c1artes, drawing on average Fs . 72,766 

23 Eeono•tc Tlses (Reeearch Bureau), Top Rzecut1Yes in 
Pbaraace~tt1cal Indu.st17 s High Tectm1cal. Co21petence , 
January 1 & 2, 1911. 
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per atmWI against 'Rs. S3,~9 by a post-gradt1ate ln sc1enec and 

Ra. 64,328 in accounteoy proression. J t should ~ pointe<! 

cut that too bigb a atrueture or remuneration is a matter ot 

soc! al concern since the indus try ~ay end up 1n oreat1ns high­

vase 1slamds. 

AD in teres t1ng observation t~ade 1o tbe guney was that 

around So per oent or tbe doctorates esplo.yed by phanraceutical 

co•pan1es were Core1gn returns and tnW:r were drawing higher 

reanmeratioo the the local doctQrates eveD 1n cases where the 

qual1f1cat1ons and experience were tn. sue. The survey . eon­

elud.e4 that the eraplOJ1Mnt p::.tential 1o tbe pbanaceutical 

sector suge:ea ts a large scope to absorb 111a1grant talent. '9ut 

it seer;,s tbat tbe companies are content v1tb attracting talents 

froa tellov units b7 offering higher 8:30lwaents. For, it was 

found tbat the top cadres of a~aller companies are filled up 

by trainod eadre frott lazt,er tm1 ts. ! t vas aloo obsened in t he 

guney that b7 orrering bigb reauaerat1on, the tcn-e1JD sector 

bas effectively attracted the talent and knovh~w fro• tbe 

nattoaal sector.24 Tbis tree ~b111ty or skilled personnel 

froa~ ~oe unl t to anotbe.r 1s attributed to shortage ot well 

qualified and t.rai.ned ?ei'Sonnel md Job haz&Ns associated 

v1tb sanage~eat. 

2~ For instance, tbe techaical director of Boehringer 
Knoll and i)rocluet10D :~uager of Warner Rinduat.an wen 
forurly with respecti.vely HAL and IDPL. 
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tt. Ctp1 tal Investseat 

Proper statistics relating t o c sp1tal 1mestment 1n the 

pbaraaeeuttoal 1n~ustry could not be bad rro~ any sGurce. The 

aYa11able stat isttca vitb certain estteatea and adjust•anta 

have been put together 1n !'able 3.1A. 1b1s table s hows tbat 

in real teru tbe capital inves t ment in tbe lndugtry has ri sen 

steadily rroe Rs. 32 c.rores in 19S2 to Rs . 13S crores 1n 19?0 

and further t o Rs.l80 crore~ in 1978. !hus in last two and a 

halt decades the total capital investaent 1n tbe indus t ry h as 

rec1stered an average annual rise or 1~.7S per cent. !be table 

shows a negative tigwae .tor capital 111ns tlleDt tor 19n and 1972 

and only a 2arg1na1 rise 1n 1973 and 1971t-. This fall 1n invest-

11eDt ls attributed to stringent drug price conti'Ol order ( DPCl ) 

ot 191D vbicb restricted tbe rates or retul'n on total capital 

employed by drug coatpantes. OPCO 1s <11seusaect 1D 4eta11 in the 

next chapter. 

The nectoral breakd~ ot eap1 tal investment 1s available 

only for the year 1917. This breakdown shows that in tbe total 

real capital 1Dvestment ot Rs. 166 erores ln that ,ear, tbe 

rore1gn sector had a share ot Rs. n crores (t.3 per eent), 

publlc sector, na. SS crores ( 33 per cent) and Indian sector 

Rs. It-O crores ( 21t per cent). 2S 

Eattsates for tbe period 1917-19 to 19q2-q3 by the work­

ing rroup on drugs and pharGaceuttcals sbov that an addi t1onal 

2S OPPI, Directory ot Members, 1981. 
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Tpl,e 3.18: Capt tal Inve~ b ent in the Pbanaceutlcal 
Indust17 

(Rs, in cror es) -~ ~ ~ ~ - ~ ~ - ~ ~ -~ ~ ~ - ~ ~ ~ ~ ~ ~ - - -- ~ - ~ ~ ~ -
Year I nves tnnt rteal annual 

l9S2 

1962 

1966 

1910 

1911. 

1972 

19'13 

19'1lt-

197; 

1976 

1911 

1918 

Nota,~: 

s guroee: 

------------------------ •1-Carreut 1961-62 
p11.ces pnces 

2t. 32 -
S6 ,.6 7,,.0 

129 109 23.66 

183 13t. S.73 
19S 129 -3.73 

2fY/ 121 -1.~,. 

22S 128 0,19 

237 123 3.91 

2$2 99 19.Sl 

360 130 31.31 
4SO 166 21.69 

470 180 ~ ...... 

.i'be data tor tbe year 1966, 19701 1912, 1911+, 19761 
aDd 1918 an es ·U.• atu, IrwestGent at current 
prices have been dena ted at 1961-62 prices v1 tb a 
proxy trora tbe wholesale prtee index of t~ach1nery 
and •aobine tools, 

(1) OPPI Anual Beport 19731 (2) t.f1o1s try ot Petro­
lon Cbe•1eala and Fertilisers, .Report ot t be \...10 rk-
1ng Croup on tbe Drugs and Pbar.aceut1cals tor tbe 
PleD Period 1918-19 - 198~, ( 3) I! , !., Cb&ntlbok, 
Wholesale Price Statistics I ndia, Vol,I , 1918. 
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1nvestaent or Ba. 'So crores (Rs . l~n 1D public sector and 

Rs . 100 crores 1n tbe priva.te sector) in bulk drugs and Rs. lSO 

erores in rorwW.at10Ds would be needed t.o acbieve the required 

prodtaction targets in these two catego~ies ot drup by 1982- 83. 

In the preceding sect1oos we exa.lned the growth ln 

prodact1on, employsent and cap1 tal investment 10 the pha-rma­

ceutical 1Ddustey 1ft India. The analysis or prod11ct.1on figures 

for tbe period 1970.11 to 1917-18 sbowed tbnt the pro&lct1on 

during t-his period increased (in constant, 1961-62 prices) 

tro. P.s. '10 crores to Rs. ~~6 crores depleting an avera,e 

annual rise ot 2~ per eent. A rougb estimate or employment 

figures tr011 Table 3.1S tor tbe perlod 1970..11 to 1977-18 

shovs tbat direct. esployGent in lbe industry durlDg this period 

vould haft lnc:reased trOll s-o,64~ t o 1, so,ooo cleplcting an 

average annual rise ot 11 per cent. Cap! tal 1nve~t•nt tigures 

tor the s1e1lar period (at cons t ant, 1961-62 prices) sbov 

t.bat the sue registerecl aft increase tro• Rs. 129 crores t o 

1970 to Rs. iSO crores 1n 1978 indicating an average ermual 

rise ot 6 per cent. This ._eans that production has grown tour 

tiutes as rut as 1nYestt~ent and tvice as fast as mtplOJlleDt 

1ndlcat1Dg that grovtb l .n proda-ctlon has occurred due to a 

significant increase 1n out-turn per ezeployee and per llDlt of 

capital. 
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IV, Ipt!Ep&tioa~ fradt f£apaact19@S in 
llrep pd P apaceatleal.s 

Ieports of Drup arsd Ph!l!ae&Qt1cals 

Table 3.19 (also Figure 3. 3) shows ( a) the total l&tpOrts 

ot 4Nga and pbanaoa~&ttoals both at current aod constant 

(1961-62) prices to~ the period 1947-48- 19?9-8~, (b) tbe 

share or roreip drug ~paaies 1n tbe total drug illports, 

and (c) the percent ace share ot total drug t•ports to total 

d.rug production. 

Colwm It shows that in real tens drug imports bave 

steadUy risen rrm~ Re. 1.61 crores tn 194?-49 to Ra. llt-.09 

crores tn 1969-70. anti rurtber to Rs. 37.61. erores in 1979-80. 

!be &Dnual. growth rate vorlts out to be ~ per eeDt tor t be 60' s 

and 10 per eent tor tbe 70's. The 1aports ot foreign drag 

c011pan1es were arotmd as. 5 crores per annwu 1n the 60' e and 

also in tbe tint halt ot 10• s; l)\1t tbey increased thereafter 

and were ezpe.cte4 to be around R s. 16 erores by 19?9-80, 

indicating an uerage atmllal rise or 2~ per cent tor th1a 

secOJld balt or the 70's. ?be percentage share or tore1gn 

comi)anles in tbe total iGJport of drags and pbanaaeeut1cals 

works otat. to be arodDd SO per cent r~r the period 19'+7..t..8 -

196S-66. But tbereatter their sb.are declined to around 35' 

per cent. One ot tbe 1•pl1eat10D9 ot b1gb quantum ot imports 

by t orellft co!lj.)tmi~s t s the possible use ot t ranster prtees -

an 1saue discussed in s011e detail in Cbapter VI . 



(Rs. in orores) 

- - - - - - - - - - - - - - - - - -- - - - - - - - - - - - - - - - - - - - - - - - - ---Year ItlpOI'tl 6 as f Produo- '+as( 
(current or 4 tion ot 9 
pr1ee) I•porta (1961-62 prices) (1961-62 

---------- -------------~-----------------
pnoes) 

Total Draa Total Annual Dru1 Annual 
! l(l- •1- TIC a •1-

1 2 3 a. s 6 1 8 9 10 
- - --- - ~ ~ -- - ~ ~ ~ ~ - - - - ~ - ~ ~ - - -- - - ~ - - - - - - - ~ - ~ - - --~ ~ 

1947-t.S l.lt6 0.13 1.61 - o.so - 49.69 11 14.64 

19Sl-S2 o.a6 o.43 0.99 1.10 o.so -?.SO ~0.51 40 2.48 

19SS-S6 8.82 ~+.S9 9.19 177.?8 S.l9 18?.60 'J3. 01 ~6 17.48 

1960.61 10.9S 6.10 10.95' 1.91 6.10 2.92 ss.n 80 13.69 

1961-62 10.71 s...so 10.11 -2.19 a.. so -21.31 lta..s, 100 10.71 

1962-63 9.28 4.90 9.()9 -1~.13 4.19 H'el• ')?..10 118 ?.10 

1963-64 ~.34 3.Ao ~.09 -11.00 3.69 -22.96 4~.61 lU 6.18 

1961+-65' 8.21 4.00 7.92 -2.10 3.86 ~.61 48.74 lSO 5'.28 

196~-66 8.73 4.70 8.30 4.80 ... 47 1S.8o S3.A6 166 s.oo 
1966-67 1'1 ... 1 6.20 1S'.t..9 86.63 s.~2 23.lt9 35'.64 169 9.1? 

1967-6~ 17.S2 6.2•0 1'+.40 -'1.~ S.26 .4.11 36.S3 164 A.7A 
196A.69 17.SO 6.30 llt-.16 -1.61 S.lO 3.0\ 36.02 190 7.45' 

1969-70 1~.30 6.'70 14.09 -!.'>.49 5'.16 1.18 36.62 193 7.30 

1910..11 24.30 s.oo 17.03 20.8? 5'.61 8.?2 32.94 210 8.11 

1971-72 26.60 8.~0 18.33 7.63 ~.86 .... ~ 31.97 248 1.39 

19?2-73 23.20 9.1~ 15.?8 -13.91 6.22 6.1'+ 39.42 2~8 6.12 

19?3-74 26.40 1.4? 17.79 l,.,a. s.o3 -19.13 28.2'1 275' 6.41 

19~-7'5 34.20 A.5'o 21.·31 19.19 5'.30 S.31 24.8? 349 6.11 

19?5'-76 36.20 11.88 20.3'+ -4.5'5' 6.68 26.ot. 32.84 399 5'.10 

1916-11 38.73 14.36 20.29 .o.2s 1.5'2 12.'S7 31.06 472 ... 30 

1977-?A ~1.13 19.22 29.73 46.S3 9.90 31.6S 33.30 S5'6 ~. 35' 
p 

19?B-79 62.73 24.99 32.31 . ~.~B l~.B9 30.20 3().82 640 5'.06 

1919-80 ?5'.28 32.'+9 37.64 16.28 16.25' 26.01 '+3.17 ?25' 5'.19 

-- ~ -~ - --- ~ - ~ - ~ ~ -~ ~ -- ~ - -- ~ ~ ~ - - ~ - - -- - ~ ~ - ~ ~ ~ -- - - -
' 

Data of 1•port a by clrllg TICs for t he period 1947-4'1 - 19~5'-S6, 19'71-72 and 
1978·79 - 19?9-RO are est1•ates; data f~r the period 1960.61 - 19?~-71 are 
ror 32 companl•• (20 maJority and 1~ .tnori~T fore1cn equtty holdtns sub-
sidiaries) data f()r tb$ period 191, ·73- 19~7,- l s ot U.K. 4- u.s. based 
oo•pan1as only; data ror the period 191~-76 - 1911-?A 1e ror our s~ple ot 
21 companies only, d ata for these three year• is on account ot 1mporta ot 
raw materials and co•poaents only. 

In the absence or any alternate reliable index domes tic prices have been 
u~ed to detlete t•port.s. 

Sourcet Loll 9abba Debates March 1976 and Daoeabar 197? ; RBI 8ollaborat 1on Reports 
- (1968 a 19'14); cso stat1at1oal abs t racts; co•pany annual accounts; and 

H.L.Cbandbok, Wholesale Price Stat 1at1ca 1947-19?8, 1978. 
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FIG-33: (A-B ) Total imports of drugs & pharmacenticals and the share of 

drug TNCs therein ( 1961/62 =100) :1947/48 - 1979/19fKl. 
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ColttiiD 9 sbows ieports as percentages or productloD, 

This pe-rcentage bas declined tr~ around. 8 per cent in the 60s 

to 6 per cent in the ?Os, Tbe 1mport d.ependence of Indian and 

to-reip ~eetor tm1 ts at tbree points or tl!le 19?3-?t., 1976-17 

and 19713-79 appears 1a Table 3,20, Tbis table deplcta a0t1e 

'!'able ) •. 20: I.-port I>a,eftdenee ~t Indian and 'Foreicn sector 

(Ba,/orores : Currant prlc-es) 

--------------------------------

1 

1913-1'+ 

1916-17 

1916-19 

I Ddian sec toP 

------------------------..-. Produo- I• M/P 
t1o~ ports x 100 

2 3 ~ 

1~.93 8,12 

21t,31 4,92 

37.'11+ S.t.a. 

'Porelp sector 

-----------------------~~ Produc- Ia- M/P 
tion ports x 100 

s 6 1 

'1.41 2,90 

14.36 ~+.os 

24,99 4,84 

- - --- - - - - ------ ----- - --- -- - - - -- -
• Publle, Large and Saall scale sectors, 

•• ForaulatiQDS and bulk 4rt.lgs 

Sourge: t able ).10 and 'fable 3.19. 

ootevortby reata~res, Colwm 2 in the table shovs tbat between 

1913-14 and 1918-79 the· prodaet1on or drugs and pb.areaeeuticals 

ot the Indian sector or the 1ndat.ry bas growl~ trom R~, 211 

Cl'ores to as. 7~ crores i.e., by en aYerage anaual. growth 

rate or 41 per cent and t.beir impGrts during this period lD­

creasecl ti'OII as. 19 crores to Rs, 38 c-rores 1,e, by an average 
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• anruaal rate of 20 per cent. In teres t1n~l7 the prod action and 

1•ports ot to reign sector un1 ts during th1s period grew at 

rnene theae percentages growth of' production and tmports in 

the radian aeotor. Thus betveeo 1973-?4- - 1918-19 the pro­

d\lCtioo of drugs and pbanaoeut1eals ot rore1gn co•panles · 

incr-eased troe ns. 2S7 crores to Rs. Sl6 crores i.e. by an 

average annual rate ot 20 per cant but their t!IP\)I'ts tncreued 

tro• Rs. 8 crores to ns. ?S crons i.e. by an averap annual 

srovtla rate or sc=e t-.1 per cent. !'base t1gues rewal two 

tbiap. First. tha~ tbe ower tb.e period 1913-?lf. to 1918-19 t.be 

Ulporta as percentage ot product1oD baYe deoltned ( trora 8.?2 

per ceat to S.llt. per cent) 1n tbe case ot IDdiu s.eetor but 

have increased ( 2.90 per eent to 4.84 J')eF cent) in the e.ase or 
rore1p sector. secoadly, tbe data sbova a •ueh larger tepor-t 

dependence qa1nst total productloD 1D tbe case ot foreign 

eo~~pan.1es than t.bei.r couoterparts, i.e. the Indian eo11pan1es. 

!Xporta of Orun pd Pbmaceutlcals 

Table 3.21 (also Figure 3.2t-) sbovs (a) tbe exports ot both 

tbe bulk drugs and toraolat1oas at current and constant 

(1961-62) prices tor the per1od 19t.7-'t.-!i to 1979-80, (b) the 

share or tore1gD sector 1n total exports, (c) tbe percentages 

ot 1•ports to total procloct1oa, and (d) the trade balance. 

Coluns 2 aDd 3 shov that bulk dntgs and formulations 

cot~st.1tut.e respect1Yely around 30 per cent and 70 per cent ot 

total export ot drugs vbicb 1o real ter• ro~e a teadily trora 
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t @ble 3.21: ~xports ot Drugs and Pharsaceut1cals : 1~1-~ - 1979-80 

( Absolute .. oan 1n ~ a. c ror es ) --- ~ ~ - - ~ ~ -~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ - - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ - ~ ~ ~ - ~ ~ ~ - ~ ~ ~ ~ ~ 

Tear Esports (Curnat prices) Share or ~~OJ-t.s(l961-62 prices} AYeraga Share AYera~· -10;. --=--:'_- -P~n;.- - 8;.-p;r:- ZXPo;b 
--------- ···----------- dftl ----------------- ann.ael. or :trus annual percea- t1oa centage 

1 

19'+7-48 

l9Sl-S'2 

19S$-$6 

196o.61 

1961-62 

1962-63 

1963-64 

1964-65' 

196$-66 

1966-67 

196?-68 

1968-69 

1969-70 

1910..11 

1971-72 

1912-73 

1913-74 

19?,._7S 

~~!. P'orhl.a- Total l5Cs 1D ~~. !"lo~.5ule- Total percen- TIICs iD +/- 111 t.age ot {1961-62 ot pro- : 
u.¥uo tlons • ~-... ~ v .. t

1
qe 8 10 8 prices) duct1on I11port.s 

2 

o.OOB(SO) 

0.071("?) 

o.oo (~) 
o.39 ( 39> 
o. 36 ( 37) 

o. 39 < 3S> 

o.lt3 < 3).) 

l.U (S'O) 

1.89 (62) 

2.S1 (67> 

1.6t. C'+S> 

2. 3l (46) 

2.61 ( 36> 

2.S3 (26) 

2.62 (27) 

4.06 ( 3S> 

3 

~.oo8(5'0) 

o. 09't< 5'S > 
0.03 (68) 

o.63 (62) 

0.60 (63) 

o.?o (6S) 

o.Slt (66) 

l.U (~0) 

1.16 ( 38> 

1.21+ ( 33) 

2.oo <S5'> 

2.15' <Slt-> 
a..ss <e.> 
7.22 ('A) 

1.21 (13) 

? ..... (65") 

2.90 < 18 ) 13.1S < ~2) 

6.os (24-> 19.23 <76> 

+ • 1D 3 .. s 6 7 8 9 

0.016 

0.17 

o.os 
1.02 

0.96 

1.08 

1.27 

2.22 

3.1S 

3.64 

5'.06 

7.16 

9.1S 

9.83 

11.5'0 

16.0S 

2S.28 

o.oos 
o.os 
0.02 

0.30 

0.30 

o.~ 

0.30 

3.60 

1.30 

2.10 

li..Sl 

t..S6 

s.ot. 
6.SO 

7.80 

o.o1 
0.09 

0.39 

0.36 

0.31 

0.42 

1.01 

1.80 

2.23 

1.35' 

1.86 

2.01 

1.71 

1.81 

2.16 

o.o1 
o.u 
0.03 

o.63 

0.60 

1.10 

1.10 

1.6lf. 

5.06 

8.86 

11..98 

o.os 
1.02 

0.96 

1.06 

1. 2lt. 

2.1 .. 

3.33 

2.99 

~t.o8 

5'.Sl 

6.83 

6.78 

8.82 

10.81 

1S.7S 

-
180.0 

-lS.oo 
323.33 

-S.B8 
10.42 

16.98 

7'2.;8 

35:.;1 

lt..83 

-10.21 

36.4-S 

3S.05' 

23.96 

-0.73 

30.09 

22.% 

4S.70 

10 

o.ol 
0.06 

0.30 

0.30 

0.39 

3.16 

3.14 

3.t.3 

... 38 

'+.86 

11 

-
loo.oo 

-13~33 

233~33 

Btl 

30.00 

Jleg 

~6S.;2 

8 .• 29 

lt4.98 

-64.~2 

St..29 

9S.06 

-0~63 

9.2 .. 

27~10 

10.96 

12 

so.oo 
30.00 

4o.oo 
29.41 

31.25' 

j6.19 

23.39 

90.19 

90.99 

99.00 

25'.~ 

29.1t0 

46.27 

46.31 

38.88 

1+0.5'2 

30.86 

13 

n 
1+0 

S6 

80 

100 

118 

131 

150 

166 

169 

164 

1go 

193 

210 

248 

2SB 

215' 

349 

14 

0.18 

o.;o 

1.97 

1.82 

2.1s 

2.a; 
3.25' 

2.13 

3.lt2 

3.93 

4.Sl 

C.ontd ••• 

lS 

o. ol 
0 . 20 

o.01 
0. 06 

0.09 

0.12 

0.21 

0.21 

0. 29 

0.39 

o.a.o 
0. 31 

o.61 

o.?lt 
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Ta.bl:• 3.21: (Cont1Dtled) 

- - - ~ -~ ~ ~ . - ~ ~ - - - ~ ~ - -· ~ ~ ~ ~ ~ ~ - - ~ ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ - ~ ~ - - ~ - - - ~ - ~ -~ ~ 
. - -- -- -- ----- --------- -l 2 3 .. s 6 1' 8 9 10 11 12 13 14 lS 

~ - ~ ~ ~ ~ - - ~ ~ ~ - ~ - ~ ~ ~ ~ ~ . ~ - ~ - ~ - - ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - - - ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ - ~ - - - ~ ~ - ~ ~ -- ~ - --~ ~ - ~ 

197S..76 

1916-11 

1917-18 

19713-19 
-

1919-80 

lfotes: 

6.99 ( 30) 16.1t3 (10) 23.t.2 ll.S2 3.93 9.23 13.16 -l6.t.t.. 6 ... ., 33.13 49.16 399 3. 30 

a.u <32> 17.12 (68 ) 2S.23 l3.S8 4.2S 8.91 13.22 o.46 ?.12 1o.o; S3.86 4-?2 2.~0 

8. 61 ( JS) 16.72 (65') 2S.S9 16.22 -...51 8.61 13.18 o. 30 8.3S 17.29 63.3S S~6 2.31 
9.~0 ( 31) 21.00 (69) )O.So 11.30 l:t.90 10.84 lS.?.._ 19 ... 2 8.93 6.9S 56.?3 640 .2.46 

10.10 ( 31) 23.60 (69) ~.30 19.38 S.46 1 ? .0}. 11.SO 11.19 9.88 10.61. S6.t.6 72S 2.41 

l'1gares ror tba period 19S.7-48 - 1963-~ 1m eolwms 2 aftd 39 ror tbe pertod 194-1~~ - 19S9-60 in eoluo ; and tor the period 19?B-?9 -
1~-3 ror all the colwms are est1aaates. '!~ports have been 4efiat.ed at d011estle llbolesale price index. 

(1) Basic EQO?t Prowot1o11 CouncU1 ! xport parforeaace •esb$n ot tbe drta!S and phantaceutieals and rtae ebellicw; (2) RBI , Fere1p 
Collaboration iD I~iaa Industry (1.968 aDd 1<J'A.)9 ( 3) t ok Sabba Debate• , March 1974 anti April 1976, (It) C08paDy annual aeeocmts, 
<S> Tables 3.8 a 3.19. 

o.6; 
o.6S 
o.~ 

o.~+9 

o.1.6 
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1-X Total Exports 

• 8 Exports of T NCs . 

o--o Share of T NCs 
in percentages -

o--o Total drug exports as percentage of total drug imports 

~ Total drug exports as -percentage of totQI drugs 

product ion. 

--YEARS ~ 

® 

FJG·-3·4:(A-B): Total exports of drugs & pharmaceuticals of tile share 

of drug TNCs therein(1961/62=100): 1947/48-1979/1980 
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an 1ns1gn1t1cant Rs. 0.02 crores in 191t.7.48 to as. s .• 5'1 orores 

1D 1968-69 and further to aa. 17.SO orores in 197?-SO. Ave~age 

annual percentage rise (Colu•n 9) show that exports grew ~ 21 

per cent per anau11 1n the 60s; but this rate declined to only 

10 per cent per unue 1D the 10s. As againgt this the exports 

of foretcn drtlg oorapanies rose troa a •ere Rs. ;o thoussncS 1n 

, l91t-7-~8 to Rs. 1.62 crores in 1969-?0 and further to Rs. 9.88 

crores in 1979-80. But owing to eaaller b&98 t.be ave~age 

Bllllual pereeDtage rise 1ft e~orts ( Colua 11) tor this ~ector 

works out to be 60 per cent to t he 6a• s and 13 per cent tor the 

10'•• Fore1p drag eo•panie.s account f:lr around SO per cent 

( Colaan 12) ot total exports or drugs from tbe cor.mtry • '!'be 

table sbova that ln sose years as in 1966-61 tbese coa_panies 

accounted tor oYer 90 per cent tbare ia ·tbe t otal exports ot 

drug.s . Tb•se b1gb Yal·ue or 8Xl>C)rta like those tor 111-poru may 

iaply ser1oua transfer price manlpulat1ona by foreign companies. 

Colu~n 14 depicts the- trade balance vbicb 1 t can be s een is 

negative for the entire perled 1947-4e - 1979·8(l; currently 

1Siports exceed exports by around ;o per ceot. 

Ae regards tbe percentage sbare ot exports to productton, 

Cola.uan 13 sbovs that this percentage ls 1nsign1!1oant although 

1t has risen steadily fro• less tban 1 per cent ~n tbe SO's 
to arouncS ~ per cent 1n the 60s and ttlrtber to slightly more 

than 3 per cent 1n the first halt at the 70s. Thereafter, it 

indicat es decline. 1b1s ran could be, amoor. other things , 

because or increasing domes tic c1esand tor drugs. 
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?able 3.22 sbows tbe abare ot produetton exported by 

Iadian and foreign sector at tbree periods ot t 1se 1973-14, 

19?6-71 and 19'18-79. 

rMle 3,2£: Exports as PerfJentage of Prod11ct.1on of Iad1a 
ana Forelan sector 

(Rs./C?ores : Current Prices) 
~ ~ - ~ ~ - - ~ ~ ~ ~ - ~ ~ ~ - - ~ ~ ~ - ~ ~ ~ -~ ~ -~ -- ~ -
Part.1- IMian Secto.. Fore1p Sector 
ct1lan ~----------------·---.. - -- ----····----·-···---·-~--Produ.c- ! z- X/P Pro<lac- g._ X/P 

t1on•• ports & 100 tiOD porta z 100 
l 2 3 .. ; 6 7 ----------------- -------------·-

1913-~ 21? 9.SS a...~t.o 2S1 

19'16-77 49~ u.6~ 2.35' 3SS 

1978-79 ?34 13.20 1.80 Sl6 

~ - ~ ~ ~ ~ ~ - - ~ ~ ~ ~ ~ - ~ ~ - --- ~ ~ -
• Public, large and small seale sectors. 

•• Forsul.at1ons and bulk 4ruas. 

Sourge: Table 3.10 and Table 3.21. 

6.So 2.5'3 

13.~ 3.83 

17.30 3. 35' 

~ - -~ - ~ - - -

Table 3.22 show that the exp-~rts or drags bJ' t1ru in 

tbe Indi.art sector have r1seD such slowly tban their production, 

as a result tbe1r 1ahare of exports to produet1on bas declined 

tros 4.4-o per cent 1n 19?3-74 t~o l.So per cent in 19,-q_79. On 

the ot her band, in the case or rore.1gn seetor, whereas tbe1r 

prodw:t1·on registered a two-fold r1se during this period, 

their exports F3S8 by nearl7 three told. As a rea ttl t the1r 
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share of e_xports in production has incre·ased tPOII 2.;3 per cent 

1n 1913-74 to 3. 3$ per cent 1n 191R-19. 

The grovtb of the phart~aceu.tieal indus try 1n In .. ,1a whiob 

can be traced to Br1t1sb colonial period was slo~,ish till 1947 

Gwtng primarily to Bri tub policy of shipping out rav 11aterials 

and selling baek t he rtn~sbed produc t s . Tho two world vars did 

give an 1rapetus to industry's grovtb by creating a large deuumd. 

tor drugs. tttost foreign drug companies bad opened a place of 

ba'l1Doss in India by the time India got independence. Tbe 

pos t-tndependene-e 1nnux ot these co•panies can be attributed 

to bigh tarltt and quota restr.ict1ons and to govern6iact• s policy 

ot 1odustr1al1sat1on by vay or 1•port subst1tut1on. Oovern­

ment added 1 ts share to tbe temP') or industry• a d&Yelopsent by 

sett1Dg up two public sector undertakings - HAL (19;1.) and 

IDPL (1961+). The 1lflOYtb or the phareaceut1cal industry bas also 

resulted in favourable forward ami backward linkages. !be data 

ou indast.ry and OWDersb1p structure shoved that there are 

around bandred and twenty un1 ts 1u tbe large soale sector and 

about tvo thousand five hundrect tm1 t9 in the s~all scale seetor. 

An 1oves t1gat10D or f'eatu,res Ol'J t.be de.aaand side for> dNp 

reveal tbat per cap! ta eoneWIPtlon ot drugs tor total popula.. 

t1oD 1s as low as Rs. 10 and tor 30 per cent ot tbe population 

residing in urban and seai-urt>an areas (which are said to be 

the 11ain consuars of allopatb1c drugs), Rs. 30. BegressioD 
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coef't1c1ent$ sbov tbat drug conswtptioD tn Indta 1a post t1vely 

related to rise in real income and. negat1Yely related t o rise 

1D nlat1 ve drug pnces. 

The postt1on regarding PAD 1D the drug industry shova 

that desp1 t e tbe etrorts ot public sector un1 ts they have tail­

ed to bave any s1gn1f1cant breakthrough in drug research ovtng 

prl•uilJ' to lack ot coord1nat1ou 1ft tbeir various research 

departaents and because ot the acadatlic Dat ure ot research 

tmdertakeD b7 tbn. Tbe private sector un1 ts failure in. MD 

ts rettected in their fleQre spendtrag ~>f less than tvo per o.nt 

ot tbeJ.r sales income tor research purposes. 

1:he prodaot1GD or dncs has recorded a real annual growth 

rate of 13 per cent s1Dce ~~7. At current prices tbe produc­

tion or tonul.at1oras stood at Ra. 1,100 eror-es 1D 1978-79, 1n 

vb1.cb tbe foreign sector has a shan ot 1., 3 per e•nt, I nett an 

sect.3r 32 per ecct, ssall scale sector 18 per eent and public 

sector 6 per cent. !he coneapond1Dg sbans of these sectors 

ta tbe Ra. 200 ctrOres vortb or bulk drugs production in the 

sue ,..ar is 20 per eent. 38 per eent, 10 per cent and 2~ per 

eent.. 1'be share or !t>1'elp drug tiras in the total production 

bas falleD trom ,... per cent in 1973-?lf. t o ••It per eent 1ft 

1978-79 1n t.be case ot f ormulat ions and trOll 5'6 per cent to 

28 ·per cent in tbe case of blllk drugs. Analysts ot capae1~7 

ut 111sat10l'l data sbovs that wber·eas the productioo ot cartain 

drugs lag beb1D4 the. increase ofir their capacity~ eert.aill 

drugs like sLll.pbu are being prodtaced 1n excess. There is al~o 
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evidence to sbov that drug tirss produce aany druss tar in 

excesa ot their pera1tted capacity. Data on concent ration 

1D production ot dl"Ugs sbovs that desplt e a large ma•ber ot 

large and small seale un1 ts operat1Dg in tbe industry, 9&Yenty 

per cent or 1Ddustf7's sales an sbared by thirty large >•ainly 

foreign co•pantes. This is 1n~1cat1ve or the ol1gopol1at1c 

nat ure or tbe industry. But mooopolist1c features 1n various 

s~rketa or drugs ue als.o prevalent 1n tbe country. '!he 

sales ot tore1gn drug co:apan1es 1D India account tor about t1ve 

per eent or their parent• a total sales abroad. Tbe direct 8Qd 

indirect employment 1D the indust ry stands at around nlne lakba 

persons. A rough skill 1ntens1ty index calculated for the 

1ndtast.ry vas round to be a birh as o.S9. !be btgh salaried 

personnel drawing Rs. 36,000 per anna or .are account tor 

around 10 ~r cent or total. vase bill or druc COI'pan1es. The 

data on capital investaent sbov tbat s1nee 1~2 it bas re­

gistered a real annual grovtb rate of 18 per cent. At 1961-62 

prices the capital 1mestaut 1n the 1DClustry stand a t Rs.l80 

cr~res to 1918. In tbis, toreigD sector account s tor 4 3 per 

cent, public sector 33 per cent and Ind1au sector 24 per cent. 

fbe LWailable stat1n t 1cs 1nc11cate tbat production 1n th~ in­

dustry h as increased twice as ras t as the empl.Qy11ent and tour 

t1s·es as tut as capital 1Mes teeDt indicat ing a s1gn1t1cant 

increase in out turn per uploye e and par un1 t ot capital. 

AD exu1Dat10D or trade statistics showed tha~ between 
. 

1960..80 imports baYe grovn @ 8 per oeat per annWJ. Foreign 



drug coapanies account. tor ar.~t.md one third Gf the t o t al i mpor ts 

and the dat a for 10• s indicate that t•port dependence ot these 

0011pan1u has 1ucrease4 wbereas that ot Indian coapaD1es bas 

d.ecllned. Exports bav·• grown@ lS per eent per annua betveea 

196o.8n. Tbe 'bulk dntga and fol"llulatioos account for respec­

tively 30 per cent and ?O per cent s hare in the total 4ruc 

exports. Fore11a drug c011p&D1es• sbare 1n total drug exports 

is around 60 per cent. Total drug exports as pe.r cent ot total 

drug production are 2.~ per cent. I•ports exceed e.xports bJ' 

around ~o ?er cest. Data tGr 70s sbov that dng exports as per 

cent or drug production bave slichtl~ risen 1n the case ot 

foreign eoepani.es · but han tallen tn the case or Indian COlle 

pant ea. 
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Appendix ... 

Tablt 3, 3: Financial State-t of R1Ddustan Antibiot ics L181te4 1910-n • 1971-78 

1. Authorised eap1 tal a.oo a..oo 400 lt.f)O 1000 1000 1000 1000 • 
2. ~qui~ cap1.ta1. 2».7 2t.1 2&.7 241 312 . 3~2 .. 22 547 
). Loans: 

a) ~otal 12 23 8~ 209 ~81. 6Q~ ~16 1')2~ 

b) 'Foreip - - - - - - - -
t.. llet vortb ass sa.s 868 101 lt43 192 209 125' 
S. Capt tal Hp].OJ'e4 828 1SS 921 876 888 81.1 1 012 105"6 
6. Worklng cap1 tal $32 482 sa.s S21t S6S ~3 665' ?16 
1. Sales/Operating 1n.eotae 683 801 861 872 '" 1 0 31 1S44 1429 
8. Prortt 20 26 21 -133 -2R7 -220 311 -103 
9. let pront 14 11 2&. -148 -326 -292 

_,.. 
-2U 

l o. D1Yidel)(l dael and 12 12 12 - - - - -
u. Peree::at.age ot 

1) Net prot1 t t o equt t7 5'.~ ...... 9.1 -~9.9 -104,5' -83.0 -12.8 - 38.6 
\ 

11) Prot1 t t o capt tal eQloyed 2.3 3.5' 2.9 -1$.2 -32~3 -26.2 30.1 -9.8 

111) Wet profit to net vortb 1.6 1.3 2.8 -2~.1 -?lt.O -1S2.1 25'.8 -168. 8 " 

1Y) sales tG cap! tal npl~ ~2 .. 4 106.1 93.S 99.5' 83.8 122.6 1S2.6 135'.5' 

Y) Total loaas to equity 4.? 9.3 ~ ... sa.-.6 15'4.2 198.3 207.6 18?.9 

'd.) 1!"ont1p loans to cap1 tal dployed - ·- - - - - - -
~ - ~ ~ ~ -~ - ~ - ~ - - - - ~ - ~ ~ ~ -- ~ - ~ ~ ~ ~ ~ ~ ~ --- - - ~ - ~ ~ ~ -~ ~ - ~ - - ~ - ~ ~ ~ ~ ~ -- ~ ~ ~ - ~ ~ - ~ -. ~ ~ - -~ ~ ~ - ~ 

§ource: M1Dls try ot Pet roleum, Cbe• 1cals and Fertilisers , 001 1 Indian Drugs Stat i stics , 1979- 80, p. 232. 



Table J.':t: PtDancial Stateweut ot Indian Drugs and Phal'llaceut1cals .Lim1 ted 19?0-'11 - 19"·78 

(Ra,LLakbs) - - ~ - ~ - ~ - ~ ~ - -~ ~ ~ ~ ~ ~ - ~ ~ - - - ~ ~ - ~ ~ - ~ ~ ~ ~ ~ - - - - ~ -~ ~ -~ - ~ - ~ ~ ~ ~ ~ -~ - ~ ~ ~ ~ ~ ~ - ~ ~ ~ - ~ -~ --~ -~ -
Ita 19?0.11 19?1-12 1912-13 1913-?lt- 19,.._1S 191~-?6 19?6-?7 1911-?B l 2 3 .. 5' 6 1 8 9 ----------------------------------------------------------------------------

1. Autbor1sed cap! tal 3000 3000 4000 a...ooo ltOOO 4000 S"OOOt 7600 
2, ll!q111 t.y cap1 tal 2S95' "1'50 3310 3420 3420 3110 4;qo 65'2~ 
3, Loans 

a) ~otal 5?86 6219 5'928 ~39 ~66 7112 1098 665'0 
b) r-orelgn 36 2t. 12 ... - - - -

4, Vet worth J ..... -166 -5'08 -630 -J?l 341 15'60 1.192 
5', Capital uployecl 5'0S9 5'298 S).t)lt. Sl81 S7B8 6970 7qqo 9149 
6, World.Dg capt tal 1039 1363 139S llt,98 2~% 3673 45'68 5'919 
1. Salaa/Opentina lrlcoa~e 1319 2336 2793 216'1 ~t;aa. S852 1314- ?921 
8, Profit -391 -73 -91 106 613 803 1018 llt-60 

9. !let prort t -19+ -'+70 -370 -182 2!.9 35'5' 432 791 
10, D1Y1dend declared - - - - - - - -
u. Percentaae of 

1) lfet ~tit to eqt.d.t7 -29.4 -17.1 -11,0 -S.3 1.3 9.4 9.4 12,2 

11) PTotit to capital eaployed -1.8 -l,lt- -1.9 2,0 10,6 11.~ 13.7 1S.6 

111) Net pr()t1 t to nat worth 172.1 61 .... 72.8 28.9 -61,1 lol.,l 21.1. 19.0 

1Y) Sales t.o ca-pt tal e!IPloyed 27.3 t.t.,o S3,q SJ,t. 79.2 ~.1 92, q ~.q 

y) Total .loans to equity 2.23.0 2,8,3 175'.9 116,6 189.1 188.6 1s;.o 1 02,0 

Yl) 'Pore1an loea to cap1 tal uployecl 0.7 o.s 0.2 0,1 Rq, - - -
• It vas ra1aed t o "F.s, 60 crores v.e.r. 21,11,1911, 
~: IDPL bas been report.e4 to bue incurred a stqceriog loc ot oYer !\~. 30 eMrea in 19~-B~ • 
• sour..__oa_: Ministry or Petroleua,Che•1cals and Fert111sere, G~T, Indian Drugs Statistics, 1979-SG, p, 231, 



Tlble 31 ,.1 Data Base or Re1res•1on Equation• 

- - - - - --~ - ~ - - - - - - -~ ~ - - - - ~ - ~ - - -~ ~ -- - -- - - ~ - - - - - - - ~ Tear Per capt ta Ratto ot Per oap1 ta Per capita Log x Log v 
liDP ( 1961- price drua eo.runUip. dru1 oon.1up. 
62•100) 1nd1oas• t1oD ( lOQC t1on ( 30't 

popQlat1on)•• populatloa) 
X 'm '• 1 2 3 ~ ~ 6 1 ·8 

- - - - - - -- - - - -- - - - - - -- - - - - - - - - - - - - - - - - - - - - - - - - - - -

318.3 0.936 

1964..6~ 33S.l 

311.0 0.199 

1966-6'1 307.9 11.08 

196?-68 326.0 0.?2'1 3.16 

o.?'41 

1969-?0 o.7S6 11.88 

0.787 3.?9 12.61. 

1971-?2 o.?'J9 

33~.9 

1973-?lt 34S.6 tt..61 

s-.n 19•03 

36S.4 o.S68 21.'5~ 

1916-'1'1 0.'591 25'.08 

1977-78 382.0 o.S78 8.63 28.?7 

191A-79 391.0 o.'S77 9.13 

- ~ -- --- - - ~ ~ ~ --- - ~ ~ - ~ ~ - - ~ . -~ -- ~ - - -- - -- - - - - - - - - - -
• I ndex ot vboleaele pricea or aruaa d1Y1ded by index of vbol eaale prices or ~ 

comCIOdi t1••• 'th1a abowa t he relatl'fe cheapnes s of drq pr1cea. Tho index ot 
prloea at 1961-62 l evel vas available upt o 1970-71 only. thereaft er t be b&Ge 
ot 1n4ex nu.bers were apltoed to arrive at con~tant price f l 1ures. 

• • Per oapt t a oonsuwptlon ot dru«8 vas oaloulat ed ar ter deduct ing the expor ts tro~ 
tbe pr oduot ton ft ures and dlv1d1ng the resultant fi gure ~ • 14- t er• populat i on. 
Because or n•.ln.ava1lab111 t y of data on imports on t ol'!llulat1ons anc! bulk drugs 
separatel y, 1 t vas taken t bat the t •ports were mainl y bulk drugs that vent. into 
tbe product i on ot f oraulatt ons . 

' ; · 



! able 3,6c ~ egres•1on ~quat1ons 

~onsumpt1op o( dr911 (11D!8£ !Qd log 119!1£ Caa!) 

Ta • Per capita cons~ptlon ot druca 

s • Per oapi t a NDP 

w • ~atto or prtae indices 
(F i gures in the braeltet lnt!ioate '!' - tes t) 
~a. , o.o; • 1,761 S$ le~el ot s1s~1t1oanoe 

1~ level ot s1gn1f1cance 

• • S1gn1t1cant at S per cent level or s1gn1f1caooe 
•• • Si antficant at botb S per cent and 1 per cent levet or slcnttloance 

~ - - --- - ~ -- - -- ---- - - . ~ ~ - . - - - ~ - ~ - - ~ - -~ - -a s r, Equation 
No, - - . . ~ ~ - - ~ . - - - - ~ --- - -- ~ - - ~ -- - ~ - - - - - - - - -
1, (a) 7• .. a • b1 • + b2 w 

( b) y TJ • a • b1 x 

( C) y II • a + ba W 

2 , ( a ) l og Yaa • l og a+~ log x + b2los v 

( b-) l og y • • los a + b1 los x 

( e ) l og ' • • log a + b2 log v 

13.a..<J13 
(.2.3177) 
-22.1799 
(6,6?39)•• 
13.~326 

(7,1SI4)•• 
-l.A., '+710 
(-4.9126) 
-28,226'+ 
(7.1160)•• 

0,8494 
(7,6060)•• 

0,06237 
(4.a?lS>•• 
0,07{~9 
( 8,1249)•• 

-
3.368'. 
($.1393)•• 
S.09SO 
( 8,1209)•• 

-

-
-1, ,2, 46 
(4.1137)•• 
- 0.9114 
(-3.7081) 

-

---2--R 

------
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~~~~-~~~~~-~~~~-~~-~~-~~--~~~~~~~~-~~~~ -~ ~ ~ - ~ ~ -- ~ - ~ ~ ~ ~ -- ~ - ~ sr. Waft o' the OOIIPaftT and . Uld.t L1cusecl Penttss- Actual production - - - - - - - -~- - - - - d.- -tl- - - - -
Jo. tba drug aiiDUtaeblrecl capaclt7 lble ·····------------------ zcess prOi uo on 
1 2 3 .. capacity l~ 197S 1916 --u~-----i;;s------i976 

s 6 '1 8 9 10 u 
.. - ., ....... ~ - - ... ~ - - ~ .......... - .. - - ..... - ~ .. - -- ... - 48 ~ -. .... - ., ...... - ... - .. - ~ ~ ~ -- ~ . ~ --~ -~ ~ - ~ --~ - - ~ - - - ----- - --
1. smr ID4ta Ltd, 

Cbloroqul:ae pbospbate 

Meaulpbd 

2. B!!ITO!Iba W!lle0118 

Bel)beDltlll llJdrozpaphoate 

Cyc11z1ae ReL aDd 1 b a al ts 

o.c.c. 

Succ1DJ'l choline cblor14e 

Trl•thoprla 

Z1Dc tmdocyelenate 

Iaopranal.1De sulphate 

3. Cpl!l~ 

Tetr8CJ'eUDea 

~. Gl!!! 

Calciu senaoc14e 

Kca. 

Tonne a 

Kgs, 

res. 

,.01111 •• 

Tonnea 

12,000 

2,000 

2\0 

100 

10 

.. ,SOB 

2SO 

l2S 

12.5"0 

433.160 

l0llt.30 

279.82S 

-
-

303.5' 

~6?.20 

68,00 

22,82 21.11 

- -
--- - - - - --- -------- - - - - -------- - - ------ -- -----. - - - - -- - -- -- - - -

3,248 
(22) 

-
S,lAA­
(131) 

120.66 
( 32) 

-
-
-
-

6.9S 
CS6> 

1,667 
("') 

214S9 
{16) 

-
9.311 
(149) 

251+.70 
(A2) 

-
95'.05' 
(32) 

61,7S 
(988) 

-
16; .... 

(66) 

-
10.32 

( R3) 

-

9l231 
62) 

243 
(2) 

7.1$7 
CltS> 

21s.oo 
(69) 

3S3\.~o 

-
37.2S 
CS96> 

212.91 

t.1.S 
(I1) 

-
8,67 
(69) 

-
--~.,_ ....... ~-~--~----..,-

contd, ••. 
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,. tbl• 3.1;2: (Cont1Due4) 

~ ~ ~ ~ - - ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ -~ ~ ~ - ~ ~ ~ ~ · -- - ~ ~ ~ ~ 
~ ~ ~ ~ -~ ~ - ~ ~ ~ - ~ ~ ~ - ~ ~ ~ ~ -~ ~ . ._, ........................ 

~ 2 3 4 s 6 1 8 9 10 u - ~ ~ ~ ~ - - - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ - ~ ~ - -~ -~ - - ~ - - - ~ -- ~ ~ ~ ~ - - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ -~ -- ~ ~ ~ ~ ~ --~ - - -~ -s. Hoeebs\ 

Beaaoca1De Kp. 2,000 2,5'00 .._,soa. lt,tt.S? ».,600 2(301. ll9S? 2l100 92) 79) 84) 
lull Maleate "Ep. 4,000 s,ooo 4,928 ,, ... 33 6,51t6 2l433 ll5\6 - 49) 31.) 
Vursen1de Kp. 1,:?00 1,5'00 S98 3,~ 2,35'2 1 Fl46 qs2 - <i23) (5'7) 

6. Mv4 Babr 

Pruetbu1ne bJ'd,roablor1de/baae pure lp. 1,000 1,25'0 1009.00 l3Sl.oo - - 101.00 
( 8) 

Prne tllultle 8-cblorotbeophyU!aate Xp. 600 1~ 332 5).0.1 906.0 - - 1S6.oo 
(21) 

Beptal Kp. ]ItO 190 381.0 llt-1.0 - 47.00 -( lt.) 

1. hECk Shan a Db9f! 

Cyprobept.U.U BeL Ep. 120 15'0 212 : 212 195' 62 62 a.s 
(t..l) (4-1) (30 ) 

s. Et1•1E 

Osytetr.,.cline tl tetracyl1ae ToDDe• ,._S•ta. 11.2S+ 36.31 43.931 lt6.260 18. 61 26 .... ~ 2~.76 
6.2S- (101) (1$1.) (164) 

11.5'0 

Baald.Dth TODD8S 0.3 o.31S - 0_.5'12 o.rr; - 0.13'/ -
ProteiD bydrol7S te 'tOJmeS 110 137.; 213.31 193.8 239.69S '15'.~1 

<SS> 
S6.30 
(~1) 

112.195' 
(14) 

9. l!stbe 
Deh)t4rooettae d1bJdreeblor1de Xp. 9S U8.7S - ~.oo 39$.00 - - 276. 25' 

{233) 

V1ta1D .l ffMtJ lS 18.1'5 28 22.00 30.00 9.2; 3 •. 2S u.2; 
(t.9) (17) (60 ) 

--~-~--~-~------~--~~~~~-~-~---~-~~~~-~~----~~-~-~~-~-~~-------~~~~~~-~-~~~~--
CODtd ••• 
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T&ble 3.12: ( Coatlnued.) 

~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - - ~ . ~ ~ -. ~ -~ ~ -~ ~ ~ ~ ~ ~ ~ ~ -~ ~ ~ ~ -
~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ -~ ~ 

1 2 . . 3 a. s 6 1 a - - - - 9 - - - - -1o - - - - - - - -
------·--------------------------------- . u - ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ -- ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ -~ --- -10. Searle 

0188Db}'drlnate II•• 190 23?.SO 147.4 218.10 lt7l..Soo - 231. 00 - (10 ) D1pbeaozJlate h74rooblorlde lp. 200 aso.oo 689.3 669.s-o 1'9.300 \.39.3 ~19.5'0 -(115"} (167.8) Prop•1hel.1De Kp. 120 l~O.'lO ~32.6 43~.20 131.00 392.6 29S.2o S'll. OO 
(2$S) ( 190 ) ( 3~7) 

SprcmGlactane .... 28 JS$00 41.4lS 81.38 8~.876 6.415' 4f>.38 4S.876 
(18) (133) (231) 

n. Nuhrld Ge1p 

Sptstawta (87JI~pan) lp. 300 J'l'j - 421J.70 631. ')0 - S4.7M 262.00 
ClS') (?0) 

Crotoatu Xas. l,Oo-'J 1,2SO - 2331.~09 3Sl9.6 - l'lq1.~09 2269.6 
(87) (182) 

Etbylbutu14e/propJ1but8111cle Xgs. 180 22S - 8~13lt ll21.SO - 657.131+ 902.;0 
(292) (~Ql) 

DepaOD11 I:£S• t.8 60 - 1974.s 473.3 - l 014.S 41";.5 
(16?1) (6t\9 

SqarnU ( tenderil) Tonne• 6 1.so - 1~.83t. 19.1SS - ~.334 12.25'8 
(111) (163) 

Mazatol ( carbaiaapt.ae) TODMS 1.20 l.SO - ~-41.3 3 .• 626 - 0.91.3 
(63) 

2.1.26 
(142) 

Cas1Ca1D TOJmea 1.00 l.2S - 2.886 2.97S - 1.636 l.72S 
I 

(131) (138 ) 

12. Wfttb LabJ 

Corticosteroids (Predftiaolane) ,, .. 120 ~0 991.4)11. 10\9.1S' 1196.60 9'1.9"- 1~9.15' 2q6.60 
(11) (17) ( 32) : 

17 ALpha h7droxy pro,es teroDe eaproate 1tss. 210 337.SO 309.30 3-31.00 ~~.6S - - 188.1~ 
(56 

MetbJl tes tos tenne Kp. '-4.-..o ss.so 5'6.90 ~tS.4o 21.05' 1.40 - -C2.S> 

--~----~~~-~-~~~~~~-~~~-~~---~-~~~-~~~~-~~-~~~~~~--~~~~---~~------~-~~~-~~-~--

• Vu enbaaeed t o S tolmes v.e.r. 2.2 .. 1'" • 
!52111 'Fi«ures 1a ttle brackets indicate tMtP eent eseeas produ~ttoa. 
soura: Parl1811eDt Debates L.'T.Bo. 13 .. 2/71; C011P8D1' Ann•al aecount,s. 

4> 
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Cl.tAPTER IV 

DRUO PRICES AND DRUO PRICE CONTROL 
ORDERS Ill ! JOIA ; Ali ASsitssij@f 

One ot tbe most controversial issues related to tbe 

pbar•aoeutical indus try in India 1s tbe issue of drug prioea 

and drug price control orders (DPCO) pro~~ulgated tr~ t.1me to 

title. We have Qade rm at.teflpt in this chapter to examine, 

vi t h the help ot taotWll data, tbe v&ri:lus &'lpects of these 

cont roversies. 1he fact that •prices• and •pr1ctnr policies• 

are central to growth or 8'lt'T 1ndusU'y needs ft.o emphasis. rbase 

policies, however, assu.e particular 1eportance on some addi­

tional grounds in tbe ease or phart;aeeutieal.a. 'Thes e are dis­

ct~saed in section one belov. Section two exa111nes the 

'natun and scope r>t DPCO 1n India' vhere the special features, 

strength, ed vealmesses ot various eontrol orders are analys­

ed.. me third section deals. w1 th tbe • econo•1c C<Jns equences 

of DPCO • • Here ve pr1otar1ly concan trate on exa~~inlng in so•e 

detail the impact. or price controls on tbe orofi t ah111 ty or 
the indus try • This is done 1n Yiev <>t the- fact that tbe 

financial operations ot eotQan1es - plougb-baek policies, 

d1vi4ead policies, sources of funds etc., (tbese are discuss­

ed in next. tvo chapte~s) depend largely on the level of their 

profitability . ·: he last section d1s cusse9 the ••odus O?erandi 

ot druJ prtees and dru~ priee eontrol ~rde~s in Indta•. 

193 



19 .. 

I. Iaportance ot Drar Price Cogtrol! 

Tbe ease ror drug price control ts made on the buls ot 

the tact tbat drags conn t1tut.e an esaeot1al part ot heal tb care 

ot an individual. And turtheraore, as we pointed out in tbe 

second obapter, eocapared t o other conswaer goods dr\lgs have a 

very unique standing in the a~arkot. tn the case ,r all other 

consunr goOOs botb the fuoct1ons - tbe chotee or a product 

and the p~ent or 1 ts price are perfon~ed by the consuaaer. 

Here the der~and tor a product is normall y a tunet1on or inco:ae 

and relative prices. Bllt 1o tbe ease ~:>r drugs the dec1s1on 

~taker is tbe pbys1ctu vbose choice 1a not necessarily &U1de4 

by patient• s income and product pr1ces. This 1£tolat1on botveen 

tbe dee1s1on-•ak .. r and the con$u.er ~~r AI introduces a stronR 

i•perfecUon in the •arket tram tbe oaGswaer• s aide. And the 

very 11fe saving therapeutic Yalue or drugs render tbe deaand 

for dl'UIS coapletely price inelastic. l'urther, tbe tastes ot 

tbe eoosWier, t he ava1lab111ty or substitutes an4 coaple2ents 

do not play any role in the purcbastnc schedule ot the conswter. 

These pacW.1ar1 t ies sake bie Vtll.Derable to high dr~g prices 

wb.icb the prodacers coald cbarge tn tbe absence of any price 

eontrols. Conau•er•s vulnerability to high priees is f~rther 

enhanced because or t•perfeetlons on the supply R t~e, ror as 

ve bava seen, fifty per eent ot the world sales ot pharraa­

C·ettt1eals lie·& in tbe bantis or tb1rt.y leading r ransoat1onal 

corporations. In host countries the affiliates or these ~cs 
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account for a •aJor portion or tot.al sales , the balance being 

at by huadreds ~r local, arostly small gized riNS. In eucb a 

situation price control on drags vould not anl7 protect t he 

comtaaer but would ala o act as a cbeok on tbe unclwa large pro­

tits ot drug TICs as also on vMtetul expenditure on promo­

tional CUpalgns 90 cbaraeter1st1c ot aodem fiNs. 

II. Rature and Scope ot DPCO in Ipdi.J 

There vas no a tatutor,- control over the prices ~r drugs 

prior to 1962. Priees were brought wader the statutory control 

tor the first tin in 1962 in the wake ot Cbtneee qyresaiOD 

and tbe s\1b:;eqU&Dt declaration or eurgency. Tbe drugs (Display 

of prices) Orcler 1962 and tbe drugs (Control of prices) Orcler 

1963 vere pr~Ulgata4 under the Defence or India Act. These 

orders froze tbe prices ot drug!& as on 1st April 1963. Tbese 

steps vera taken u an er~ergency Qleasure for dealing vt th any 

apprebendecl dislocation in tbe s upplies ot $Ssent1al drtags and 

a possible increase in their prices as a CQDsequence. But tbe 

Govemstent came uncler beavy crt ticis• frG• t he industry circles 

on t.b• groand that the pneea ot -.arlous rav eatertals and. in­

puts vere not r rozen sillul taneottsly. Oovern5ftmt introduced a 

syste~ or $elective price increase in 1966. a~t at the s~e 

U•e 1 t passed an~ thor order, Drug Pr1cH (Display end Control) 

Order wbicb ma1e 1 t obli ,gatory for the arernatacturers to obtain 

prior approval of' govern31ent before increasing tbe prices or 
any or t ne1r roraaulatton!l. Later hy an amendment , 1 temg v1 tb 
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pbanacope1al. oa=es were exHpted rrora price approval. Eaemp.. 

tions were also made 1n tbe ease of nev drup evolYed as a 

result of original research and vbieb vere ~arketed ror the 

tlrst ti .. in tbe country. 

·Govern•ent vblle eald.ng ebanges in drug pr1ee control 

orders, identified 18 essential dntgs and referred tbeaa to 

tbe ·rar1tt C~lss1on ror investigation ot their cost a trac. 

ture and to recoamend their tair selling prices. The cosmt­

sa1on subl1ttri 1 ~s report in 1968 and eue out. v1 t.b the 

follotd.ag two broad ob-senat.1oas concerning the prices ot 

d.rup : (1) Tbe dor~entie prices or the selected drugs are 

general!,. n-ry .uoh love·r 1D 305t cases 1D other count ries 

(para 2lt-.S), (2) tay and. large tbe prices 1ft Indian •arket or 
toftlulatioaa co•pare ravollrably witb the prices ot similar 

torllulatiou in the dor~estic aaarkets or other countries 

(para 24.1).1 Tbe b.1gher prices ot selected drugs were att ri­

buted to three ractors. First,. to tb.e high cost or equ1PHnts, 

1ntera~ed1ates, snd rav 11ater1a1s, a large part of vbicb wes 

imported. second, to the a•al.l si.ze and lover capac! ties of 

production as eor~pared t o ottler countries, and toi .rdly to t he 

patent law and relat ed CtODditions for the -eranster of lmovhow. 

Altbough tbe Tariff Coaiasi-on study we.s primarlly eon­

fined to 18 essential drags • tbe g<Tfero~M~Jt tel t that the dat a 

1 -raritf C081!119.s1on, Beport on tbe Fair Selling Prices ot 
Drug and Pbaraaceat1oals. 1968. 



ancl atlel7s1s made available could well be made a bui s tor 

evolving certain prtn~1ples and sutdelines to t•prove and 

ratLonal1•• the eXisting control -.asurea. Accordinlly atter 

a re-ex8111.Dat1ou of Tar1tr Colll!t1se1cm recaetaendattons, the 

es-taetory pr1ces ot 18 essential drugs were revised and 

frozen, and a new Drug ?rice Coatr'ol Order under the essen­

tial eOttt»>d1 ties Act vas passed on 16tb May 1970. Tbe maiD 

teBtures oC tba order were as tollowa. Tbe 4rugs were d1v1ded 

into tvo oate1or1ea - essential and non-essential. The prices 

or dNas 1D botb the cate1-or1ea ot drugs vere to be fixed ~ 

the following toratala. 

Retail Prloe e (Material cos t + Conversion cost + 

Packaalng) X (1 + eark up per cent) 100 + (nxc1se 

4uty + s ales duty + Salea tax) 

Pro-.1s1on vas also made for a pre.tax return of' 15' per ce-nt 

oa cap1 tal employed. 1'be •ark ~P allo-wed •.mtch were 1'5 per 

cent on tbe total ex-factory CO$t included tbe prov1a1oos tor 

outward freight, d1stribut10D costa and trade contssion, 

proa~~tlonal expe11sea and •anutactver' s •arlin. to tbe case 

or rorllttlattcns 1nYolv1ng original 'MD, a higher •ark.up upto 

100 per cent vas made yen1as1ble. And in respect ot rorau­

laticms involving original reaearcb on basic d~.1gs 1n India 

a •ark-up o£ 1?0 per cent was per.it~. 

The OPCO of 19?0 also provided an alternat ive sche.rae 

to the above syr; te• of price fixing • 'fhe al tamaU ve schee 

allowed soae fl~x1~111ties to a maoutact urer in the mark-ups 
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but res trieted tbe grogs prot1 t s to 1 S per eent ot t be ttJrn­

oYer in any year. The excess tnereor, i f earned, vas to be 

fUDcled separately and could be otWse4 vi t b tbe prior ap-proval 

ot tbe government tor (1) Research and Develop&~ent, (11) adjust­

fleDt agaiDst fu ture profits or losses, and (111) such otber 

purposes as •ay be ~pecttted by tbe C~nt~al r,ovema.rent tr011 

t1ae to tille. 

D?CO or 1970 atter 1 ta taplecaentation caae under heavy 

cr1t 1c1a• on several srotmds. For lllstance, lt vas pointed 

or.at. tbat t.he r ar1tf Coat~1as1on bad vorke4 out tbe costs on the 

basis ot total 11oeMed oa-pac1ty and not ora the actual install­

ed eapacity eurrerttly being utllise4. Moreover, ta eoatputtng 

tbe total cap1 tal eapl.oyed1 the e~m1ss1on Yalued. all asaets 

at book value and Dot at tho •arket value. Tbe t~a3or debate 

between the gOftrot~ent and tbe industry occurred on tbe 

adequaq ot rates of retuna on capital earploye4. 1 t was point­

ed out that 1; per cent pre-tu retun2 on capital esployecl 

~rm1tte4 by the goYemraeat vere not onl:r 1D·adequate but tetcb 

alaost oil returns :tor illall scale 4rf.lglist vbo bad a turnover 
2 ot Rs. 1 lalrh. 

-fb• oYerall 'price leYel ot drtap vas expected to tall 

arter tbe 1•p1e•otat-10D of DPCO 1910. But instead 1 t rose 

1D tbe case ot a auber of drugs. The Delhi Adii1JJ1s tration 

2 see tor instance v. t.. Mote and n. s. Pathak, •Drus 
Price control Order, an evaluation•, Ecooo111e and Poll tical 
~.4eekly, J'ul7 1 S, 1912, pp. 1369-1319. 
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Survey Teas studied the pr1oes ot 616 drugs atter tbe l aple­

•entat1on of the DPCO 1n 1970. rbe teu reported that prtees 

1n 25'8 cases bad reduced, in 191 cases bad risen ancl 1n 16? 

bad recained unchanged. 'fbe s\.lrvey also covered 23 di"Ugs p:ro­

d:caeed by State ovoed !actor1es and found that barrlug a fall 

or 10· per cent 1n 3 cases, tbe reaaa1Ding 20 drags had re­

~istend a rise - in 6 cases aore than Ito per cent, in I+ cases 

between 20 and 40 ·per cent~ tn 8 eeses between 10 and 2'l per 

cent and in 2 cases betveen ; and 10 per cent. Prices ot 

Penic1111n-based drugs wbicb const itut e around 12 per cent ot 

t<>tal drug zarket to tbe eountry, were round to ba•e ricen 

fro~~ aDJVhere betveen a..8 - 88 per cent, and the prices ot 

Sulpha drugs tro• 40 - 5'0 per ·eent.. The wholesale prlce index 

tor drugs and ad1c1Juta ( 1960-61 • 100) showed a r1 se fi'OII 

129.8 1D 1969-70 to 142.6 iD 1910.11 ( Table a.. a.). This was 

tbe highest ris e in price index in that. year since 1962•63. 

One explanation ror t b1s tmexpeoted rise 112 prices eoul.a be 

the artificial shortages created by the 11aautacturen, whole­

salers ~ also by tbe retailers. Another ootable teature 

besides this rise 1D prlcea or dr~gs was that. 1103 t of the 

1"1r• vhich b.a4 to nd.uc.e the prices of essential drugs were 

alle·ged to be making pod Ule los a b1' shittlftg tbeir produc­

tion to non-essential drags. tJOs t ot wbtcb vere ras t selltna 

household ud1c1nes. Whoreas t be large co11paniH by Ylrtue 

ot tbe1r size eollld do so, tbe very size or tbe smaller t1rru 

made this dtvers1t1cat1on process d1tt1cult tor the•. 
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The DPCO of 197'l underwent changes rroa time to t in 

according to the sugge3t1ons and er1t1o1sas received tram 

the 1nd11Stry. Bat tbe &attar tHwer got settled. Ult i mately 

1t- vas referred to the Coat ttee on Drugs and Phan~aceutical 

!ftdustry which was set up in 1974 tQ s t udy the various aspects 

of the industry. The Coaittee subal.tted 1ts report 191S.3 

Based on the recouendat ions ot this Conltt.ee, tbe new DPCO 

was pr-ot~ulaated in April 1919. 

!'be aain featares or DPCl 19?9 are as tollova: 

( a) Drugs are d1 Yided int o roar categori ~ us tea4 ot 

two as vas \lone ln tl?O'l 1910. The t~ark-ups allowed for the 

nn t two categories ot drags are respectively 40 per cent 

Md S5' per cent. For the third category of drugs separate 

pricing ror each prod.acar is be.tng citme. But in no case 1s 

the aark-up to exceed 100 per cent. Drugs in category IV 

have ~een left tree ot prlce control. (b) Be s ides laying 

dova re3tr1ct1ons on mark-ups, additional restrictions o f 

'leader pr1ees•baaed on the prlces or etf1o1ent producers 

bave been e•olved. It prices in Category I and I ! <1ru~s are 

round b1gbllr than tbe le~er prtees., the saa vtll have to be 

re4uced t o latter• s level. Prices t~and lover than the leader 

prices vlll stay frozen at that level, and vUl reqt11re 

govern•cmt• s per.1ss1on for upward rens1on. (c) Maxl:~WI 

3 MlolstJT ot Petroleu• ct Cbe•1eala 9 GOI t Beport of the 
Co•ittee oa Drugs and Pb&n~aceut.leal Indu_stry, 19'1S. 
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pre-tax return on sales exolus1Ye or ex:c1se d.uty ~1.11 range 

tr011 ~ per cent to 13 P9r eent, depet'lding on tbe nah are of 

tlrm•s production and ita R4D act1v1t1es. (Details are 

glYeD 1D l"able 4.1 ln the appelt41x) (d) In the case of bulk 

dl"ugs vbieb are sanuracture4 1nd1genoul7 and are also luaport­

e<l, goverosent om tlx ( 1) retention prices tor lndivldual 

•anufacturers, 1•porters or distributors or sucb balk drugs, 

( 11) a poolecl price tor tbe sale ot sach bulk drugs . Pt.lrtber­

IIOre, where a II&DUtaot\U'er u.ses an,. socb druc 1n b1s f'oraula­

t1ons ei tber tro• b1s ova production or procured by him troe 

any otber source, and if the prices ot such bulk drugs are 

lover tban tbe prices allowed to M•, the oanufacu.u•er shall 

deposit the exce-ss •ount into an account nued •Drug Price 

Equal1uat1on Account• and also s&ll the fetnaulat.1ons at &tach 

prices as raay be fixed by the aovernaeot. (e) Uew drugs 

dneloped througb or1R1nel RctD etrorts tn the country and 

vbleb bawe not oeen produced el3ewhere are exempted troa price 

coatrol tor a period ot tive years. 

A caretul reading or DPCO 1979 reveals .aany drawbacks. 

The biggest flav in the order- is its assu•pt1on that loss 

autrered. by druc eoetpan1es Glue to low sark-ups 1n Category I 

could be eade good by introducing prodaets from t~e resaining 

three categorie-s. The argwaeot, besides being irrational, 

does not bold ~ood for •ao.r firas especially tboue in tbe 

s•all scale sector whlcb bave little control ove r tbe a~arke t 

and ewer their production fac111 ties ao as to •an1pulate tbera 
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according to tbeir wlsbes. As regards t he 11cen•1ng or capa­

cities, l)ara ~ or the order reads ezn ref!ard t o licenses 

vbere tbe capael tles tor bul..k dr\Jgs or formulations have not 

been spec1t1ed so ta!", capac! ttes will be fixed depondlng on 

the Dature of iteas prod~Ced and their 8S$80t1al1ties subject 

t.o tbe bigbes t production acbie~ed in an1 one ye a:r dul'log tbe 

tbree years ent11ag Maroh 31st, 19?1.• 't'h1a crtterton would 

certa1DlJ' bave worked in faYour or large eottnanies especially 

tbe foreign companies vb1cb as ve ha"Ve seen in the last 

cbapter, produce :aany drugs eucb 1D excesa or tbe1r licensed 

capacities. As regards tbe re.gtllari.sat1on of excesa capacity 

para 34 of the order reads "Hovever, 1D tbe case or foreign 

eo•pantes vbich bave a ratio ot bulk to rorsulatlons ot less 

than 1: 5' (or 1:10 1n the case or Indian co11pan1es) regular1sa­

tion or excess proauction of decontrolled. tonulatlona or bouse-, 
hold re•edies a.r also be permitted upto tbe calling of rates.~ 

J'be Co:a~t1 t tee on Drucg and Pbart~aceu ticals bad earlier pointed 

oat that the biggest sbare or household re•d1es is 1ft tbe 

toret~ se-ctor. It tbi·~ section ot drugn production is de­

controlled, the blgb proft ts vbicb are oailable to tbis 

sector will continue. 

r he DPCO 1979 like DPc:J 1910 has also been subJected 

to ar1 t1o1s• rroa indus trr e1reles. Their saiD objection is 

to tbe lover •art-ups or 40 per cent and SS per cent allowed 

on tbe category I aDd I I drugs. All India Manufac~urers 

organisation (AI!C) vbicb endorsed sany ot tbe reeo11mendat1ons 
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ot nev DPCO stated that the sark-ups i n category r and II are 

too lov and t he break even mark-up ror aoy size ot lndustr, 

sboul-d be 80 to 90 per cent. 4 rhey argu.e that tbe sales pro­

rJOt1on cost has g.reatly increased due to certatn govem• ntal 

regulations, increased salaries, t ravelling, printing· and 

adta1D1strat1ve expenses. The e•erage e~~uses a r.taraatact urer 

has to p.roY1de out or tbe s-ark-ups all.owed to h1!1 add up to 

around ~ per caat.S It was predicted, after the implementation 

lt .liMO' 9 viev on nrt~~ Polley, Indian nrugs a:att Phal"!la-
ceutlcal Industry, Yol. XII, Kay-Tune, 1911. 

S According to AIMO the av•rage expenses the manutaet.t.tre~ 
haa to provide out or tbe Mark-up allowed t.o b1• are as 
toll ova: 

A)lrade Discount 

Be taller 
Stockist/ 
D1s trlbutors 

B)Seles Pro•otion 

Salaries 
Travelling 
Literature 
Samples 
AdYert1sesent 

C)Transpc>rt 

D)Ceneral overheads, including 
~n1strat1Ye expenses, 
interest rates etc. 

Percentage oD 
MpJt.up _ 

-rotal 4 Jf, -
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ot DPCO 1979t that the strlngent aark-upa alloved on Cat egory 

I and Il drugs vollld d1a.c~urage drug co.pantes to undertake 

nroduction ot sedic1nes falling under tbese categories. And 

this could result 1oto a abortage or :.an-y essential and life 

suing drags. This has turned oat to be "artly trae. Upt11 

loYetDbsr· 1St 1980 t.be sbort.age ot 63 drags vas reported and 

ad•1 tted by t.be GOYernment. 6 "i"he DPCJ 1919 haa \104ergone 

cbanges tro• t1se to t1lle especially in tbe tort~ or revision 

ot -price t1xat1on of both the bulk d-ru«s end tbe foreulat lons. 

Tbe dispute between the drug rtras and tbe govern~ent ~k a 

serious turn last year vben s1a foreign !'ins 1 challenged in 

court tbe price t1ut.1on by GonrDsent under the DPC.'1 1919 

and sore were likely to Join the rra,. 

III. Jc~eic Consequences qt DPOJ 

Whereas the outcome of protasta lodged by 4rug t1nJS 

over t.be •ark-ups allowed to tbeat are not clear, certain 

econoalc con1equences ot nPCO can be ex~ned. The r oremogt 

ot these relate to the prot1t~111ty ot the industry. !here 

is no ga1D9qi.Dg tbe fact that. the profitabll1ty 1s cent ral 

to tbe grovtb of &nJ 1n~try. rhe d1s~s1on on the 1saue 

or profi ta~111 ty assaaaes particW.ar 1:aportanee 1n our case 

owing to a nuaber ot addl t1onal tacton. In tbe preceding 

6 tok Sabha Question Ansvers, 19tb November, 1980. 

1 Boecbst, Pttzer, Cynoide, Geoffrey Manners, wyeth 
and Or1t.foa Labs. 



two chapters, we haYe noted that the pbanaceuttoal markets ar& 

characterised by a tJidcal stracture, unique conditions of 

de:fland, •ubstantial eoracentrat.1on or t~anutactw-es and higb 

barriers to entr,. Tbese teat~res prGv1de pbsrmac•utlcal 

finn vitb ecmstderable ••arket power• vh1oh 1s s t rentrtbene4 

by tbe:a w1tb t'be help or exten:Jive proaotional edpa1gns and 

tttber sales strategies. There 1a a presugpt1on that these 

doaa1nent t.mdertak1Dga aake abn-onally larp prot1 t.s . !be tru tb 

or tb1s propo$1 tion needs to be e&d!.DG4. For, 1f this 1s 

true, tben it l•pUes a rev things. :tor exaple a b1gb rate 

or profits could 11eaa a gre.ater ava1lab111ty or internal tunds 

fetr fUture expansion 1t tir•s plougb back a large part ot 

tbeir post-tu protlts. fbls in turn would not only sean 

eoaparat1.,e1y a lesser reliance on external aources of ttrumce 

but in tbe long run 1t would also aen tbat firtls haft con 

to own a large part of tbe1r total assets th.roogb internally 

generated tWJds vi t.hin the local eoonoq and not tr011 rresb 

nov oE eapital rro~~ abroad or troc tore1ga trade operations. 

f.'urtbenore, bigb prot1ts on tbe part of aff'111atea or TBCs , : 

ol'erattag abroad •• 1•ply a greate~ asount or rellittances on 

aeeount of div14ends/pt'Ot1 ts (along rd ttl service payuats -

technical lmo111bov tees, royalties, etc.) year atter year ot 

tbeir operations 1n tbe host country. Xbese ree1ttances 

obviously strain tbe fore1gn exchange reserves or tbe host 

country. Tbe validity or these propositions are exuined 1n 

next two chapters. Here ve concentrate exclusively on tbe 
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prot1tab1l1 ty of dr-ag T.ICs. tJ e deal v1 th tvo basic ques t1ons 

1D this regard. First, is the profi tab111 ty ot pharaaceutlcal 

184\lStry higber tb8ll other 1ndt1Strtes1 Secondly, have the 

DPC~ daapeaed the profitability of pbarmaeeutical industry, 

as 1a otten cla1&18d, aspeclally ·by the drug co:.pan1es? Pro­

fi tab111 t y dat a for a rather larger period 1s required 1r ve 

are to es..tae these tvo questions. The only r eliable source 

ot data that could be used tor this purpose 1a the a tudles 

carried out by RBI and publ is bed under their • F1oaneia1 

3tat1st1ca of Joint Stock Co•panies 1n India•. Pr ofitability 

data troa t.b1s source, tor 18 years, l96o.61 - 1917-18 appears 

1a ~fable a.. a ( ln tbe al)pend.ix); 1971-19 1s the latest year tor 

wb1cb tbe data could be batS. 

In order to deal v1tb tha first question ment ioned abolre 

ve co.pare tbe prot1 ~111 t 7 level or pbareaceu.t 1cal indus try 

vi tb tbe prot1 tab111 ty laYels ot All IDd\lstrtes and Chellical 

Industr.r. Tvo gros• profit ratios - «rrSS profits/total 

oap1 tal employed (GP/rc:e ) and grosa prof1 ts/net sales ( ~P/!lS ) 

am! tbree net pro.ti t ratios - net prot1 ts/ne t worth C NP hN), 

net profits/total capital e•ployed (NP/reE) 8ft4 net pr<)f1ts/ 

shan capital (NP/SC) are co~~tntted for this purpose for the 

entire eighteen year p-er10<1 1960..61 - 1917-'19. Tbe t&ble also 

depicts all thes-e prot1t ab111 t J' ratios (but ror a shorter 

period, 197o-1l - 1911-78) ror our tbree groups of drug cos­

pan1es. Tbe trends in t bese prof1tabil1t7 rat ios in tbe case 

of pbanaace~.&tleal industry oYer this 18 year period also sene 
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to answer the second que11t1on regarding the t'alllng profit­

abllity o f the pbar!laceutteal COIIP&nies. ~e Yarious prof'1t­

ab111 ty ratios are 8lttut1na4 ln detail belov. 

As regards the gross prori t ratio to total capital e11ploy. 

ed tbe Med1otnes and ~aceutlcal group sbow a distinctly 

b1gb.er ratio tban tbe All Industries end a1so tbe Cbe,lcal 

Industry's level for the entire 18 7ear period, 196o-61 -

1917-18. Tbu aga1Dst an a.,erage G?/ 'I'Cl: ratlo or 31.a.. per 

cat o.t MedJ.c1nes and Pbantaeeutioala group ror the periocl 

l96o-61 - 1910.71 and 32. S per cent tor tbe per1od 19?Q..11 -

1917-?81 tbe All Itldastries and Cbeeical Industry shov res. 

pect1vely 11.6 per cent, 21.3 per cent. and 22.1 per cent and 

2S.lt per cent ot gross prot1ta on t.otal capital e•ployed. The 

aYerage for tbe entire period 196u-61 • 1971-78 shov that 

Pbar•ace~t1cala groap generated 3S.2 per cent of eros• profits 

oo t otal capital eQ].oyed against only 19.3 per cent by All 

It'lduatries and 23.9 per C@Dt by Cho111ea1 Industry. ~erial 

ma•bera "-7 1D the table <lepiet tbe GP/l'CS rat1o in tbe case 

or our three groups of dru.g co•putes. I t s hould be pointed 

out bere that aar• s sa11ple of pbanaceatical companies coa­

priae ot botb tbe Indiu and the rore1~n corapentea. And our 

27 tore11n drug c:01apanies co'l;>ris1n& these three groups are a 

an1bset or RBI aaple, leaving ~ostly Indian ooapan1&s 1n tbe 

latter. It is 1Dterest1Dg to note tbat our three groups ot 

eOfiP&Dies ahov a co:Dparat tvely higber rate ot return ot GP/ l'C'R 

when eo•pared v1 tb tbe total pban~acauticals gr oup or RBI 
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sa.ple 1n Coluwn 3. This ind1eat es tbat the roretgn drug coo­

paniea are possibly ~enerating h1gber gross ?ror1ts on total 

capt tal employed ( 41.3 per cent on an ave-rage tor 19'70.71 -

1977-?8) than the Indian cospan1es ( 32.S per cent on an aver­

age ror the pertod 1910.11 - 197?-78). I nter-group coaparison 

of our three groups show that. sed1wa sized capaD1ea are 

generating tbe h1gbest p'ercentqe or GP/":C~ (52.? per cent on 

an aYerage for 197o-n - 19?7-78) toUoved by larp ( JS.o 
per cent) and s:11al.l sized COllpanies ( 3?.'+- per cent). 

!be p-osa profits ratio on net sales (OP/NS ) also like 

tb_at ot G?/ TCE sbov tbat tbe Phar11aeeut1oal Indus t!'y is 

ceoeratlng co~ativelr b1gber gross profits on net sales tban 

:All Industries and. tbe Cbnical In4ustry. Thus vhenas the 

pban!,lceut1ca1 co•pan!es generated on an average a M~ proti t 

rate or l?.S per cent duriug tbe period 1~6o-61 - 1910.11, All 

1nd~s tries and Cheeical Industry earned only l.J.l per ceot and 

lS. 3 per cent irosa profl ta 1n their nspect1•e net sales. T'or 

tbe· period 1970-71 - 197?-78, phanaeeat1cal COat1aD1es generat­

ed on an average higher gross profits on t~ir net sales (14.7 

per cent) as compared to the All Indagtryt s l eYel ( 9.9 per 

ceflt) but sl1gbUy l.c.wer when c011pared to tho Cbe•1cal Indll­

stry• s level (1lt..9 per cent). ,Jur three grot1ps put togetber 

sbov on an average a b1gbe.r GP/!IS ratio (16.9 per cent) ~alnst 

the Med1c1n·es and Pbanaaceutic:al level (14.7 per cent). Inter­

group co• paris on ror these groups show t o at med.1wa s 1zed com­

panies earned on an average earned 19.6 per cent or OP/NS 
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qat.nst lS.t. per cent by lar1e s1ae4 co.panies and 13.5' per 

cent by swall sized coepantes. 

Net prot1 ts t o net vortb ratio sbovs that . e41c1nes and 

Pharmaceuticala gro\lp on an averaae earned 16 per cent or net 

prorl ta oa tbe t otal net worth between 1960-61 - 1970..711 

agains t 12. S per cent b7 tbe Cbeetcals Gr oup and 9 per cent 

by all the 1odas tr1es pat together. For the peri~ 1971J-1l • 

1977-78, boveYer, Hed1c1nes an~ Pbarauaceu.tlcals group gener at­

ed on an average llt..7 per cent ot ne t prot1 ta on net worth 

agatnst a 11 tUe b1gher lS. 3 per oent by the Cbecaioals c roup 

but a such lower 1?.2 per ce~t by All ! cdustr1es c~btned. 

aut t he average tor t be entire 1~ year per1od1 1?60..61 - 1917-~, 

works oLtt t o be the bighea t (15'.~t. per cent) for tbe Pbana­

eeutlcals Group tolloved b7 Cbe•1ca1s (13.7 per ce.nt ) and All 

Industries Group (9.S per cent). 7he dat a t or our t hree groups 

put toptber sbov tbat, on an average be tween 197o-n - 1977-7q, 

th1a group earned 16.4 per cent or ne t proti ts on Mt wor th. 

Tbia 1 s b1gbes t when compared vi t.b tbe !IP/ fiW r ati o or all tbe 

t hree groups cited abov~ ( Me4ic1aes & Pban~aceut.teals 1 All 

I ndustr1ea and Che•1cal IndtJs try). I nter rroap coaaper1son 

shows that ttedi·u~ sized cCMtpan1es are gen~rattng highest ne t 

profits on net worth (19.2 per c:ent oo avC~rage tor 197~71 -

1977-78) rollove4 by small (16.1 per cent ) and. l arge sized 

co•panies (l~.S per cent). 

Ne t profits t o t otal capital empl oyed ratio also depicts 
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a consistently bigb ratio tor Medicines and Pbanaeceutical 

Group for throughout the periocl 1960.61 - 1917-?~. l'bus on 

an nerage again!Jt NP/YCR ratio or 1 ... 6 per cent and 12.6 per 

cent for tb1s croup for t.be periods 196o-61 - 1969-11 end 

1910.11. - 1917-189 the Chellieals Oroup earned S.B per cent 

and 10.9 per cent as. net prot1 ts on total cap1 tal employed and 

tbe All Industries coeb1ne4 earned 1.1 per ceat and 1.3 per 

cent respectively. Tbe a•erage tor the eot1re 18 years works 

out to be 13.7 per cant for Medic1nee and Pbarr~aceut1eels 

group, 8.1 ·per cent tor Cbe-•1eals and 1.2 ;Ntr cent tor All 

In4ustr1n. t) tar tbree groups put. together shov that on an 

average 1a..1 per cent ot aet profits on total capital e!IJJ)loyed 

tor tbe period .1970.11 - 191?-18, wts1eb 1s b1gbest when COli­

pared to all tbe tbree p-oupa ~pared abowe. Inter-croup 

caparison sbova that a41u sized eot~panies ranked tint 

generating oa aYerage 11.2 per cent ot IP/TCI during tbe 

per1o4 l<J?o-n - 191?-18 against liJ •. 3 per cent by the larse 

croup aDd 12.3 per ceo t. b7 the sataller group. 

Finally we co. to the net prot1 ts to tot al s b.at-e cap1 tal 

ratio dep1et1D& Det earoiflp per bundred rupees s-bare eap1 t al. 

This rat.lo also bean s1•1lar features or earlier profl t 

ratios. I'bus for the period 1960.61 - 1969-10 tb1s ratio tor 

tbe Medicines and Phartaaeellt1cal ·Group works out to be on an 

average 29.6 per e.eot against u. 7 per cent of Cheeicals (;r oup 

.and 1S.8 per cent for All Industries group. However, f or the 
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second baU or tbe period t.e. 19?0...11 to 19?7-'18 this ratio 

is sl1ghtly lover, 30.1 J)er cent for tbe lfed1c1Des and. Pbana­

eeuttcals gr-oup lt'beD C011pare4 with tbe Che•1c&l.s croup, 30.S 

per cent, but 11uch b1gber tban the All I nd\l.Str1ea grot~p, 20.1 

per ceDt. But, for the entire 18 7ear period tb1s ratio works 

out to be eucb h1gber ( 29.8 per cent) tban that tor Cbe•1eals 

(20 per cent) and ill Industries (11.? per cent}. .t•erqa net 

prot1 ts t o share cap1 tal Eor our three sroc.tps cosbined d-..ar1oe 

the period 1970-71 - 19?? ... 78 works .;>Ut to be the blghest, 3S.1 

per cent, Wbeft e011parecl to all tbe three groups cited earlier. 

For the sue period eed1u sized com;>an1es sbov tbe Mgbes t 

( 4-?.a.. per ceat) net ea:rninp on tbe1r net pr~t1ts rolloved by 

tbe large group, 33.1 per cent, and the nal.l group, 30.9 per 

cent,. . 

!be taet that the prot1tab111 t7 of drug coepanies is 

higher cowpared to the prot1tab111ty ot All Incbtstries au4 

Chellical Industry 1s eri4ent ts-011 the statistics 1a tbe pre­

ceding paragraphs. It sboW.d be noted at tbls Juncture that 

the ·prot1 t&b111 ty or dr«~« cor~panies include prof1 ts on bo-tb -

the roraW.at1ons aa4 tho bW.. d.J-ugs. we have elsevbere po1Dt­

e4 ou.t that protitab111ty ou tonu1at1oos 1s considered to be 

higher than those on tbe balk drugs . fbou~b tbis ts a popularly 

bald view, ·no raetual data is aYa1lable 1n tb1s regard. Tbe 

reasons ror noa-availab111ty or data pertaining to separate 

rates of return oa toraulations and bulk drugs are obvtous. 

ID tbe first place it 1s t11!t1cult to assess and allocate tbe 
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exp.eadi t.uros under various beads so as to apportion thea 

accol'd1agly between these two categories or drup • .:., econdly, 

even if this 1s done at sowe stage in the prcdaetton prooesa, 

tbe ·COIIP&nies ror a. nu•ber or reasons voul t1 not taake public 

their rat es of re't·\lrD on bulk drugs and rortaulat 1ons separately. 

In the case ot India we could f'1nd ooly the f ollovtng 4fable 4. 3 

(from Lok Sabba debates involving qaestion ansvers on drug 

1Ddutry) whtcb sbows separately the rates or retorn on bnlk 

drugs and torwul.atlons. Interestingly, the table 1n:!1eatea 

htgber rat,es ot retu.rn on btd.k drugs and not on rorsulat 1ons. 

Thus out or 18 co•panies l.1a ted 1n the table, proti ts on turn­

over are bighor 1D bt.dk d.rqa produ-ct1 on 1n tbe cue or 9 coaa­

r>aoies; 4 coutpantos do not report any act.! vt ty on account ot 

bulk dru~s; 2 ~!>aDios have s1•1lar rates or return on botb 

the categories ot dNga and only 3 eo~~pan1es indicate a. rela­

tively bigber rates of returu on fon.W.at li.>ns as C\'lltpared t o 

t hose on bulk drttgs. 1'be data in the table thus contradicts 

popular notion on a relatively higher protttabllity on tonnala­

tions. However, a note or eaut1~ 1s required bere. Tbe above 

table meut.1res protlt rates in relation to sales t urnover vh1cb 

is not a very proper way to ~Huure proti tab111 t y for sana­

f actur1ng tins. Prot! tab111 ty in eanutacturtng finDs can be 

eeasa,re4 in relation to cap1 tal as.aets ot eap1 tal tunds. Tbe 

vay in vbteb ~rort t s are easured vtll be eruc1ally important 

so far relat1'M proft tab111 ty between bulk drugs and tor11ulat1ons 

is coucaroed. Sales turnover to eapi tal e:aployed ratio 1s about 
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l'•ble ~.l: ?rori t Rates on Turnover or Bulk Dr llp,s and 
'Poreul.attons 

-- ~ - ~ ~ - ~ ~ -- ~ ~ ~ ~ ~ -- - ~ ~ ~ --- ~ ~ - ---
Br. Nan ot tbe eo•pany Percent&,. or prot1ta 
lo. on turnover 

1. Aaglo Yrencb Drug Co. Ltd. 

2. Bayer India Ltd. 

3. BonoQiba tlellcon a eo.Lt4. 
... C1ba ( I ) Ltd. 

s. EtbDoJ' L W. 

6. Oeottre7 Maamers A Co.L tel. 

?. GeNaD Re-.Uea Ltd. 

s. OlazQ L~rator1es Ltd. 

9. Illf11a S-eberiGg Lt4. 

10. Marolt Sharp & !>boH or India L t d. 

u. Nicholas (I) Ltd. 

12. Rallis (I) Ltd. 

13. Roobe Products Ltd. 

14. Roussel PharwaceGt1cala (I) Ltd.. 

15'. Sando-z Iftd1a Lt4. 

16. Suhrid{ Geigy Ltd. 

17. tnn-oca (P > t.t4. 

16. w a:raer Bi:ldus tan L t.cl. 

~~--------~~-~----Bulk drugs 
and ror­
mulat1ons 

11.70 

12.,1 

5'.3 .. 

10.71 

-
llt-.17 

Los• 

10.36 

14.01 

11.00 

-
-

16.6 .. 

13. '52 

8.91 

1, .07 

9.So 

-

Fonula­
t lons 
only 

11.?0 

8.3() 

S.6S 
7.60 

12.10 

10.7'5 

11.08 

S.41 

12.60 

~. oo 

13. 60 

... so 
13.39 

A.$2 

9. 05' 

7.43 

9. 00 

~t..6o 

Joau-ce : Lok Sabba Debates, ~ifarcb 191't-. 
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2.6:1 1n tonulatlons production while tbe saee rate ts harcSly 

1:1 1n bulk drugs proauctioD.8 Oairor• prot1t rates weasured 
.,; 

~a terse ot capital eQloyed will denote a relatively ssall 

profit rat e raeaaured 1D teres ot sales tum.oYer ror ront1la­

t1ons as a res tilt ot Ute d11"terences in tarnovor to eap1 tal 

e•plo78(1 ratio. Hence the seeldngly btgber prot1 tab111 ty tn 

productloD ot bulk dnagw may not be representing a true state 

of' attain. 9 

BeYert1Dg to the issue ot bigh Pl"Ot1 tab111 ty of drug 

c011pan1es in I nd1a 1 t a.boal.d be p()lated Ollt that this bigb 

profl tab111 ty or drag co•parnes operat1Dc in India ts aot a 

ease 1n 1solatton. Tbe 1nternat1a.nal pnar.aaceutteal tnaustry 

bu el.vays been rmted as one or tbe eost Pl"'f1 table 1rdus tries 

in the world. In the n.s.A. (the llo• of largest nw.ber ot 

dNI niCs) tor instance, tbe net rate or return on at1arebolders 

1rrnstcent bas averaged 18 per cent sl.Dce 1960 C()tapared v1 tb 

all llaDufacturing averqe ot , 11 per ceut. The atter tax rate 

ot return oD sales baa uerage4 aroand 9 per cent tor tbe drtt& 

1n4a$try, arad usually less tban 6 per coDt for all other eanu. 

tac~unns 1Ddu tl'tes •10 At co.-pey level the retums on 

8 JII1Diatry or Petroleua 4 Cbelllcala t OOI t Report ot the 
C08eitt .. em t>ruga 4 Pbarsaceut1cal Industry, 19?S, p. 191. 

9 For 1Dst.anee 10 per cent prof'! ts on capt tal employed 
would be equivalent to ).8S per c:eot pror1 ts on sales t urn­
ewer (10 ~ 260 z 100) in tbe ease ot ror.ulationa, but 1 t 
would be a stratgbt 10 per eent. ln the c ase of bulk dnp. 

10 Unlte4 Nations, Trensnat1onal Corporations and tbe 
Pbanaoeut1cal IDdustry, 1919, P• sa.. 
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lnestaent or so:ae ot the fll'lls a~e stoply reaarkable. ?bus , 

tor ax.aaple, 1n various years net ntea ot return on investment 

or 30 to 39 per ceut bave beeo reported tor cOStpanles, such aa 

Allert can Hoata Proiuets, B-rts tol MJers, Miles Laboratories, 

florwiob, Scberlr.ag aDd Searle. cuter Wallace, Roher llft4 S•lth­

ld1De bave all attal.ned profit levels or lto to 47 per cent. 

Atter tax retun ot S2 per cent to S3 per ceot b&'fe been re­

corded tor Sptex, :»Jari.on Laborator1es and A. B. Robins. ~en 

dortnc tbe snere depression years ot 1930 to 193S Upjohn bad 

after tu rate of retum or onr 30 l)Gr eant 1ndlcattng that 

hlgb p-rotit pertor11ance ot pbanaeeut1eal co•·pani,ea is not a 

oev pbenoraenon. 11 

It Deeds to be pointed out to c.onneot1on vt t h the pro­

ntab111ty or drug rHCs tbat tbe eusteDC6 ot t ransfer pricing 

(See Cbapter VI) reduces tbe rel1ab111ty or these deolancl 

prot1 ts. Transfer pJ"lees an II&Dlpulat.ed by 1Dtemat1onal drug 

cospaoies to abow lov profits in couatr1es vlth relatively 

nicb tax rates aD4 vitb restrictions on profit realsslons. The 

best. Jmowa ease 1D this ng.ard is tbat or Hocbe. 'Roelle bas 

alvqs declared low prot1 ts - belov ') per cent io capt tat 

eeplo,ed9 1n tbe u .K. ( a bip tu coua t.ry coepared to Sv1 tser­

laad - where the co•P&rlT is dota1cUe4.l e Yet tbe •onopollaa 

eollll1sa1on round that 1 ts real prof1 t.ab111 t7 vas over 70 per 

cent on cap1 tal ••plo:red f':)r t.be period 1966-72, and that 

11 Ibid., p. ~. 
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declared profits c~>•pr1se4 only 12 per cent ot total prot1ts.12 

1 t vas discovered tbat tbe prices charged for 111ports or 
cb1ol'41azepox1<le and 41uepu in the u.r. vere 4ooo.J.tsoo per 

cent higher tban alteroative vorld sarket prices (wicb al­

nady 1nclwied ~ allowance tor prof1ts).1 3 These instances 

clearly indicate that drug 'I'ICs ~ake enormous hidden profits. 

tbe..-eby renclertag tbe declared pror1t t1guru in part1culu 

and balance sheets 1n general lase raet~Dlngtul. 

As aent1one4 e.arl1er, the gerJeaia ot high profits accru­

lllg t o phanaceuUcal t1nn lies 1n tbe typical structure 

cbaracterls1DI t.be pbaNaceaat1eal •arketaJbigb eoncentrat1oD 

ot sellers, stitt burien to entry and peculiar conditions 

ot de•and vhich provide pb&r11aoeatleal tins v1tb s ubs tantial 

"•arket ~. ffotvitbstandlng this esplanat1on, sa.ae authors 

attr1bllte tbe bisb prortta ot the pbanaceu.t1cal 112dust ry 

sl•P17 t.o accoutlng •chaD1s•. '!bey point out that the 

s taodard accotmt lag practlee ot expeos1ns MD outlays against 

current 1Dcorae rather than oap1tal1s 1ag tb1s itn as an in­

Yeat.cteat expected to beDet1t r utu,re periods atrects tbe ?PO! it 

rates. The curNl'lt b1gb rate ot return on invested capital in 

tbe pbanace.atlcal indu!tt%7 is tbe st.1ccessful inYeataeots 1n 

MD 1n tbe late 19S>l• e and early 1960's, '1nvestu.ents• that 

12 S81lJ&T La1.1 9 MaJor Issua 1n ?raBSfer ot 7ecbnology to 
DeYelopiftg Count ries 1 A Cue Stady ot the Pharmaceutical 
Industry, UNCTAD , 191St P• 28. 

13 Ib1d. 
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are not 1nclw.ted 1n tbe books ot tbe OOIIpat1T stnce they vera 

prisarl17 expuse4.
14 

It 1s • bovner, poiDtecl oat that it 

tbe MD upendt ture were capt taltaed ratber t ban espeased, 

tbe net profit rate tor dr'tap would appear larger, equal ~ 

or ssall er tn any partic~ta.r year. By allowing tho FAn ex. 

pendl ture to be expensed the Oovei'Ment in t act gnn ts t.he 

t1n an 1nd1nct t1scal st.a'b!l1d7 ln the sue year that tbe ez­

pea41 ture is ·~•· Wbea such expen41" tare are oapl talised the 

benefits 81'8 spread over tbe ye-ars 1n vbl.cb t'"nay are 4epre. 

c1ated.1S' 

ADotber explanation, rather jut1tlcat1on pven by tbe 

1a4astr,r ror 1ta b1gh prot1tab111t y rerera to blab ria~ and 

1001 pst.ation period or research aot1 develo})Mnt . But bere 

also tbe cr1t 1os arpe that it the cla1• ot exceptional risk 

as the reasu tor acept1onal prot1tab111ty were Yalid, the 

&na1J'S18 ot data shollld show (a) that risk and UDcerta1Dty b7 

tneoelYea exercised a slp1t1cant tnnuence on the profit ot 

<lru& co•paDJ.e.s; (b) that eai'Diags nuctute4 considerably 

round t.be trend and relatin to less risky industries; (c) 

tbat other sourees ot aarket power wen absent, ao tbat t be 

lnel or prortta ODly tteasuretJ tbe co•pet1t1ve ·return 012 cap1 tal 

plus a •ta1r-' prell1t111 tor risk; an4 (d) that rtr• which were 

1a.. ScbwarU.811t· Da-.14, Innovation l o tbe Pbanaeeuttcal 
IDdustr,., Baltt•ore, Maryland, Tbe J'ohns Bopktns Uni. Presa, 
1916. 

lS. ~.N., 1919, op.e1t., p. S1. 
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nlat1Yely less iDno•attve bad lover rat .. of retuma. Bat 

the n14ence that- enst does not support e:tJ'y ot these propos1-

t1ou. 1!eono8etric aDal)'si• or tbe 4eter!linants or 1)1'of"1 t 1n 

the u.s.doea uot show tbat rtsk 1s a s1p1!1cant Yariable . A 

clata1le4 1nes t1sat1on eoaducted by tbe u.s. govemant shova, 

on the ccmtrUT, tbat •the bigb profit experience ot the dru1 

iDd.us try ls related <mly 111D1•ally to risk and uncertainty 1n 

a casual vay... (It is) 110re closely aaaoetated vttb hlp 

barriers to eatry ot D8V co•pet1tiOD•l6 

I a abort. then ton, •vbile tbere is soa Jus t1f1cat1cm 

in 8riUftD t that dn&a tins conduct ru~ reaearch tor vblch 

tbe7 should be coapensa~ tbere 1a ao reasoa to bell••• that 

the •arket actually twactl.cms so as to allocate a reasonable 

retum OD the risk aadertakeo. I\ appears, on tbe cOJ'lt P8J7, 

that tbe le.S1Dg 4rtal eat~paiee use the notion ot risk s1mpJ.7 

u a coaYenient excuse to prevent closer inspection an4 control 

ot tbelr real earniacs.•17 
ID the prece41nc parqraph• ve dealt 1ft so•e lengtb v1 tb 

our tire t q\lestloa repr41Dc tbe h1gber p.rof1 tabW t;y ot drus 

tmtutry co•~ed t o otbe_. 1a4utr1es. Hovever. 1ft tbe process 

ot our ratio ualyn•, the aDSver to our seCOJJd qua tiOD 

16 n. c. Parker and w. s. Kelly, Profitability 1n tbe Dru« 
Iacblstry s A Result ot Moaopol7 or a PayuDt tor Risk' 1n 
Federal Tnde Coma1sa1on• s Econo111e Papers, 1966.69, 
Wublftgtoa n.e. u.s. Go~t., p. 165'. Cited in SaDJaya Lall, 
191S, op.o1t.., P• 36. 

11 SanJaya tall, 19?S, op.cit., P• 36. 
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regal'ding tbe talltns profl tabU1 t7 ot 4rua oo•pard.es wo 

eerp4, albet t paru_,.. As ve MDt10Dect earlier, 1 t is 

senerally asserted that owtns to a DWiber ot factors tbe 

prot1 tabUl ty at drag eo~~PU1es baa 4ecUaed in tbe 70s • I t 

ve d1Y1de the 18 ,-ear period, 196o-61 - 1917-78 lftto tvo 

hal~•• - 1960-61 - 1969-10 and 1970..11 • 1911-18 as ve 4ld 

1D tbe preY1ou sect1on, we 4o notice a sl1aht tall in the 

protl tabt.U t7 ot 4ruc COIIpanies 1D tbe seeoad balt ot tbis 18 

year period. l'bu tor the rtrst halt, on an aerqe, GP/TeE 

ratio for tbe pb~uttoal group vorks out to be 'J'I per cent 

qa1na t 33 per ceDt tor tbe ••ccmd balt. Aa reg erda nPIRS 

ratio we aot1ce a decl1De during tb1a sue perlod1 troll 18 

per oeet to lS' Pen' cent, tor D/!N ratto, 16 JM)r cent to lS 
per -ceut ancl tor HP/TC:£ ratlo 15' per cent to 13 per cent. But 

tor our tbree 1roups, ban!nc a sltfbt tall tn GP/RS eD4 JfP/!IS 

ratios, ve 4o DOt notice 8111' uaclue declJne 1n other nttos. 

Bovoer, the onrall picture does 1Dd1cate a sUgbt 4ec11fte 1n 

the PJ'Otl tab111 t7 ot cltu« COQ8ft1ee 1D neeD t years. This 

1D tact should Dot be surprising s1Dce tbe w1 o a111 ot Dm1 

ts to eheck any 1D4iscrlrd.Date rise in drug prlces. Anct it tn 

the process tbe prot1 tab111 t7 ot drug ooapanies hes tall.eo 

aarg1Dal.lT, it eboW.d only be looked upon as a poa1t1'9e 

aspect ot price controls especially vhen, u ve have not 1ce4, 

tbe protl tab11l ty ot drua co•pan1es lo general is b1per com­

pared t.o All Industries and Cl'aeltloal Industr,• s lne1. 



220 

Furtbe~re, 1t ahoW.d also be noted tbat drug eOQIPaniea are 

partly able to offset any peroentage deoliu 1a prof1 tabiU t,. 

by inoreaslng tbo.tr total sales ~olu..u. Tbese sales voluaes 

vbeo calcul.ated for tb1rty tvo pbanaceutical 0011pantes wu 

found to bae risen, at constut (196o-61) prices, 11ore than 

tbr• folds trolls.. 3360 lakbs in 196o.61 to Ra. 13621 lalcbs 

1rl 1911-18 dep1ct1Dc a real annual grovtb rate ot 9.3 per cent.18 

Horecwer, as we hue seen 1D tbe last chapter, industry as a 

Whole clo not abov an7 undue 84Yene irlpact ot tbis t.tarataal 

decline lD prot1tabll1ty .1n the 708, oa tbe rate ot capital 

imestllent and proauot1oo ot dNCa 1D tbe oountr,r. As ve bave 

noted in too last chapter tbe· total capltal 1trtestllent t.n tbe 

industry bas lncreased rroa Ra. S6 crores (at 1961-62 prices) 

1n 1962 to aa. 1.'9t crorea 1n 1910 and rf.lrtber to Ra. 180 

oro~es to 1978 11'.141cat1Dg an aYerap 81Ulual growth rate ot 

11 per cent and S per cent rnpecttvelf• A nlatlYely lower 

grovtb rate of '5 per cent 1n capital tmestnnt in the 10s 

can be attr1&ute4 to seve~al raeton. Dlas tbere vas general 

recesaiOD 1D all tbe 1ndust.r1es 1& tbat. decade and the dNI 

1adut.J7 vas no exception to 1 t. Moreover, as ve bave notlce4 

eualler 1D Cbepter III, tbere alre.S..y eslst larae •ouot o-t 

unut111se4 eapact ty in the case or •aay essent ial eategor1es 

or drugs produced by tbe indus try. It should also be noted 

here that tbe rate or drugs prodtJction 1o tbe 1nt1ustrr l s 

18 Cale:lllate4 rrora RBI. Financial s tat ls t ies ~t ~o1n t 
Stock Coatp&Dies, Various issues. 
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taster than the rate or eapltal 1nvest.aent in it. Sixtb plan 

esti•ates place the total capital 1nYestaent ln the industry 

at aa. '120 crores tros lls. 470 cr01"8s in 19?7-?8. By Cl1d 1980 

trash 1mes trlent of over lls. 100 crore.s had alrea'!y been cle ared 

by tbe governaeat. several large Indian and tore1gn eoopanies 

vera reported t() be planrd.ng large sealo inves tUDt to s tep up 

their producttoa.19 AD exaa1nat1on ot total dru«S production 

data in tbe last chapter bu shown that the s•e increased 

troll ns. 100 crore• at 1961-62 prices in 1962 to P.a. 210 crores 

1n 1910 end tuJ-ther to Ra. ~56 crores in 1978 indicating an 

av(9rqe annaal srovtb rate or 14 pet- cent and 21 per cent res­

pectively. !be total drug productioD 1!'J est111at ed to 110r• than 

double to aroud lla. 1900 crores b7 tbe end ot 198'-93. In 

Y1n or all these developants the adverse econo.tc conse­

quences ot DPCO as uv1sqed by various 1n4ustr1al circles. are 

untonded. 

IV. Dru« PnHI and Modua ooerfP41 il rui ..:_!_cC(eoatrOli 

Our 41seasa1on thus far h1gbl1ghts tbe tact that barr­

iDg certatn aDo8al1es tbe DPCO 1D In4ia bue worked vell and 

bawe not caused any adverse 1•pact on tbe growth ot tbe indu­

stry. At tbe saae Uate a eo•par1son between tbe drug prices 

and tbe general prlee leYel OYer lu t two decades shows tbat 

19 SOH ot tbe proflinent drq tints planning rreab 1nYest-
raeut are : Gluo, Pfizer, fl'J&t.bt Abbot, Roche an4 ADs lo French , 
Econ0111c f1118S, 2.$'.1980. 
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the toner bave risen l ess rap1dl7 tban the latter. Table 4. a. 

(also F·t&Dh J.e..l) Shows the wholesale prioe 1DdeX ot dN p and 

aed1c1nea and for all couodit 1es oyer tbe period 1962-63 to 

19?8-79 (1961-62 • 100). It can be se+m t hat vbereaa tbe 

general price level during tbis penod rose more tbtm tvo tolds , 

the prtce level ror drugs aad wed1e1nes rose by about one told. 

oaly. Whether the Drug Price Control measures bave been 

sGccesaful or not 1a raow not 1a que-stion. 1vo releYant 1s•ues 

that caD be d1 soussed are as roUon : tirs t, t s there any 

pose1b111ty or further re4uo1rag or at leaat stab111st ng t he 

4N! prices vi thout cawr1Dg anr undue ban to t be future grovtb 

ot \be 1114ustry. seeondly, how tar tbe e-Xisting drug prtoe 

control •ecbaD1s• ean be aa4e eore eff1c1ent v1 thlra the ens t-

1Dg rruevork. 

In order to exutne tbe ttrst 1ssue we begin witb the 

••IT cost structure or druc prod11ction. Table t...; (also 'Fi gure 

~.2) gives a breakdow or production expenc:li t ure ot S2 pbaraa­

ceut1eal t1r.s tor the three year period, 191S-76 - 1911-18. 

Tbe table shove that llanutact1U'ing expenses aeeo;mt tor 61 per 

ccmt of total expenges in vhiob the share or raw mat enal.s 1s 

1+8 -per cent tbe balance betng accounted ror by stores and spares 

( 10 per cent.) •a1Dly packing •ater1als, pover and tuel, royalt y 

end other manutactur1Dg expenses. '!be second ht shest share in 

total expeDses is acco\lftted for by vages • 19 per oent. The 

table does DOt give any det ailed breakdown Of s ales pro\10t1on 

expenses. But as ad•ltted by AI MO ( See Footnote lfo.S or tbis 
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Ttble .... ~: Wbol.esale Price lade& ot Drugs and ~ed1e1Des 
v1s-a-~s All Comaod1t1ea (196o.6l • 100) : 
1961-62 - 1918-?9 

Year Dnp and Med1c1Jles All eouodit les 

1961-62 102,0 103.0 

1962-63 102,1 103,8 

1963-6't 10),1 U0,2 

1964-6S 103,6 122.3 

196~-66 105,2 131.6 

1966-67 U2,4 llt-9.9 

1967-68 121.6 161.3 

1968-69 123.6 16~ .... 

1969-10 129.8 111.6 

1970.11 J.\.2,6 181.1 

1911-72 llt-S.2 191.2 

191'-13 141,1 211,2 

19~3-'.f't. 14~.3 2,.3,0 

19~7S 160 ... 316.1 

1915-76 117.9 313.3 

1916-77 190.9 319.8 

1911-18 1~ ... 336.~ 

1978-79 193.9 336.3 

- - ~ -- ~ - - ~ ~ - -~ ~ ~ ~ ~ - - - ~ - - -~ - - - ~ - -
a) M1n1atr.r ot Petroleu. Che•1eals and Fert111sers, 

IDdian :Grugs Statistics, 1979-80, 
b) H. L. Cbaadbok, ~esale Price s tat.1s t1cs 1n 

Indi&.t Yols. I A II, 1978. 
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chapter) Sal&$t promotion etpen!l!es account ror 13 per eent of 

total sales or drug flr•s. It th1 ~ be the case then eot.Dpar-

1ng it with other expeusea 1n Table 4.S, sales pr0110t1on 

expenses tend to account for the third b1gbes t 1 tee or e.z­

pend1 ture 1n tbe cost atraoture or drucs. 

Bet~re ve proceed further 1 t vUl be worthwhile to 

first briefly conet'lt on the dna.g price fixation flethod adopt­

ed by tbe government. Tbe aetbod current ly being followed for 

drug prlcing is what is mown as a cos t plus pricins ee thod. 

Under this method ell costs or production are oovared and 

a sark-uJ) - • plus" is peraitted as a dellberate means to net 

the aelliDg ezpenses 8ftd to gin the enterprise a certain 

dOtmt ot proti t.. The .,st. DGtable feattare o.£ this pr1c1ftg 

tecbn1que is . that all costs 1neuned by a tin are eertaiD 

t() be recoftred and w1 th a surplus. Cost plus prtc1nr technique 

1s an ideal Hthod ot ~Plee flung 1n the early st~es in the 

lite ot an enterpnse when tull seasure of cost eft1c1eney bas 

not yet been achieved. But 1n the long ruo 11'" tbe enterprise 

has not been able to ieprove ita etfic1eney, the •eost.plus ' 

vU.l only tend to shield 1t:a 1Detf1c1ency. Secoadly, this 

pricing t..ecbnique a1•ply sakes every line or production prof1 t­

able. ADd s1nee there ls no line vbioh is not profitabl~, tbe 

enterprise ceases to exercise 1.n1 t1at 1 ves in opt1111s1ng 1 ts 

product 111&. It is quite posa1 ble in an enterprise tbat soare 

outputs are relatively expens1Ye or the technical ability or 

the enterprise is low in producing t hem. It could tbas be 



Tab). a -..,,, Braal&dovn ot Production B&pe.nd1 tura ot S2 Pbanaaoe.atioal. Flnts a 
1975'-16 - 1977-78 

(Rs. 1n laca) · 
• • • e • • w • • • • w • • • • • • • • • • • • • • • 4 • • • • • • • • • • • w r • • • • • 

sr. Particulars 191~·16 1976-77 197?-18 

No. ----------------- ----·---------- -----------------Tot al Peroen- Total Perean- Total Percen-
tqe or tqa .. .or taga ot 
total total total 
expenses eapenaea aapenaea 

- -.-------------------------------------------
1. Value ot pro4uet1on 

2. Menutacturins 
expenses 

or wig 

Raw •ateriala • 
oo.,onentsl etc. 
(Ot wbtob •ported) 

s tores aad aparea 
(Ot vb1ch t•ported) 

Pover 4 tal 

Roralt7 

o tbar wcuataetur1D1 
expenses 

3. ~e•uneratlon to 
••ployees 

Qt !lblc)! 

Shan of hl&b 
ealaried olua• 

a.. Repairs to building 
and •achlnery 

s. Ba4 debts 

6. Sellins expenaea 

1. Other expanaea 

or wb1ola 

Rent 

nates 6 taus 

Ad~ertlse•eftt 

MD 

s. Depreciation 
proYislon 

9. o th• r pr ovisions 
( Otber than tu c.\ 
depreciation) 

10. 'I'o tal expens es 

- 39,428 - -
60. 80 21,098 61. 02 22,8?1 

- -- - ---- - - - -- -- - - - - --- - - - - - - - - -

14 668 t.7.32 16 30~ 4?.16 .. 7."1'1 111920 
(1329> (lt.29) (1,11) (4.67) (2 )8) (5'.?0) 

3ll18 1o.2S 3lil5 10.22 3l'J6'1 9.5'1 
11) <•••·> (1•1•> 29) <•••·> 
"116 2.31 927 2.68 1,ol.2 2.78 

1? o.2s 98 0.28 101 o.29 

2(11 0.67 233 o.61 a~ o.63 

'5,942 19.11 6.462 18.69 7,082 1A.88 

- -- -- -- - - - - - . - - --- . - - - - - - -- - ---

Sllt 1.66 6llt 1.n 2.2s 

39t 1.1 .. ....1 l.,s t.S"' 1.22 

-- - - - - ----- -- - - - - - - -- - - - - - - - -- -
30 20 .. ,. 31 

- -- - -- - -- - --- -- - - ---- - - --- - --- -
631 69t. 

- ~ - ---- - ~ - ~ - - - ~ ~ ~ ~ - - - -~ - ~ -- -- - -
r;,o1a.. 

- - ~ - - --~ ~ - -~ - ~ - - ~ - - - - - - ---- ~ ~ - -
26».. o.as 296 o.86 294 0•18 

83 0.21 138 o.t.o 146 0. 39 

6q6 2. , 1 806 2.33 A4o 2.24 

10? o.lS 136 0.39 1$6 o.42 

690 2.23 749 2.1? 824 2.20 

- -~ -- -~ - - ~ - ~ ~ --~ -- -- ~ - -- ~ - - - - - -
U9 134 0. 39 6"1 

- ~ - - ~ -- - -- ~ ~ ~ --- - -~ - - -~ --~ - ~ -~ ~ 

- - 37,Sll -
~ ~ - ~ - -~ -----~ - - ~ - ~ ~ ~ -- -~ ---~ - ---- ~ -~ ----- -- ~ -
• E•ployees 4r swins Rs. 36,000/- p. a. or aore. 

§ourct : RBI Blllletin May 1980 "Finance• or Medl u• and Large Public Li lli ted Cospan1ea t 
1971-7&- , P?· 298-lt.lo. 
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FIG- 4 · 2: Percerrtage breakdown of production expenditure of 
52 phamaceutical firms: 1977-1978. 
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right for 1 t to l eave 1ts output t.o others or to redirect 

4eaand into more economical outputs. It •ay even be worth. 

vbUe for the co.\lntry to 1•port such 1teh. 3ut tt tbe •cost-
-

·ptu• prlc1ng is foll.cn~ed then none or these eeon0111ca1 aa-

sures 1a likely to eaerge. Tb1~ seems to be tbe case vi tb 

Indian tins 1ft tbe small. scale sector prodt~cing bulk drugs. 

The cost ot productian ot these drugs is co•parat1Yely higher 

1D sany cases wben cOJDpared vttb the prices or uported bulk 

clrup. Bot tne latter are be1Dg c:cmt 1nued to be priced t o 

eatcb the foner. '~gJe v111 revert t o thls 1ssue 1n a wbile. 

As ve have HDt1one4 e-arlier• raw •ater1als aceoat tor 

48 per cent or total 8ltl)&nses 1neana4 in the production ot 

drugs or tor t.2 l)er Ofmt it we co•pute tbe t1JJQres Qatnst 

tot al production. Drq Industry 1D Io41a consuud rav aaterials 

vortb Rs. 3'/8 arorea (42 per cent x Hs. 900 erores ot total 

prodt1Ct1on or ·drugs) 1D 19?7-?8. Ot.at or tbts , 80 per cent 

(Rs. 303 erores) worth ot raw tlater1als were indigenously 

produced ad the bal.anee, 20 per cent (rt a. ?'S crores) was 

lllported. 20 In so tar as the .Bureau ot Industrial Cost and 

Pr1eing•s (MCP) examination of cost-cwa-tecbDieal data ot 

local protluoera of bulk 4rugs tor t11lrt.g 1 ts prices is coo­

cerr.ae4, tbe ettorts bave been •PlJ' rewarding. This ean be 

seem tros data tn Table »+.6. Tbe table shows the pos1 tion ot 

)It balk dr\lgs tbe prices tor wh1cb were declared by 

20 AaaWI1D& all tbe i mports in that 7ear were raw 
materials. 



table '+.§a Prioe ot Bulk Dru1s Declared b1 Manufacturer• and Approved b7 DICP 

- - - - - -- -- -- ~ - -~ - ~ - ~ ---- ·- --- - - - - - - - - - --- -- - - - -sr. laae ot the bulk drq Un1t Co•pany 

~· 2 3 ~ 
Deolar- Fixed 
e4 

'J 6 

Peroantap 
re4uot1on 

"' ~ - ~ - - - -~ - - - ~ - -- ~ ~ ~ ~ -~ - ~ ~ - - ~ - - - - ~ - - ~ - - ---- - - - -
1. P'ruse•14e 
2. Sulpbuetbosuole 
3. Trln tho prim 
t.. A4sorbed d1pbtber1a 

an4 tetanus vaoolne 
S. Cblorphen1r.-ine 

Maleate 
6. Pbentr.-lne ~aleate 
1. rrtoholine o1trate 

solution 
a. (1) 8od1Qa citrate 

IP, (2) Potaaa1u. 
oitrate an4 (3) 
Sod1u. ao1d citrate 

9. ozypbantutuene 
10. fty4rooort1aone IP 
11. Htdrocortiaone 

Acetate IP 
12. H;r4rozy pro1esteroae 

oaproate USP 

13. festorone propionate 
IP 

14. 'f!th1sterone IP 
15'. Pbenaoet1n 
16. Clot1brate 
11. Amp1o1111n aubydroua 
18. Maprobuate IP 

19. Estradiol benzoate 
20. Aftt!pyrtr.te 
21. Oxypbenbut uone ftP 

22. Sulpbaphenaaole 

2 3. Di-phenyl-hydantoin 
sodlue 

2t... Calc1WI aennuo14 
10~ pure 

2S. Terpin by4rate IP 
26. Clot1brate BP 
21. Kenod1one IP 
28. MoDa41one Sod1\UI 

BtaUlpbate 
?9. D1pben~dr .. 1ne· Hel DP 
30. Pbentontln acl nP 
31. Metronidaaole bensoate 
32. Metronidazole 
33. D1-1odobydro-rqu1no11ne 
34. Iodo-ehlorohydrooy. 

quinoline 

o •• 
Kg. 
1{_,. 
Ka. r,. 

ttc. 
Kg. 
Kg. 
X g. 

Ka. 
Ka. 

noecbat 
Roobe Prodt1.ote 

Durrousns Welle~• 
Gluo 

Searle I. Ltcl. 

Searle I • L t4. 
Franco Indlan 
Pbanacat.at1cals 
B \lObeD L aba 

Syr~tboohe• 

Pbine Kesillala 
Phine te•ikall 

Pbine ltemlkals 

Pbine Ke•tkala 
Allar Obemloala 

Ranbu,r 

HAL 
Pbar•uylltb 
Cbe•1call 
Pb1ne Ka•lkale 
Muche• Plastics Ltd. 
Oaurt n ne 
Cbe•ieala 
IDPL 
Syntboobee 

Alemb1o 

Bbavana Cbe•1 cala 

Pbarma t ndtana tabs. 
Pbana Indiana Labs. 

Pbarma Indiana Labs. . . . 

Vu1ral.l1 Pvt. Ltcl. 
Vas1rall1 Pvt. Ltd. 
Un1cbem Labs. 
Unllo14a Ltd.. 
Albert DaY1<1 

Albert David 

2,913 
1,130 
'J,9SO 

?00 

1,3SO 

900 

100 

2,~00 

19 
19 

10 

10 

22 
111 
t.so 

2,713 
350 

llS 
160 

1,200 

271 
382 

2,~00 

so 
?9~ 

1,12' 
1,5'7S 

300 
a.oo 
9lt.8 
60.l 

1~3 

172 

l,?ltl 
Sl? 

2,S8? 
a.oo 

1,133 

16 

1,002 

15' 
16 

'1 

6 

.. 
6S 

400 

1,912 
15'1 

30 
100 

1,002 

lat. 
261 

1,73'1 

40.23 
,....21 
5'6.~2 

4-2.86 

1n.11 
~e.oo 

~9.92 

fl. OS 
1S.79 

30.00 

a.o.oo 

81.82 
lt.l.ltlt 
11.11 
28.05' 
~S.llt. 

73.91 
3?. 5'0 
16.00 

27.63 

36.00 
49.04 
60.11 
72.10 

16.33 
2~t-.2S 

36.11 
23.33 
20.92 
22.09 

- ~ ~ -~ ~ ~ - -- -~ - -~ - - ~ - - - -~ ~ - ~ -- - - --- - - -- ~ ~ -~ - - - ~ 

Source: 

BICP r1xes the price on the buts ot following ort terias (a) cost ou~ technical 
ex .. inatlon ot data turnlehed to it by t~e eo~pany, (b) on par vlth the prices 
ct otber companies including public sector units produoin s1•1lar drUS! • 

Derived troa Lok Sabha Oebates, Ausus t 1978. 
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aanutacturers and flxe<l by the B!CP. It can be sean that 

price reduction flede posat ble bf' BICP• s exall1.nat1cm ot cost 

structure of tbese drugs raagea anywhere troa 10 per cent 

( Searle• s Pben1r•1De Maleate) to 80 per cent. ( Ph1De K1m1kala 

'Ethisterone IP). The average percentage reduction tor all the 
1. (JOA!C.~ 

3-. drup eo•as out to be t.o per cent. The basic tact this 

table b1gbl1gbts ls that tbe cost structure or bulk drugs 

production 1n the country requires a careful and continttous 

attent1oa it the prices ot end proclucts are to be controlled. 

Besides BICP•s bendllD« of costs ot 1nd1~enously pro. 

duced bulk drop 1 t vould also be trd1 tful 1t attention ls 

paid to tbe costs ot 1•porte4 bulk drup an4 1nt.eraed1ate•. 

At present S'OO 1s canal1s1ng arol.&Dd 60 per cent ot total 1•­

ports ot dNp. The balance Ito per cent 1s directly 1llport ed 

by priwate tlras, especially foreign t1r.s. Ae reRards the 

cost ot dru1s 1•ported by sre are concaroe4, they tend t o be 

greatly eDhance4 ov1ng to baavy cust011s duty, the handling and 

postal expenses and s-rc• s ovn cbargn and a • argJ.n of prot1 ts. 

And tben the prices 'lf these drugs ha.,e to be ~at.cbact w1 tb a 

relat1Yely bigber ~rices of indigenously produced bulk druRS. 

Table 4.? show as to nov all these rectors altl11at.ely escalate 

t.be pooled prices ot bt.&l.k drags vbicb the local users pay. Tbe 

table sbov1 the c.1.~. prices and the pooled prices ot nine bulk 

drugs fixed by STC tn 1974-7$. The difference between tbe two 

sets ot prices, as can be seen, is 1n •oat cases sore than 100 

per cent. If' a large portion ot bulk drugs dis tl-1 butec! by S""C 
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Tabla a.,,z: CIF Priees and Pooled Pr1ces or BallJc Drugs Fixed 
by STC in l97&t-1S 

-------- ...................... ._ ......... __ ~ .. ---
Sr. BaH of the druc CIP Pooled Percentage 
Bo. prtce price 41tference 

between 3 
an44 

1 2 3 .. s 
l, ADalgiD 

2. Allydopyrtae 

3. Pol1c acld 

4, SW.phastmid1ae 

;. Pbeaobarbitoae 

6, V1tu1n ~ 

1. s treptO!IyciD 
sulpbate 

8, V1 talllD B2 

9. ChlorapbeDieol 
povder 

S6.oo 
S9.3l 
~R5'.oo 

80,00 

11+0,6{) 

280,00 

lt8o.oo 

175.02 

132.lt3 

1,t;21,02 

11,,61 

276,U 

~92.48 

343.00 

9~.68 

&+6,00 

212.St. 

123.21 

161.03 

"·n 
96.38 

111.60 

31.06 

10'1.93 

..... ., ...................... __ ._ ______ ._. ......... .. 

1s aoing into the produet1on ot formulat1oos in categories 

I and II or .OPCG 1979 then the7 are certain to innate tbe 

t,otal eoats, an4 lover mark-ups allowed on these categories 

ot dn1p v1U be or 11 ttle uae in eon trolling tbe pr1.ces or 

ultieate end products. There is also so11e eY14enee to s hov 

that s·rc• a ow profit aaaraJn on drugs vbieb 1t c anal1ses to 
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local users is • • IT high. rule &..8 sbow the pre end post 

HY1.a1on priees or 17 bulk drugs t1zed by s:-c 1n 1976. It can 

be s een tbat upto ~0 per cent reduction in the pr1cea or •os t 

ot the bulk drugs vas ea:le possible atter Bl CP recORended 1 ta 

redaction to s rc. AD i•portant point which o\lght to be h1gb­

llghted bere 1s concem1ng tbe taatcb1ng ot prices ot i mpor ted 

raw materials v1 tb tbe prtees ot indigenously produced rav 

•ate1'1als. If' a large nuaber ot lover prices ot import ed rav 

aat.er1als$are being raised to aatcb the b1gher prlces ot 
) 

1nd1genousl7 produced rav materials oving to their b1gber oost 

ot produetton then 1 t is 1eperat1ve to ident ity tbe causes 

responsible tor this bieber eost of production and to adopt 

seasares to 1•prove the cost etf1eieney of local producers or 
these bulk 4rogs. Stich a step 1s essent.lal keeping in v1ev 

the higher ( lt2 per cent) sbare or raw •ater1al.s in tbe produc­

t1Gn cos t ot druss. 

As regards tbe 40 par cent of i:aported ru rJater1als 

t ald.Dg place through private sources there is ev14ence to sbov 

that. the foreign coJipanies indulge in tran3fer pricing prac­

tices. ( See Chapter VI). 'fb1s in fact i s a universal pbeno­

t~e:raoD or mcs• operations in host countnea . A vay out t o 

cbeck tbe prnctlees or transfer pricing ot roreigtl drug com­

'anles operating 1n India vould be t o entrust to BCP or to any 

such org&D1s at1on the tuk ot comparing tbe invoice prices or 

drugs imported by these f'1rms vi th the s t8l'ldard international 
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Table 4.!: Prices ot Bulk Drt.a-gs Reduced by S7C 1n 1976 

... ., ....... ~------~----~ ................ .,,., .... _____ 
Baa ot the dntc Pre-revs.- Post revt- Percent 

s1on pr1ee s1on price decline 
Rs./x1• Rs. llr. __ ......... .., ........ ._, .................. -.~ .. -.... ~.,---

1. A~plc1111ft Anhydrous 2,030 l,S4<> 

2. Aap1c1ll1D sodla 1,670 1,300 

3. A•p1c1U1D trtbJdrate 1,42S 1,10~ 

"-· Cbloh8pbenlcol 
pal.tm1tate 670 ,.2, 

S. Chl.o!'Mpban1col. povdeJI* 646 ~24 

6. Cblo .... phen1co1 
sod1WI auec1Date 1,060 1lta 

1. Ift40118tbaey1D 1,316 816 

8. Calc-lUll pant ot henate 160 123 

9. Nucot lae 410 2lt .. 

10. Pbaobarb1 ton .. 216 173 

U. Vl taiD s-6 66S SSl 

12. Erytbroaycin stearate l,lt-82 1,300 

13. ADal&iD• 17S lSS 

tt.. Oxytetracycline 9~0 729 

lS. DUoz•ide tuFoa.te 667 t.~o 

16. Tartanc acid 29 21 

17. Tetrac,cline bol. 8SO ,60 

• Pooleclprtce 

sou.rce c Lok Sabba Debates , J'aDUai"T and August 1976 aDd 
JUly 1917. 

24 

2' 

2? 

22 

19 

29 

38 
23 

40 

37 

17 

12 

11 

23 

33 

24 

24 
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It should be noted 1n passing that tbe custos' duty 

currently being charged on 1aported bulk drugs and tormula­

t1ons Yar1es fro• 2; per cent to 120 per cent.22 A reduction 

in tbe same is certain to ~ake a dent on tbe aell1ng pTices . 

Finally sOtte CODJnnta are called tor sales pro•ot1on 

expenses ot drug tlns...--13 per cent sales pro•otion ex~nses 

are ce .. tainly higb. If soae statutory:·u111t is put on these 

expenses tbe reiuct1on in thea 1s certain to increase tbe 

cwerall prot1 tab111 ty allowed. to ling ttras. 

As re ~al"ds tbe question ot malting the eXisting drug 

pr1ce control t~eeban13• more ett1c1ent tbe central body BICP 

ls currently engaged v1 tb tbe enoraoas tuk or GJa1nta1n1ng an 

up.t.o-date record or all tbe relevant intonation regarding 

prodact1on, stocks, costs, sales, prof1tab111 t J', ava1lab111ty 

or raw .. tenels eto. and t he o1 tl•at e task or ftxtng the 

21 We suggest that uoDg other things 1 t should be sade 
obligat.o17 oo the part of tne co•P&Dies to 41scloBe 1n their 
anDual accounts, tbe to:.al qaetua, tbe prices and tbe des­
t1cat1ons or tbe1r trede trauaact1on. 

22 ?be range ot custo•s dt.ttJ on imported drugs is as 
toll ova: 

1) Custou duty on bulk 4ruga varies trot~ zero to 
60 per cent or c.t.r. plus lS per cent ad valoreat on 10 
per cent ot c.t.r. prices. 

U) Custoe~s clutr on drug 1ntened1ates varies troaa 2S 
per cent to ?S per cent on 101 per cent of c.1. t. prices. 

111) Custot~a duty on drug toNUl.at1ons varies from 
sero to 120 per cent on 101 per cent or c.i.r. prices. 



pr1ces ot drugs. In order tbat. tb1s central body operates 

more etf1c1ently 1 t sbould be prCV~1d.ecl v1 th more tac1U ties 

and independence. It sbould1 bovever, be 11entloned in passing 

t.bat a careful scrutiny ot foar categories of rues nolv e4 

by tbe governeent tor the purpose or price t1:u.t1on is per­

teet. But so11e reY1s1ons in the for• or higher aark-ups 

votald ot course be necessary in ch&e course. 

Sqnarx 

AD •~..tnatton or drug prlee control . •easu~ revealed 

that despite eertain anomalies 1n these measlU"es they have 

worked vell to keep the drug ;1l"ices under control v1 thoat 

caWJing any undue bana to tbe prot1tabU1ty an4 t he grovtb ot 

tbe industry. !be ~rotltabtltty or tbe Phar•aeeut1oel industry 

vbich ean be linked to their su'bataot1al 1 uaarket power• 1s 

found t o be h1&b vbeo co•pared vitb the proflt ab111ty levels 

or • All Industries• and Cbea1cal Industry. i!owewer, the rat1o 

analysis indicate a sligbt 4eol1oe in pror1 tab111 t y ot pharma­

ee-atical capanios 1n recent years. Sat tb1s bas 1n no vay 

atteote4 the grovtb or th4ll industry. AD 1nter group perror­

mance for our tbrae groups ot drug cowi>an1es show that the 

~1ua sized eompan1es have tbe bi~est profitability rates 

followed by ~adin and susall sized co.-pan1es . AYaUabl.e data 

11'ld1eate tbat. rates ot return are higher on bulk drugs and not 

on ror.ulat1ons as is generally held. A caretnl examination 

ot drur prices sbov that 1f tbe drug prices are t.o be kept 
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uncler coot1mlo11s con.trol, a careful watch on the ' rices of 

indigenously produced and. also on !.•ported b\llk drugs is re. 

qu1re4. An 1oportant 1ss.:e tor investigation 19 tbe ctWSes 

escalating tbe prodactiOD cost ot b~k drugs prod~ce<l b7 

local utanutacturen as compared to the prices ot sisUar drugs 

1•porta4 by sro. .Aa rega!'do the pogs1~111 ty or redtlcing tbe 

druc prices, a reduction in tbe central excise, customs 

dattes aDd other leYtes and also tbe sales pro•QtJ.on expenses 

ot dr~g t1ns could sake a dent OD the drag prices. BICP 

vb.lcb 1s 1n charge ot futn-c the drag prices C<)uld be glvtm 

11on tac111t1e-a and leYerqe 1ll lts operations. 
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Append!~ 

~able 4,1: Max1•wa Pre-tax ReturD on Sales w-nover ( gxcl\1-
si Ye of Sales 'Juty) .llloved to Drug ~1ril8 

A) Large uaits v1tb turnover exceed-
1og Rs, 6 c rores per azmwt 

a) b.artng no baaic drug :aanatac-
t t111.ng act.1Y1ty nor aD7 re-
search act1v1tT 

b) baYing basic raanuracturtog 
activi ty Col'T8sponding t o S< 
or more or t urnover but no 
research activity 

c) having baste dru' •anafactar. 
ing act1v1 ty at ~ or Bre of 
tb8 turucrter and engaged 1D 
approved R and D vork relat-
1ng to new drugs 

B) Me41ull size units v!tb turnover 
between Rs .. l crore t.o Rs , 6 
er()res per anna 8D<l 

a) bav1Dg no baste dr-wg sama-
factur1Dg act1vit7 nor re-
searob actiYi t.y 

b) having b-asic <irug •uuractur-
lng acti Yi tr eorrea poDding to 
~ (or sore or t~rnover but 
not research actt Y1 t7 

c) hanng basic dru~ raant~factar-
ing acti v1 ty at ~ or t10re of 
tumover and engaged in approv-
ed R aDd D vork related to n&v 
drugs 

C) Other units vit.b t umovaF ot less 
tban Rs, 1 ·crore pe:r annUli 

a) bav1ng ooly foraulat lon 
capacity 

b) havlDc basic d:rug uumuractur-
ing acti Vt ty at s,; or fiOF8 ot 
turnover 

Pre-tax return on 
sales turnover e&­
clua1ve ot e xetge 
duty 

9< 

1~ 

~ 

11~ 

13 

12" 

13f-



1able a..2: Pron t abill ty of All In.dutrles, Cbemieal. Indutry, via-a-v1s :;Jrug Industry : 1960..61 - 19?1-18 

All Indu­
stries 

Che•lcals 

17.3 11.3 17.8 18.8 18.7 18.3 18.o 16.2 1S.9 lo.o 19.2 19.7 19.3 21.3 25'.6 21..0 22.0 22.3 17.6 21.3 19.3 

22.,a. 21.0 20.0 21.2 23.1 2S.9 26.1 2:L.6 20.6 24.7 21.6 22.8 22.9 23.a. 3o.o 26.3 2?.8 2~.t. 22.1 25'. 4 23.9 

Me41o1Dea 
and Pbaraa­
ceutlcals 31./l 

o~ oroup I - -

.Jur ttroap II ~ 

our Groqp 
! II 

Cl"OtJps 
I-I! I 

qrJis 
All Inda-

-
-

s trtas 10.6 

Cbeld.cals 16.2 

~edic1Des 
and Pbar.n-
eeut teals 13..8 

our ~roup I -

~- Group II • ·· 

our croup 
III • . 

Groups 
I-III ~ 

29.2 

-
-
-
-

lG.S 

16.1 

--
-
-

21.1 

--
-
-

15'.8 

-
-
-
-

33 .... 

-
-
-
-

10.8 

16.3 

16.? 

-
-
-
-

- -
-· -
-
-

10.6 

16.3 

-
-
-
-

-
-

10.0 

21.2 

-
-
-
-

-
-
-
-

lO.S 

16.0 

--
-
-

- -
- -
-
-

9.2 

13.5' 

-
-
-
-

-
-

8.8 

12.8 

18.S 

-
-
-
-

--
-
-

1lt.8 

20.2 

-
-
-
-

)S.o 36.0 

40.2 ~-~ 

~ta.o S3.8 

22.S 

1').) 

14.1 

20.0 

l B.B 

18.$ 

34.1 32.7 36.0 ~2.~ 42.q 

31... 35'.'-' 37.6 t.3.9 39 .... 

;2.6 4;.~ SS.S ~.4 S2.9 

11.'1 

11.~ 

11... 9.2 

16.6 l a..4 

12.9 13.0 

12.8 12.0 

16.5' 18.1 

13.8 13. 3 

-
-
-
-

11.~ 

--
-
- 16. 9 

Conw ••• 

--
-
-

10.0 

lS.t 

-
-
-
-
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~· ~ ~ ~ ~ - - ~ . ~ - ~ - ~ ~ ~ . ~ ~ ~ -~ ~ ~ - - -. ~ - ~ -~ ~ ~ ~ ~ ~ ~ ~ --~ ~ -~ ~ ~ ~ ~ - ~ - -~ ~ 
~ --~ ~ ~ ~ -~ ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ --

<1> (2) <3> (It-) <S) (6) <?> (8) (9> (10) <u> Cl2> (13> (la.) <lf) (16) (17) (18 ) (19 ) ( 20) ( 21 > (22) 

!P/!W 
AU Incta­
atr1ea 

Cbeaicala 

~oiDes 
a4 Pbana­
ceu.ticals 

nu croup I 

Our Croup II 

o~ cro11p 
IIl 

Croups 
t-In 

IP{!CJ 

AU Iadu-

--
-
-

strles 9.1 

Cbn1cal.s ).2 

Med1c11l&s 
and Pbana­
oeutleals lS.? 

' ur Oroqp I I -

Oar Group 
III • 

Qroqps 
I -III -

1o.o 

13.4 

16.0 

--
-
-

--
-
-

8.7 

11.7 

ll.9 

-
-
-
-

7.1 

10.8 

--
-
-

9.S 

--
-
-

u ... 

--
-
-

16.3 

-
-
-
-

'1.4 

2.9 

-
-
-
-

8.'7 

12.1 

18.1 

-
-
-
-

1.0 

9.9 

16.6 

-
-
-
-

11.1 

-
-
-
-

6 •. 8 

10.2 

1;.; 

-
-
-
-

u.o 

lt..8 

-
-
-
-

13.S 

-
-
-
-

7.0 

9.6 

-
-
-
-

-
-
-
-

9.; 
13.9 

-
-
-
-

7.1 

9.8 

17.9 

-
-
-
-

10.1 

16.8 

10. 8 

16. S 

16.2 

19.$ 

1 0.4 

16. 3 

1?.0 

18. 8 

17.9 

11.6 

14.9 

11.1 

18e8 

16.3 13.6 

8.1 7.6 1.3 8.2 9.9 

9.6 10. 6 11.1 10.7 14.6 

1~.~ 13. 9 13.2 12.~ t o. q 

1s.o 14.a. 1, . 9 1, .2 12.0 

11.~ 19.1 11.1 16. 9 12.A 

1~.9 17.3 16.1 1 3. 8 11.9 

lS.~ 11.; 15. 9 14. 3 1?.1 

13.S 

12.0 

10.7 

19.6 

12 . .. 

1a.. o 

11+. 6 

15'. 3 

20.1 

14.6 

16.0 

. 8 

14. 6 

16. S 

1~.6 

20. 0 

16. 8 

~-1 ~-~ 5.9 

9.7 10. 1 10. 9 

10. 0 1, . 3 14. 0 

q.$ 11.9 11.2 

11. 3 l~.o l q. o 

1~. 6 14.~ 1$. 1 

10. 2 

16. {) 

-
- 19. 2 

-
-

?.1 

;.s 

1 ... 6 

-
-
- 11•. 3 

-
Contd ••• 

-
-
-
-

?.2 

8.1 

13.7 

-
-
-
-



Table ~.2: (Continued) 

(1) 

JP/11 
AU Indu­
stries 

Cbeueals 

He41cillea 
and Pbuwa­
ceuticala 

Our CJ"Hp I 

0\lr Croup I I 

Our Group 
I!I 

Groupe 
I-III 

"!to TSC 
§hi* 
All IDClu­
stnes 

Cbe•ical.s 

Me41c1Des 
u4 Pban .. 
eeut.:ioals 

our Group I 

·ow Group 
III 

Groupa 
I-III 

(2) 

1.0 

--
-
-

2?.0 

--
-
-

( 3) 

7.0 

• 
-
-
-

11.3 

s.o 

--
-
-

(I+) 

lt-.2 

1.1 

-.. 
-
-

a..o 

20.1 

--
-
-

(;) 

;.6 

-
-
-
-

--
-
-

(6) 

2.0 

--
-
-

17 ... 

S.9 

31 ... 

--
-
-

(1) ( 8 ) 

.... 1 

1.1 

- -- -
- -
- -

20.7 

31.9 

- -
- -
- -
- -

(9) (lo ) (11) (12) (13) (la..) (lS) (16> 

7.1 

- -
- -
- -
- -

11.2 

- -
- -
- -
- -

?.8 

-
-
-
-

21.1 

--
-
-

6.1 

s.s 
6.9 

20.1 

23.8 

6.2 

6.0 

1.1 

19 ... 

27.t. 

?.1 

39.1 

t..l 

7.0 

29.0 

31.1 

s oprg: Calculated fro• ~Bt. Financial Stat istics ot J'oint Stock Cospan1ea various 1ss\1'8s. 

(17) (18) (19 ) (2 0) (21) (22) 

17.0 

28.a. 

29.) 

28.0 

28.7 

)2.8 

17.7 

31.3 

-
-
-
-

1,..8 

11.7 

29.S 

-
-
-
-

6.1 

2 0.1 

33.1 

6 .0 

--
-
-

11.1 

20.0 

--
-
-



CBAPTF..R V 

FIR.ARCIAL STRUCTrmE OP SO~CES ARD ¥i~ Of 
ttltiBs f'oH 5iittd fiANiflAii: NAI.s Iib!A 

Tbis obapter 1a divided 1Dto tbree se~tions . I n the 

f1n t sttetlon ve present a general structure of tbe sources 

ot tuads for t ransnational eorporiltions. In the second s ee­

t1on tb1s general structure of sources or funds 1s exm~1ned 

aga1ns t our e::~p1r1oal data on the sources ot tunds tor drug 

TtiCs 1n India to see if then exist any bebavtoural ditter­

enc:es between tbe tvo structures. Ia tbe process ve also 

exaetue in the second section the pattern ot cap1 tal s trttct ure 

and capital investment, and profit appropriat ion policies ot 

tb.e drag TICs in India. !be third section deals w1 tb tbe 

pattern of uaas ot tands by tbese corporations. 

A General Structyre ot Souroe9 
gt Funas ror iiCs 

Industry requires ~nds for tbe acqu1s1t1on or fixed 

as vall as current assets. The varied nature ot tbeoa assets 

de•ands tbat an enterprlae has aiequate finance for var1ows 

tift periods depending upon vbat type or assets the ent er prise 

acquires vitb tbe funds. 111xed assets 11ke ~lant, buildings 

and rum1 tare generally have an es ·tt•ated lite, expressed 1n 

a cert.a1.n nuber ot yeaFs. The cost. of these assets is deem. 

ed to be reeoYered tbrou11.h deprec1at1~n rands oYer the lite 



period or the asset.. I t 1s well know that thes e real as ae ts 

pl1J7 a productive role in tbe grovtb or an 1ndustr1al. enter­

prise and this is a major s tl•ulus f or that enterpJ1. ge t o incur 

variety ot 11ab111 ties vbicb taka financial forma . The central 

questir.m betore the enterprise or this type is how to balance 

tbese two procesaes. Fixed asaets vbieb by dettn1t1on ro~aln 

penanently v1 tb the ent-erpri~e are usually nn~eed by long 

tersa loans and share cap! tal. Tbe tinancing ot current usets 

11ke 1nYentor1es and recetYables calls for short term finance 

becaase these asaets are supposed to be converted into cash 

vi th1D tbe operating cycle or the bus1ooas. An operating cycle 

is defined as .. tbe uerage t1•e 1-ntenening tbe pr~uction 

process and the tiDal eub real1satlon.1 In otber words it 1s 

the period between baying raw •ater1als an4 realising cub 

troll sales. 

s ources ot funds for a oos paoy aay be broadl7 elasa1f1e4 

l.Dto tvo groups viz., (a) internal sources, end (b) external 

3ources. Internal ~ourees co•pr1se ot paid-up share eapt t al, 

reserves and surpluses and various provis i ons. External 

sources can be subd1Y1ded 1nto two : local sour ces and toretgn 

sources. Local souroes include raising of rtmds by vrq or 

tresb issue ·:JE shares in local Grarkets, borrowing troat banks , 

public, govern~ent and private agencies and local companies . 

Trade dues and other cur rent 11ab111 ties and o1acellaneous 

1 c. Perk and J. w. Gladson, "W orkJ.Dg Capital, t4ac1111llan, 
1963, p. 12. 



nom-ctarrent. 11ab111t1es are also 1nclw:led in this source. 

Foreign sources incl ude puant or«an1sat1on1 sister subsi­

diaries , international bankn and markets. 

The ebo1ce or a soaroe to raise tbe necessary finance 

depends on a number ot factors. The3e include the relatl.a 

cost ot borrowings tro• Yanous sovces , ava1lab111 ty and 

su1 tab111 ty to borrowers requ1re11arJts 1 repayment tents and 

conditions regarding tbe principal and tbe rate ot interest, 

aDd coep&Dy' s ovn policies towards the rais 1ng or finance tros 

var1ous sources. Thus tor. instan-ce a successful enterprise 

ean easUy raise 8!1d1t1012al finance for expansion purposes by 

vay of tresb issaes ot sbares. Tb.13 source camas an adde4 

advantage 1n the sense that tbe eosts i.e., tbe d1viden4s are 

t1ed up v1tb the profits or the concern. This hans the tlov 

liability oa aeaount ot fresh issue of sbare capital is un­

eerta1n an4 not fixed as in the case or loans trom f1nanc1 al 

1nDtitutton9 and public. This option turns out to be flexible 

because tbe rate or dividend ean be adjusted depending upon tbe 

tluctuat1na fortunes or the cocpany concerned. Uowever, des­

pite these ad•ant.age:t, the eoJtpany 2tay still prefer to ratse 

esternal finance~ say, by va:r or long tera loans vh!ob oarry 

a rtxed Pate of interes·t and bave to be paid at the year end 

lrrespecttve of company's ~1nanctal ~errormanee. !he ~anage­

ant of' tbe concerned collpany s ay opt f or this sotarce 1f 1t 

does not want any turtber dilution or ownership, 1a vblch cue 

the fixed bur.len vould be preferable to tbe float ing burden. 



Farther; as interest cost unlike dividends 1St eu•pted troe 

corporate tu tbe real coot ot long ten borrovinss are oon­

s1derablJ' less. Other factors 1nfluenc1ng the cho1 ee or a 

sovce or a finance wol1ld be t ?'le natura ot tbe industry, size 

ot the COltpany, market oondit10Ds, and various policy 110asures 

llka d.1 Yidend and plough-back polictes pursued by tbe c~pany 

troa tin to tirae. 

Snterpal §ourcea 

Intemal. r1naoc1n1 strategie.s wblcb take the tor• ·~r 

share cap! tal (cap! tall sed part.) resene.s, and provls1 ':)!)S are 

pn•ar1l;r a fUDct10D of total uaunt ot prof! ts generate4 by 

tbe cottpany and the plough-back policies pursued by 1 t trOll 

time to tt... Tb.e uount ot prortts earned are governed by a 

c081plez c•ut af endogenous rae tors (e.g., proper use of 

labour and. sat.enal, the skills of tbe sarkett.ng divis ions 

or tbe coapany and the like) and uoguous factors (e.g. tbe 

level or 4efaand ror company• s prO:;.tuct, the form or market set­

up in wbiab 1t is operating and tbe lin). :Jut of the total 

lncoate generated are met expendttures under different heads 

1ncl=1ng interest ;>ayables and tax proYisioas. Tbe residual 

is thea di,tr1 otated between div idends and reta1ned earotng11 . 

Bent tbe co•pany 1s raced. Vitb a k1n4 or 1.nter.te•poral cbo1ee 

bet-wfeen present incotae to the shareholders and the tut ure 

expansion of tbe eomppy. In so:ae cases \lhere J)rofi tabtl1 ty 

is high, the plodgbing back obJective can be pursued after 



abandantlJ' sat.1af)ing tbe sbareb()l4ers. lbere are many eanage­

•ents who tlnd the alternative or plougb1ng baolt quite attrac­

t ive b&caun it ensuTos the cont1nU1nt control on tho f1nL,cos 

ot tho co•-pany. t>t'tbe retention or profi ts 1n the has1ness ts 

raneet.ed in ao increase in net worth on the sources aide of 

tbe nov or tuads sheet and in tba asnt.s on the uses side. 

Higher the proportioo ot ~rofits ret ained year after year, the 

taster will be tbe grovtb of re,erws and less vould be the 

reliance OD outside funds. s uch c-3paD1es will have a higher 

trequef1C1 ot bonus 1asr.tes 1aply1ng a quicker capt t al1sat1on or 

resenea. Tb1s is the atbod by Vb.1cb the shareholde rs vbo st07 

v1 tb the CO!Ipany are rewarded. The sacrifice they make in 

aeeept tng a relatively low dividend rate• are after all not 

1nva1D. Favourable tu treat.eont ot cap1 tal gains "f1a-a-v1s 

incou, it any, beco11es an a4f11 tiona.l a:S•antage to tbe share­

bolder• in the process. Besides tbese ~etho~s ot t1nane1ag 

investment 1D an enterprise, tbore exist a na~ber of provlslons 

for whicb funds are ean~arked every year end vhich ean be made 

use or in the days or r tnaoc1al stnngonoy. 

Internal funds us ually represent an unencw.berecS source 

or run~s avail able to finance tl 111s • expansion progr .-es. 

But although ttrms usually place beavy reliance on this source, 

almost all tbe eo~paaies resort to external financing at one 

~~ or the otbar, especially in circumstances ·~ere frequent 

and s ubs.taatial addition to assets are required and where 

internally generat ed funds tall 9b:Jrt or tho needs or the 

erpandlng enterprises. 



SJternal SoQl'eea 

As ~entloned earlier, a co~pany ean raise funds ex ter­

nally 1o local oarkets by 'May or fresh is sue or shares and/or 

by borrowing fro. local pri•ate and public ageocles . ?ur~~er. 

sore, ~arents, s19ter subs idiaries, internat ional banks and 

raarketa also se"e as a s-ource ot external t1naru:e troa~ tore1gn 

sources. The pros and cons of these s-.>urees of rtnance are 

discussed belov 

A coap&Gy oan retse tands by floating fresh shares 1ft 

the national =tarot. Shares can also be noated i n tbe inter­

nat ional sarkets thereby invit ing a highe r lnel or inter­

nat ional part1e1pat1on. But VhereYer the att111ates float 

tresb lssaea, tbe parents usually vould s ubscribe to a portion 

or these issues. Tbta ts do.De m•artly to maintain its hol d 

on the subs1d1ary. ?or, any fal l below rttty per cent in the 

eqUity of t be subsid1aJ7 could z»ean a pot ent ial danser ot 

transfer ot control to t bs local shareholders. I n order t o 

aYo1cl t b lG t.be parents alvays try t o have a ht gbor share ot 

equity b,old1Dg 1n tbeir at1"111ates. It was potn~ out i n 

tbe t1 rs t Cbapter tbat ODe or tbe bu1e characterts t ics ot niCs 

1s tbe1r aaJorlty boldlD& 1n ~he equity at tbe1r atf 111atea 

in bos t Ci>tmtrles. We ha4 qt&Oted data t~r !J. s. It ~J .l. sab. 

s1dtartes to sbov that on an average respec tiwely '\~ per cen t 

an.d. 86 per cent or tbe1r aff111ates 1n devel oped eQuntrtes and 

8]. per cent and 76 per cent or t heir att111ates i n deve l opi ng 



countries are aaJori t y owne!l . Tbeoret1eally1 tbe raising or 
eapi tal through the •edius o£ local 1ssu.es in different coun­

tries coQld be a very des irable 11etbod, espeelally vben the 

boae •arke t is not large enough to absorb tbe a4d1 t1onal is suo 

of sbares. In practice, however, tbere could be res tr1ot1ons 

on tbe transter of eapi:tal troll one country to ano ther. 

Financing through local borrowings in bost countries 1.s 

a •ost ~on and videpsread practice or raising tands tollov-

ed by TICs all oYer' the vorld. 

asaocia\.84 w1 tb tbis practice. 

There are a DWDber ot advantages 

First, the local borrovtngs are 

~etely insalate4 t~ t be question of deYal~ation, because 

tbe receipts and payaents or a loan are deno•1Dated 1n local 

cunene,.. As egaiDs t tb1s, a foreign loao deno•1aa eel in 

roreip curre-Dcy vUl 1DV01Ye a mueb larger payment in teftls 

or local currency 1n cue this o~rrency is devalued. Tberetore, 

in order to avoid suob: Wlant1c1pat ed losses, tbe sllba1d1ar1es 

also very otteo OD tbe ne ot dnaluat lon hasten up tbe process 

of repq110nt of their foreign loans, oJ> s pe$4 up tbo payment 

or d1Y1d.ends or botb. s ecol)dly, local ~rrovillp often CaJTT 

a lower rate of interest tban fro• alternate sources . Th1rdlJ, 

t be reason behind heaYy reliance on loeal borrov1Dga is that 

aany bos t countries such as J'apaa restrict tbe uount of f'llllds 

t'hat tbe foreigD tints can bring ln. 1b1s is because a ler1e 

flow ot funds tr0t1 abroad could lend tbe subsidiary a co•pet1-

t.1Ye adYantage ower tbe local t1r••· It could also impede 
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tbe government•a control ower its money ~arketa .2 

Out or tbe various ways ot local borrowings , banks are 

aatd to sene u a potential source or ftm4n , and. TNCs roly 

on a nuaber of banks ror tbe1r requirements 1nstea4 of Just 

one bank. Not ~ do foreign coapanies cbaraeter1st1call7 

\lse hank borrov1np tor at least a part ot their tuDds, t.he7 

flaY de!J8ftd u,on tbe• as the oDly outst4e goaroe or tlnanee 

other tban trade cred1 t. Se"Yeral factors count ror this vide­

spre&i tJSe. F1rsu,., 1n ao11e countries no choice is p08a1ble 

a1Dce t.hey are the onlT inteJtnd1atea available. secon<tly, in 

coapartsc:m to u. s. institutions, tbey often grant loana on 

a s-ucb s•aller equity base. COBODly, tbey play a key part 

1n obta1D1DI s~ppllers and tblrd c~untry oredi ts tor tho tin. 

r inally, •el'J' otten local btmks sene as a sotarce or lons ter• 

tillance, tor the sbort ter• loans are usu.ally nDeVect. 3 

'!'be 1sportance ot bank credt t. for 'f'JICs b.as bee1'l b18h-

11sbte.d tn a study ot sources ot funds tor 125' large rorett.n 

subsidiaries - 90 u.s. and 2S European, operating 1n the u.r. 
~be s t.ud7 sbowed that bank credit accounted tor second h1gbes t 

sources ot t1Dance after reta1ne4 earnings aDd depreciation 

allowances ( Table S .1). i'oreiga subs1d1 aries usually oarr7 

en adwantace ower tbe loeal coliP&nles in obt atnlng the bank 

credit, since ~ecQrity vb1cb 1s or n t al tarport.ance can easily 

2 s. H. Robins and R. B. 8 tobaugb 1 Money 1n the Mal t1-
oat1onal ~terprlse : A S t w1y to F1nane1al ?ol i a,-, London, 
Longaan, 19~, pp. 63-11. 

3 Ibid. 



Tab\e 5.11 Sources ot Finance tor 12'5 Foreign Subs i diari es 
in tbe u • .r. 1966-6? 

(Percen t age) -~ - - -~ -~ - ~ -- ~ ~ - ~ ~ ~ ~ - -~ - - ~ 
115' sub- 90 u.s. 2~ ~uropean 

.. -- ...... 
sidla- subs!- subs 1d1a.. 
rt.ea diaries r1es 

[oreim 

I asued capt tal 

Intre-eo-11a­
b111t1es 

Bgst eounm 
t.1qu1d asaete 

Lo11g tera loans 

Bank credit 

Reta1D84 earninss 
and deprec1at1oD 
allowances 

19.3 

1.'5 

11.8 

80.6 

2.2 

1.'5 

11.8 

--
8.8 28.0 

4 ... 8.6 

....... 19.4 

91.4 72.1 

2.2 2.2 

1.'5 8. 6 

u.s u.s 

- - - ~ ~ - ~ - - ·~ - - - ~ --- - ~ ~ -- ~ ~ ~ ~ --~ - -
Source : M. z. Brooke and a. Lee Rene.rs , l'be Strateu ot 

Mul.t1aat1onal !nterpr1se : :J r gan1sat1on anti Finance, 
London, Lonpan, 19101 p. S~. 

be rurn1sbed by a third party or a tore1(D bank on behalf ot 

the subsidiaries. !he typical e-ZaDPle of tb1a s1 tt~atton 1s 

tbe newly established and yet tmpl"'f1table su~tdlary wbtcb 

obtalns finance tro• local banks whereas a 40Jtest1c CMPaJ17 
4 

(vi tbout sllCh parent backing) would not. 

It M. z. Brooke and H. L. lletOaers, The Strategy of Mul t 1-
nat1onel Enterpr1se : o rgan1sat1on and Finance, London, 
Lonaaan, 1910, p. 191. 



Aaotber 'I)Otent1 a1 source or ezternal t1nanca fJ'OII abroad 

is tt'>.e parent coaapany herself. Tbe interest ot parent 1n 

rumisbtng loans t o 1 ts atfUiate lies 1n the tact that tbe 

returns to 1t are fixed an4 tree t~~ nuct uat1ons in att1-

llate•s protlts. seccmdly, a loan 01m be oOOYerted into e(luity 

as and vben ~u1re4. But itt order tllat t he parent could 

raise finance tor ita atrruates, tbe bome ca;>ital. a.artet 

sbould be luge enough to be tapped sueeesatully. secondly, 

many courstries such as u.s., rJ .K., Prance and seYeral vestem 

European COUDtries place restricUons on tbe t ransfe.r or capital 

to other oouatrles. 

In addition to casb re•1ttances a parent eay also assist 

its subsidiary in kind by tarD1sb1Dg ber vitb a ~ant or 

aacb1nery 1D lieu ot an equity or a loan. All anpa14 charges 

by att111atas, be they oft account or 1nvento?1es rece1Yed, 

UD'C)aid d!Yidends, unp:a14 accrued eha-qes tor oerv1ces rece1Yed 

saob u royalties, koov-bov tees or l!'J t ereat also add to 

subsl~iar.Y' s cub nova. ro complicate tbe flatter farther, 

a !U.lbs1d1ary raay raceiYe tu.Ms tro• its parents tbrou.rb 

ta-.ourable t.raDsfer PPieiftg practices OD 1 ts 1ntra..co11pany 

transact10fts ot goods and senicos. While this does not show 

up ezpl1c1 tly 1n tbe accourtts, 1 t nevertheless increases tbe 

sutts141ary's cub novs.s 

S Ibid., p. 194. Tbe 3tudy however states tbat such tunda 
troa tbe parent company b &Ye been a s1gn1t1eant bat in tbe 
aggregate not a aajor source or finance f!)r t ore1p;n subsid1a­
r1e,s. 



Stater subs1d1arica like t heir parents can sen e as a 

potential source of finance tor their fe l lov s ubsi diaries . 

Many parents especially direct tbe1r subs i diaries t o t r ans f er 

tuods to their sis ter sutn1d1ar1es 1r 1 t i s expected tbat tho 

ourrtmq ot the country of tbe debtor aft111ate 1a on the 

versa ot devaluatlcm. Tbe reason being that att.er de•alua­

t1on tbe creditor concern would ge t baek much eore than wbat 

1t voald bave lat . The letting out or exeess funds by the 

credit or att111at.es woal.d be eore des irable it tbe t axation 

rates are lover 1n t he debtor att111at es count ry, with the 

marginal pro4uct iv1t1es beiog tbe same between the tvo coun­

tries. Tbe entire c011pany debt of this sort could reduce tbe 

t•pact or taxat ion thereby increasing t be ret urn on 1nves tsent 

to tbe parent eoncom. However, ovtng t o eos~plenties i nvol•­

ed, tbe transaction or twlds betveea J.lff111ates do not. occur 

rrequer.atly. 

Iaternat ioaal markets, especially tbe Euro-C\lrrency 

ered1 ts 1s a potential s ource of both short ten and lOng 

term tuads tor !RCs. But t be available ~at a abovs t hat though 

international cred1 t and capt tal :aarkets haYe expanded very 

rap1c117 1o recent yean, t.bey do not part1cularlJ' pr oYide 

large reseno1r of funds. For 1ns t&Dce, the t otal Ruro­

eurrency loans taken up in tbe period 1964-68 a ountad t o 

a011e t 650 ra. annuall7 and the ~uro-bond t o s oce t 1460 • · 

a.onllally. 1ha tvo aarkets t ogether tb.\lS oft ered aDDuallJ 

so• t 20 00 •· or short and l one t ent capital. As against 



tb1s, tbe t1naoo1n1 reqa1re=ents or tnternat1onal co•pentes 

s t.ood at so•e t 1~00 •· annually dt.ar1Dg 1964- 68 for cap1 tal 

exports from parent ca~~p.any to their subs1d1ar1es ancl soll8 

t 18$00 •· annually for local long and short ten borrovings 

by s~ba1d 1ar1as in the oountnes in vb1ch they were operat­

ing.' 

In tbe preceding sect1;:ms ve reViewed tbe pros and cons 

ot Y&r1Gus internal and extern&l sottrceo of f1Dance open to 

mcs . As already csentloned tbe su1tab1Uty or any part icular 

eethod ot ttnecing would depend on dtrterent raotors tor 

d1fterent fl~. r or inst ance, subsidiaries witb 9utr 1e1ent 

internally generated funds •ay tend to rely less on outside 

finance and Y1ce nna. And tbe (}eo1s1on or ftr•s relying on 

es:ternal rtnanee would be atteoted b)' such fact ors as tbe rate 

or interest, t uat1an laws, terms 8I'Jd cond1 t.1ons or tbe loan 

aD:! tbe like. These factors 1n tum vtll be 1nnueaced by the 

eoaetary ud fiscal 'POlicies ot tbe bos t cotmtnea. 0 ur d1s­

cusa1oD on the sources ot ruads tor 'TICs 1odicates that desp1 te 

aWJerous a1 ternat1ves available tor raising funds 'l'NCs depend 

pr111871ly em their retained eamlnga and bank credit trom 

local 110ney aarkets. 

The following sections deal vi tb t.be sources or ft.mds tor 

transnational drug eot~Pan1es 1o India where we see, 1ntor alia, 

6 w • .A.P. !-tanser, " '!'he Ylnanc1al Role 1>! Mult.1nat1onal 
!tnterpr1se : necN1 t.ent of Capt tal • to Kul t1natlonal Enter­
prise and ~netary Aspeotsl j. s . ~.Wilson an~ c • • SChetter 
( Eds. >, London , Sijtbott, 914. 
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1r tba upirlcal 4ata on the sourcea ot tu&.ts tor these c~m­

paniea tallies v1tb tbe general struct ure ot so~es ot funds 

tor TWCs presented above. A detailed Table 5'.2 abav1ng the 

sources or f Uilds tor our three groups ot drua eoatpan1ea a.;>pear 

in the appendix or this chapter (also see Fi gure 5'. 3). We 

tint explain tbe set-up ot the table and tbe u tbodology 

toll owed. 

Tbe 11ab111ty side or a balanee sheet represents the 

post t.ion ngarding t he rtoaoees or a company and tbe Yarious 

aources troa~ wb1ch the sue have been raised. All the concepts 

concemlnc tbe sources of finances used in the table connote 

t.be sar~e nanin.g as in t be nort~al balance 9heiitts. But a dis­

tinction has been ~ada ~tween the fore1 gn and In~1an a bare 

capital. Tbese t~o are defined as fGllova: 

1) Foreign share capital • ( Total sbare capital ­

bonua 1satl8s) x r where r 1s the ?roport1on ot t ot al sbare 

eap1 tal owed by parellts. 

2) I nd1 an share capt tal • ( Total share cap1 tal -

oonus sbares x ( 1 - r) ~ 

Tbe above 4ef'1A1 t iona of foreiJD and Indian share 

cap1tel are based on tb.e tact t.bat 1f a proper distinction 

betveen tbe tvo is to be made thaD the bonus 1ssuos sbould 

be excluded troe total share cal)l tal. This is because tbe 

bonus tssues are only ea~t811sed reserves built br retained 

earnings generated froa operations vitbin tbe country. Bonus 

issues thus C<)ll1.4 be added back to reserve tt.mrls to appear 



88 a part ot internal runds ot tbe co.p&D1• ADalogousl7 the 

accu•\llated reserves only ahov a claill or t be l)areata on it 

v1tbo~t any rreah tran~rer or resoarcee bavtng taken place 

fro• abroat1. This 1s not to relegate tbe 1~portance ot otmer­

sb1 p aapect to the backgrowt:l, but to make a 41s tinctl on 

between '*ilether a s.ource 1s actually ~ld.ftl fro• abroad or 

it is s1•pl1' owned by foreigners. 

1'bus the total foreip sources or fiosce can be eleftn­

ed as foreign share capit-al pl.WJ fore1p loans. Howenr, 1n 

our case, 1t was found that in 110st of tbe years the tore!p 

loans repr-esented zero aaount to the total loa.'ls or tbe co• ­

p-anies and in tbe rest only a rraetlon of tbe total t1naoces. 

Hence tbe Table S.2 haa no separate colu.n for tbea. 

!'be internal sources or ftmds are detined to include 

re.senu, the boats COllponent ot the share capital, and 

provisiODs. l'be external soorcos are clet1ned to include pa1~­

up coatponeot. ot tbe sbare capital, long teN loans, abort ter11 

loans aod sUDdl'f credit~ra. Follc.wtng coaventiora, net sa.mdry . 
creditors (sundry cred1 tora w1nus sundry debtors) are also 

sh':)Vft sepaFately in tbe table. A 'breakdown ot lOD« term and 

sbort ter• borrowings both from baoktng and non-bank1n8 

sources also appear in t he table. A rurther break-down or 
loag ter11 aDd short ten non-banking sources of t1.nance also 

appear separat ely lo tables and have been analysed 1n tbe 

apro.~r1ate places. 



For eacb year, bea1ami.Dg troll 1970.11 opto 1911-78, 

Table S.2 bas three colnu. First c-oluan depicts the absolute 

uounts ot t otal ttmds or drug coflpanies raised. trot~ various 

sourees. 'rbis t1rgt column has two parts. 111rst part includes 

uhare oapi tal, resene funds and long terca loans. I'be add1-

t1on of these three 1 tems shove the posi t1on regarding total 

capital eraployed by the COII;>an1es. Tbe second l)art includes 

ctlr'Pent 11abll1t1e-s, the various constituents ot vb1ob vben 

added to total capl tal ecaployed repreaent the total finances 

~r the co:sceroed companies. The percentqe share ot various 

iteu const1tut1Dg total capital •ployed avpear in tbe second 

colwm of each year. And tbe percentage share ot Yario.u~ 1ter~s 

conat1tut1DJ the total finances appear in third eolusn ot eaeh 

Before ve set out to esas1ne tbe sbare ot Yarlous eon­

s t1 tants to tbe to t.al capt tal e•ployed and 1D tbe total 

t1oances or drag TICs in I nd1a, 1 t voLlld be useful to first 

ezamtne the cap1 tal structure or tbe!le eomoan1es,. trofl tbo 

•ery day of their ineeptton upt o 1917-18. Th1s vlll shov, 

aons other things, as to bov tast tbe original equity ot 

tore1gn drag companies 1n Indta has increased and by vbat 

process. 

Capital stncture of orug THCs 

Table S.3 depicts a detailed breakdown or capital 

structure ot all tbe 21 individual corapanies compris ing our 



Tabl• S.) Capital Structure ot Drug TNCs 
____________ • _______ • _ _ _ _ _ _ _ _ _ _ _ _ _ ( . s , 1n l alths) -

,... ~stabl1- Original Present rncre~.- -- ·- ---- --- - -Bie~dJ~-or In~~~.d -q~ity- ----- --------

GfOgp I 
B1o~OI1Cal Evans 
Boehringer r noll 
Carter Wallaee 
Dupber Intertren 
I . scher1Dg 
J, L. ~orriaon 
MeCrav Raw1Ddra 
Rap takas 
Rousnl Pban, 
Searle India 
~tander L t4, 

G£0!P II 

Boots 
Cynareid 
Ceottrey Malmers 
Oenan Re•ed1es 
or«anoa 
R1cbar4sOD Hindus tm 
S)'Db1ot1cs 
Wyeth Lab()ratoJT 

shed equity equit.J oYeF 
(1971-78) original 

19S3 0,20 
19'59 7.50 
1968 1 0, 48 

l~ 0, 48 
1 1 o .. at. 
19~ 0,10 
1964- 19.20 
1930 0,43 
l9S6 0,17 
1961 60,0-0 
1962 9,?0 

1941• 10,00 
194? l,SO 
191+3 0, 01 
1949 0.13 
1961 97.5'5" 
19611- 0.02 
1961 60,00 
1960 33.30 

64,80 
100,00 
14,86 
92.00 
6,00 

91.5'0 
38.a.o 
68,00 
6,S4 

69.')0 
lS, OO 

169.81 
140,29 
192,00 
121.5'0 

97.SS 
110,00 

75'.00 
90. ?0 

eqt.l1t7 
(4-3) 

61+,60 
92,$0 
4, 38 

91.,2 
s.~6 

97 . ... 0 
1·9.20 
61.'57 
6,37 
9.00 
S.10 

1S9.91 
13R,19 
191.99 
127,37 -109.99 
1$.00 
S6.?0 

--~~~~~~~~~~-~~~--~-~~-~~-~---~~~~~~~~---~----~~-~~~-~~~~~~~~~~~~~-~-~ 
Issued ror non-eaab 
conGiderations Is•ued for cub 

19.31 29.89 14. gn 22. 91 30, 49 47,20 
2'1,5'0 29.73 - - 65'. 00 ?0.2'1 - - 1.34 49. 40 - -46,5'2 5~. 83 - - 4S, O'> 49,1? 
~.16 ),10 - - s.o'l 96.90 

91. 00 93. 43 - - 6.4t) 6. 5'1 - - - - 19.20 100, 00 
2S..,fYJ 37.62 - - 43, ;J 64. 37 
6,20 9?.33 o.l? 2. 61 - -9.00 100,00 - - - -- - ?.2:> 3S,OO 5'.1~ 34. 00 - - ~ ~ -~ - - ~ ~ ~ ~ - ~ ~ - ~ ~ - ~ - ~ - --~ - - ~ ~ - ~ ~ - ~ - ~ -

21~.18 46.60 2?. '53 5'.95' 219.6<:} l.t 7,45' . 

'•7.31 29,60 10,00 6, 26 102, 5'0 64.14 
2t..~s 1?.69 44. 09 31.76 70,1$ 5'1, S? s.oo 2,60 - - 186,99 ~?.40 64.32 so. s-o - - 63, 0$ 9. So - - - - - -49.98 t.5.41.. - - 60,0(') 54.~6 
15',00 100,00 - - - -41,70 73.S't- - - 1~. 1)') 26, \6 

~-~----~~-~~~-~--~~-~~~~~~---~-~------~~~~--~~~-~~~---~---202.5"1 1,002,15 199.64 24-7,% 31,00 $'• .09 6.16 497.69 62, 24 

gro9P III 

Cluo 1924 1.5'0 1,16'1,00 1,1$8.5'0 4)9,5'0 37. SS - - 720. 00 62. 15' 
1loeobat 195'6 ;.oo 340.Sl 335'.51 15',00 2'-· 35" - - 260, 51. 77.65' 
~erclc Sharp 4 Dboae 19S8 180,00 180, 00 - - - - - -· -Parke oan.s 1958 ~.so 210,00 122,5'0 17.5'0 14,29 - - 105'. 00 ~5'.11 
Pt1ur 19;0 2,00 1,00'+.5'8 1,002.S8 263.73 26,31 - - 139. 8; 73.63 
Roche 19~8 100,00 300,00 200.00 - - - - 200, 00 100, 1)) 
Sandoz 1941 10,00 1 87.5'0 111.50 126 . ... 0 77.21 13.60 7.66 37. 5'0 21.1~ 
·tr: amer H tftdus tan 1963 70, 00 2S9.32 189.32 30,00 15,8; - - 1;9. 32 r\4.1 

~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ -~ - ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ -~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ - ~ -~ ~ ~ ~ ~ ~ -~ -~ --~ ~ 

45'6.00 3,641.91 3.1FJS.91 95'1.13 29.85' 1 3.60 0, 43 2,221.1~ 69."12 

Total (I-III ) 76?.61 ;,216.16 4 , 41t.8,;; 1,414.?1 31. 80 95'. 22 2.lt. 2,93~. 56 66. 06 

lfote : I t 1 R taken th:a.t all the original equ1 ty wu subseribed ror easb, 
$ource : (1) Co•pany annual accounts and reports. (2) M1a1stry or Petrolewa and Cbe•1cal.s, G~! , Repor t or tbe Comlli t tee on Drugs and Pb8l'Siaceut1cal.,lm 

aud Indian .Drugs s tatistics, 1978 a 1980, ( 3) aoaba," S tock '!scbance ' 1rect ory. 
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three 1roups. 'l'be table ltsts t be name or the coapany, tbe 

date ot establishn nt or a place or business in I ndta, ort­

g1nal equity broa.ght-1D b7 the cG~~pat1J', tbe equit.y tn 1977-?8, 

&rld a breakdown ot this pres ent. equity. Coluua 6-U 1nd1-

cat1ftg as to how tbe rise 1ft original equit y has come about. 

This table bu some 1Dteregt1Ds teatur•s worthy or note. To 

begin w1 tb we timt tbat at tbe aggrerate level, the three 

groups have registered respeetivelr a rise of 42~ per cent 

(Bs. 109.10 lakbs to Re. S72.10 lakhs), t..Jo pe.r cent (Rs.202.Sl 

lakba to as. 1002.1S lakhs) and 100 per cent (Rs. t.S6 lakhs 

to as. 36'+1. 91 lakba) in their original capt tal. That is to 

say siuce tbe date or their establlsld.nc a place or bus1ooss 

1n India the foreip drug e011panles 1n aggn&ate baYe increased 

t.he1r or1g:1nal equlty by about 380 per cent ( Ra. 76?.61 lakhs 

to as. S216.16 latbs). 

There are three vays ~ vh1cb the shan caPital ot a 

COIIP&DJ' CaD grow. Firat, bJ way ot fresb 1snue of shares tor 

cash. secoo4• by vay ot rresb lasue or s.bares ror eonsldera­

tioa other then casb e.g., 1n 11eu of services recei ved or 1n 

part or tull p•=eat of an asset purchased. ?b1rdly, by way 

or stoek 41Yidends or boDu issues. Colwms 6 through 11 

ln tbe table show tbe contribution ot t beae three sourcos ln 

the .increued. share eap1 tal of ·olill" thr" groups of drug 

o011pard.ea. Tbe table sbova an ove·JVbellling reliance on boot~s 

issl.lea a.a a source ot increasing t he eap1 tal base by all the 

three groups. The bigbest reliance on th1s aouree ts that of 



larse c011pan1es in group I II, _ 10 per eent, tolloved by 11ediwt 

a1HCl co•panlea ot group II, 62 per cent, and s•all. siNd 

co•paa1es or p-o•p I, 48 per oent. Fresb issue ot shares for 

oasb oecttpy second place 1D rats inc the total eap1 tal bua or 
t.heae C.O&IP8ft1es. Ttuas, the ftrst group bas a share ot 4? per 

ceot ot tbese 1•aaaea 1a 1 ts total increased capt tal, second 

groal), 31 per cant, and t.be th1r4 group, a allgbtly lowel', 30 

pel" cent.. Iasue ot shares tor non-cash conaiderations occupy 

a rather 1ns1ptt1cut place 1D the total 1ncreasecl capl tal 

or all tb.e three groups . These shares bad. only 6 per cent share 

1D tbe increased capt tal base of tint group, 1 per cent sbare 

in tbe cue or aecon4 croup, and less Ulan 1 per cent abare in 

tbe cue of tblrct group. Agsnrate c!ata tor all the tb1'"8e 

groups sbov that the share ot bonus 1saues ln the total ln­

creued eapt.tal or rore1go drug c.--pantes ts 66 per eent, tbat 

ot trash issue ot shares tor cub, 32 per cent, uad that ot 

rreab issue ot share tor noa-cash COflsid:erattoas, 2 per oent. 

Tbe foregoing vas an e~..S.natlon o.t data at aggregate 

leYel. At company leYel ve notice a remarkable increase 1n 

the original equity ot sue ot tbe drug cospan1es over the 

years of tbe1r operat10DS iD tbe COUDtrJt pr1m&rlly by Way Of 

cap1 talisattoa ot re-senes. For instance, in t1rs t group a 

lle!'e Rs. 0.20 lakhs or original equ1 ty of Biological Rvaas 

which began 1 ts !>us1ne•• 1D Indla i n 195"31 had 1ncreuecl t o 

Rs. ~.So lakbs, in 1917-78 (a ri se or so•e 32000 per cent) 
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1D wbtch tbe bonus issues bold a share ot Rs . 30.~9 lakhs, 47 

per cent. S1•1larly, BHbringer Knoll's original equity of 

!ls. 7.50 lakbs 1n 19S9 increased to rts. 100 lakba in 1911-18 

(a rise or 1200 per cent) 1n wb1eb bonus tssuea held a share 

ot tt •· 6S 1 akbs, 10 per ce.n t. And in tbe cas a o t HoG rav 

Rav1ndra a 100 per cent rlse in original eq\11 t:r ot Rs. 19.?0 

lakba 1n 1964 bas occurred aolel1 by vay or bonu iaaaea. Tbe 

! rovth process ot cap1 tal to tbe cue or s011e ot tbe eoapantea 

in Use second ad tbircl group 1s no less spectacular. lbe 

clasa1c cue 1a, hovever, tbat or ~eoftny Manners in group II 

whose or111na1 eqtd. ty ot only ns. o.ol lakbs 1n 1943 increased 

to Rs. 192 lakbs in 1911-181 an4 near11 all or this 1nereaae 

(9?.4 per cent) baa ~• about bJ' way or cap1tal1sat1on pro­

cesa. In the case ot large coapaies in the tb1r4 group, the 

notable 1nstueea are · tbat ot Gluo ad Pfizer. Oluo had an 

original equity of only Rs. l.;o lakbs vhen she eatabltsbed 

bus1De•• 1D India in 1924. But 1ta equitT ba4 risen to Rs . 1160 

lallba 1n 197?-18 w1tb !»nus issues eo•pr1s1D£ 62 per cent share. 

S1111larly, P'fiMrt • original equity or only Rs. 2.00 lakbs ln 

19$0 bad 1ncreued to Rs. 1004.5'9 lakbs 1n 1911-?B w1 th bonus 

issues c011.pr1s1ng ,.. per cent share. 

Two obsenat1ons oecoae Yery clear tr011 oar d1scuss1on 

tbus rar. Firat, all tbe rore1an clrug c011pan1es bae realster­

ed a treaaen4ou r1se tn tbe1r original share capl tal since 

1 'nle rlge 1D percentare teras can s tcply be t•agtoed -
1919900 per centl 
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~heir respective years ot incorporating the business in rn4ta. 

And seooncny, a ••Jor portion or ttds growth 1n sbare oapltal 

bas co•• about by w-q of eap1talisat1on of reaenes 1.e., by 

vq ot • took ·41-.idend tsstaea. aerore '*• proceed further, ve 

v1ll briefly coa•ent on tbe pros and cons of these 1asuea in 

Y1ev ot their par&rlotmt importance fo~ ton1p 4NI COllpantes 

in India. 

Tb8 issue or stock dividends 1n the f1 ret placo displays 

the prosperity ot a COIIP&Df• By cap1tal1s1Dg 1ta reseneo, tbe 

COitPMY t1nanees its ezpans1oa aD4 cto4em1sat1on plans, tor 

it is usually througb tbe enbanced share caplt.al and long tera 

loaJ'ls that tbe c~pany acquires ttud assets. !be issue of 

stoek 41ndends also increases tbe credit standing or the 

coap&nJ' ad enables 1 t to borrow fUDda at. • reasonable • tens 

tra boat. couotryts SOlley •arketa. But 1t sboul~ alfJo be noted 

that Yery rut g:rowJ.Dg companies H~~etl•a 11Se t he 1nstrueeat 

ot stock 41•1dends t..o suppress tbe profit ability ara4 41v1den4 

pay-out ratios on share cap1 tal. 

Tbe 11a1tat1cms on tbe issue of stock d1Y14en4s arise 

out ot the rut that the eo~~pany 1ft ~e first place should have 

subs tant 1al FeSenres, a part or vbich tllen can be cap1 ta11se4. 

AftcS the extent or resenee ln turn are deteraioed by tbe l)as t 

prot1tabll1ty and the profit appropriation po11c1es ot tbe 

COIIP8DT• Bstem.al U.1t..at10DS OD the deelaration ot boDtiS 

1ssoee ar.ise out ot goYenPJeat• • gu1del1nea gOYern1ng these 

issues. In India, these gu1del1nea 1nelu4e tolloving r estr1e­

ttons. Firstly, bonus issues are not ~itted in lieu ot 
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41 .S:deo4s • See oDdly, r:ml~ two bonua 1saues an allowed. to a 

coap•y onr a perto4 of t1n years and. t hese tvo 1aauea abolll.d 

bave a U.e las ot at least t.vent7 rour •ODtbs. Tb1Ml.Tt 

usually at any PG'lnt ot ttu tbe t otal 1111otmt perat tted t o be 

eap1 tallsecl o11t of free resenes ts not allovet! to exe•ed tbe 

total uomtt ot COIIi>OD7' s paid-up capt tal.. Fourtbl,, res14ual 

naenea after tbe proposed oap1tal1sattoft should be at least 

33 113 per oat ot tbe increased paid-up capt tal. Flaally• 1n 
~ 

tbe case of co•pantes v1 th foreign sbareholdtng, vtlen expu. 

sicm 11 ooas1deh4 unlikely or wben the prot1 ta are UDdul.J' 

b1gh1 a reduction in the rorell!D ahareboldiog ls genenlly 

stipulated as a coad1t1on tor approYal ot the stock 41v1denda. 

Att.r tbes-e obsenat1tms on the cap:l tal •tructure we 

tan to enalae the. eapt tal iaYes t-~~eat poet tion ot fonicn 

drug COflpaaies. He-re we asoertata tbe growth and the sbare 

or Yarious cons tJ. tua ts in tbe total 8110\lDt or cap! tal lnYea t­

•ut J()Sition or our tbree groups of dru£ coa~panles OYer tbe 

etpt ,.an, 1910-11 to 1971-19. 

gapl~DY!!tleDt Pgit.igp of 
-r• 

E 

First halt ot colusn 3 in Table S.2 sbova tbe pos1t1on 

regarding total capital love.stnnt ot our three aroups of 

dftg eoapanies end colwm It tbe percentage &bare of Yar1ous 

coDSt1tuents cosprlsing this total capital tnYesteent. We 

not tee lD the ease or first aroup that 1 ts total ca.p1 t al 



262 

1D'Y8Sblel2t bas rtsen steadily tr011 ns . 661.03 lakbs 1D 1970..11 

to Rs. 1S26.19 lakbs 1o 191?-79 1nd1eat1Dg an overall r1se ot 

130 per coat and oYerage azmaal rise of around 13 per cent. 8 

!he awrage tor eight years show tbat resenes (including the 

oapttaltsed par·t ot the share capital) h~We tbe bighest sbare, 

48 per ccmt, 1n tbe tot.al capital 1mestfG8nt or this group 

tollowa4 bt pa14-up cap! tal, 28 per cent , a11d tbe l ong terar 

lo811s, 23 per cent. Tbe respective shan or Indian share­

holders en4 foreign parents in the total paid-up capital 1s 

16 per cent and 12 per oeut. 'lb1s ~~eans that. t be actual con­

tribtat.1ort ol pa'l'ents ln tbe total capital iovestaent or tint 

group 1s only 12 per eent. Tbe I ftdian abarebol.den have not 

lqged beb!Dd with their 16 per cent share. It sbould be 

pointed out that although in absolute tens the nspecttve 

abare or bo:tb tbe !ft!lian sbarebolden and ot tbo parents 1D 

tbe t.otal capital iaveataent bas lncreued rupect1vely trora 

Rs. 139 lakbs 1a 1970-11 to tis. 215' lakhs 1a 1917-78 aDd troe 

Rs. 109 lakbs toRs. 131 lakbs, tbe-1r sbare 1n percentage 

tens bas steadily fa11n hoe 21 per cent in 1970.11 t o 1'+ 

per cent 1r1 19?1-18 1n tbe case of In41an ebarebol<lers and 

troa 1? per cent to 9 per cent 1.n tbe case or fo.re1p parents. 

The share ot reserves 1n total capital 1nvestsent bu on tbe 

8 Bftl'JWbere beocetortb the ovEWall riM indicate the 
increase between two end periods - 1970.71 - 19'7?-78 but the 
averase annual 1nerease l'l-as been calcQlated by averaging 
year-to-year percentage ehange over 1910.11 • 1917-18. 
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other band 1ecreased during tb13 period fro• 28 per cent t o 39 

pe.r cent (ns. 183 laltbs to Rs. 600 lakba). The sbare ot long 

ten loan.. h.-s also increased proportionatel7 (Rs. 150 lakhs to 

Rs. .354 l.akhs) to aaintain around 2 3 per cent ah are in the 

total eap1tal 1n'festsent. Bat tbe abare of long ten banking 

sources in tbe total cap1 tal inveetttent has steadily !allen 

oYer the eight yeara and that or non-banks bas steadil7 risen, 

as a res tilt tbere is ao overall decline in total long tera 

loan-s for this group. S1c1lar situation prevails in the case 

or otber tvo groups. We deal v1 tb the reasons and the tepllca­

tiou tbereQr tor this abil t 1D eapbasis fro. l.ong ter• loaaa 

fro~~ baokiDI to DOD-banking sources in tbe next section vben we 

1neat1g.ate the overall sources or finances ot these capan1es • 

.As regards second group tbe table shows tbat the total 

eapltal 1Dvestment bas rtaen troa ~s. 1348 lakhn in 197'J-11 to 

Ra. 2932 lakbs 1a 1971-78 1nd1eat1Dlt an ,overall fJise or around 

120 per cent an4 an aYerage annual rise ot 12 per cent. Tbe 

averqe tor •11bt years show tnat resenea have the b1~best 

abare, 6S per cent in the total capit.:J. investlhnt or tbts 

group roUoved by pa14-up cap1 tal, 24 per eent, an4 long ter• 

loaua, 11 per cent. !be respective share or Indian Ghare­

bol4ers and tbe parents in tbe total pa14-up capital is 13 

per cent and 11 per cent. These f1gtarea like those for tbe 

fin t group shov that t be actual contl"1bation of parents to 

total cap! tal tmestatent in tbetr subsidiaries in India is as 

·low as 13 per oent. Indian shareholders have closel7 followed 



·vt tb their 11 per cent sbare. It aboul.d be po1Dted out here 

that oYer ttle eight years the ad~1t1onal cub contr1but1ons by 

pare-nts to the shan capt tal ot their subs idiaries 1n I ndia bas 

been only Rs. 18.4? laltba (Rs. 243.9S lakbs in 1970..11 to 

Bs. 262 .. 32 lakha 1n 191?-78) anri tbat or Indian Bbarebol4ers, 

llla. lt2.63 lakba (Rs. 199.S2 lakbs to Rs. al.2.1S lakbs); as a 

result in pereent~e teNs their respect1Ye share 1n total 

capital 1rnrest~nt has deel1ne4 frog 1~ per cant to 1970..?1 t o 

9 per ceot in 197.7-78 1n tbe case o.f fore·i£0 parents ana tro• 

lS per eut. to 8 per cent in the cue ot Indian shareholders. 

The share ot resenea ac! long t.ers loans, on the otber hand , 

bas increased proport1oaately over the e1ght years to lla1nta1n 

ttle1r reapeet1ve share 1n total capital lnYest.ment at 65' per 

ceo t an4 U per cnt. 

Total capital. inwstment in tbe cue ot third group ot 

co•pan1es show a rise troll Bs. lt913.87 lakbs 1n 1970.11 to 

Rs. 1010. 36 lakbs 1n 1917-78 1nd1cat1ns an oYerall rise or .._0 

per cent and averqe annaal rise or around 6 per cent. The 

aerqe annual perceo·tage for e1gb t Tears show tbat Uke tbose 

tor earller two groups reserves bave tbe b1ghes t share. 68 per 

oeat, 1n the total capt tal 1nves tmeat or tb1s 1roup tolloved 

by paid-up eapi ta1., 2S per cent, sad long ter• loans, A per 

cent. Tbe table shuvs that in tbe total ot 2S per cent ,.,r 
paid-up cap1 tal, the sbare of rore1p parents 1s 17 per cent 

an4 tbat or Indian sbarebolders, 8 per cent. Vot only thes e 

percentage shares ot botb t.be rore1ga and I ndlan shareholders 
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to total capital 1nftstllent 1s lov, they hoe at tbe saa ti•e 

risen very •ars1nally over eight years, 197o-n to 1917-18 -

trot~ Rs. 946.02 lakbs, Rs. 966.10 lakhs 1n tbe case or fore1sn 

sbarebol4,ers, aDd trom Rs. ~S.l8 lakhs to F.s. '+S4.63 lakbs 1n 

the case ot 'Indian shareholders. As a result in percentage 

te~ tbe there or parents in total ca~ital inves tment has 

4eclla.tt f 'rott 19 per cent 1n 1910-71 to lit per cent in 1977-?8 

and that ot Indian shareholders tro.-. 9 per cent to 6 per cent. 

"f'be share or reaenes and long ten loans, on tbe other hand, 

hue 1ncnued aceord1nr.ly over the etgbt yean to •a1nta1n., 

their sbare 1D eap1 tel 1n'fes t.aent at 6~ per cent and Cl per cent 

napeo t1•el7. 

rbe stat1st1ca 1n ~e precediug sections sbov tbat s•aller 

coapanles 111 Group I bave registered the b1shut annual grovtb 

( 13 per eect) ln thelr total cap!. tal 'lnnstaent owr tbe e1gbt 

year period, 1911)..11 - 191?-78, rouoved by oediua~ sized co-. 

puies in second eroup ( 12 per cent) and the large sized co• 

panies in tbe third group ( 6 per cent). A cot~®D feattU'e that 

ve notice in all tb.e tbree groups 1s a relatively small share 

or casb contr1but1on:s to total capt tal in.es taent. Not only 

tbe cub contributions to cap1 tal 1nYestsent are low, t bey 
. 

have charuter1st1cally risen only •arcinal.lJ oyer the eight 

year period UDder stwt7, v1 tb tbe rest.Jl.t that in percentqe 

tezta their sbare in total capital inveataent bas largel7 

talleo. !he aggregate t1gures tor all tbe tbree groups s hov 

that their total eapttal 1nYeStllent baa risen fro11 its. 6922.41 
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lakbs 1n 1970-?1 to Rs. 11469.1t-8 lakhs in 1971-?A 1nd1cat1Da an 

over-all rise of ~.6 per cot~ average amntal rise ot around B 

J)er eent. ·Tbe aYerage for e1gbt J9&n abov that reeenes have 

t be Mgbest, 6; per e.ent share in tbe total capt t al 1nYes ttaent 

ot dnaa '!'I'Cs, tollowed by paid. up capt. tal, 2~ per eeot, and lone 

ter• loans, 10 per cent. Oat ot a 25' per cent share ot paid-up 

caJ)l tal 1a the t ot al capt t al in.estatent, f!)reip parents holcl lit 

per ent share and India shareholders 11 per cent. Foreign 

pareats added only an additional aount or l'ta. 40.1A lallbs t o 

tbeir or111na1 contributions or Rs. 1166. S6 lakbs or paid-up 

capt tel ud Indian shareholders added Ra . lSt+. ' ' lakhs to their 

or1g1aal cootributloa ot ns. 916.lt2 lakbs or ftbare capt tal. As 

a result OYer the e1gbt years, 1970..11 - 1917-78 their shaTe ln 

total cap1 tal 1DYea tcent declined by 6 percentage points ( 16.8$ 

per cent in 19?0.11 t o l .O.S3 per cent in 1977-78) 1n the case 

~t foreign parent• an4 by about -. percentqe points (13.24 per 

eeat to 9.33 per cent) 1n tbe ease ot Indian shareholders. The 

ftuaene funds aDd tbe long ten loans on t.be other bend baYe 

•aiD~ tbe1r respect1Ye percentage share• 1n total capital 

1nes t.weot ovins t.o a proportionat e increase 1n tbe1r absolute 

oounta oYer tbe eight years . 

one tbln,tt tbat beCO!Ies upl.y clear tro11 oar c!1souss1on 

th"s rar 1e that the drug TICs bave built up substantial re­

sanes wbicll coaprise a large share i n tbe1r total capt tal 

1DYestrsent. A part ot t beae resenes have also been ased rroa 

t1H t.o time for e~i tal is atton. ! t vould be in teres t1og to 
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lcDOV at tb1a point the pro.fl t Qpropria~poltcies of dru1 TNCs 

detertt1D1Dg tbe dis tr-1b.at1on ot their profits betveeo diYidends 

and ret.alne<l eamlft.p. ?'or, as mentioned earlier, 1 t is the 

approprtat1oD poltciu ot oo•pan1es that datenine the <11Yis l on 

ot earnings betveu P&J'Hnts to shareholders anti retained earn­

in«s to be used for the future ~~tb Gr t.be oo.-pany. Altbouf,tb 

bot b grovtb aDd dividends are deairable 1n short run they stand 

1n contrast to each other. A hilb rate ot dividends 1•ply less 

retained earnings Vhich could res\llt 1n larser reliance . .,n 

external ttmds ant! Uoe •ena. In the .following section we 

fi~t br1etl1 cos.ent on the usual profit appropriation aethods 

or eoepaDles. This la follove4 by an ex•tnatlon ot absolute 

and relative d1str1b~t1on at pre-tax profi t s between taxes, 

dividends and retained earnings acrose the tbree groups ot coa­

pantes. ve tben analyse the following four d1 Yidend pay-out 

nt.loa : ( aj 41 vtden:ls on t9tal and paid-up eapt tal, (b) diYi­

dends on net worth, (c) diVidends on profit s before tax, and. 

( d ) dt Ytdends on pror1 t atter tax. 

~rotit Appropriation 

Tbe fin t obligation to be e~et out of profl ts or a eos­

pany are corporation tax and tntorest paymen~ s tollcwed by 

s t atutory transter to c~rtaln reserve funds and dividends on 

preference shares. Tbe reaa1a1ng profl ts are tben npl1 t 

between ordinary shareholders and other reserve tunds. Tbe 

factors affecting tbe dividend policies detersdn1ng the p~ents 
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tG shareholders are uu.erous and warted. Tbere are, for in­

stance, legal rules governing the d.1vldend policies wbloh allov 

tbe ~at ot d1v11enda tro. tbe current year's earn1ncs or 

put 7ft&1'1 S surplgses only and restrict tbe pay~~ents out or 

capital fUDd.s. l'urther, t be casb pos1 t1on ot co•pany, the 

l.ll"genay ot 1 ts debts repqse.nts 1 1 ts profit. rat es, the rate ot 

expansion ot net worth, access to capt tal earkets arc sorae ot 

the 1mportat, though 1nter4epeDda.nt fact.ors tbat govem tbe 

41v1dertd policies or a c<>:apany. 

NonaU~, tbere eXist no legal restrictions on tbe per­

centage of profits to be distr:rib1.1ted aa d1Y1d.ends. llhat the 

widely foUovred practice 1a to •alnt.ain a a table ratA or di v1-

4ends over tbe years. Even 1t tbe earntncs ot a co•~any rise 

at a raster rate, the increase 1D d1 vtdends ls usually allowed 

only v1 tb a lag. Tbe d.i vidend payants are inc reued onlJ' 

vhen tb• rise 1n earn1np appear sustainable. And once they 

are increased, strenuoas efforts are •ade to •alntaln the• at 

the new increased level, despite tbe tall in prot1ts, it any, 

tn su.beequent years. Only when i ·t beeoaes elear that tbe eam-

1np are not go1ag to recover, <toea a tall 1n the d1Y1den4 pay­

out ratio allowed. 

'fbe dividend payGtent.s 1n India are governed by tbe Com. 

panles lot 19S6. This act auoded tn 1914- drastically changed, 

inter al.1a, tbe eXist.ing dividend pl'OY1s1ons ot the Cospan1es 

Act 1»7 inserting tbe nev Sub-section (2A) to Section 20$ u 

also nev Sections 20SA aDd 20SB. Tbe A.ct lays down that 
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d1•1dend should be paid Gnly out or the orort ts avallable e.f'ter 

proY1d1og for 4eprec1at1on as ·per rules a.."t-1 also after t re.ns­

feniag an UOW1t ot 10 per cent or the profits t o reaenes. 

Tbe Mendent has 1otroduCQ4 another prons10D ataad at pre-

Yen tin& eoaapan1n tro• pqing d1 Vidends out -'3t acoamulat ed 

profits ot any ot the previous year or yaars, except under 

spec-ial cirCWtStances such aa 1n the event ot inadequacy or 

absence of protit.s 1D aDJ' year. 1'h8 goYernaeot. in order to 

cheek that. tbe corporate proti ta are not tn ttered away by way 

or d1stl'1but1on ~r large dividends, sMetl•s t•poses a s t atu­

tory liatt 012 the distribution ot 41v14ends. Sucb a statutory 

11•1t on tbe distribution or divldeods.-Scaeb a stat.t.ttory 11•1-t 

vas ;>laced ror two years in 19'11t when tbe government prolllll.gate4 

cor.ap.aD1ea (Tempora17 Restriettoa on Dividends) ord1nenee on 

.rw.,. 6, 19,... This ordinance restricted tbe •axlt~u'» di tJtribut­

aole pror1 ts to 33 113 per c•nt or tbe net prot1 t.4J ot a co•P&nJ' 

or e attount required to 1>81 12 per cent dl vid•nd on tbe taee 

val~e or tbe equity sbares and preference shares or the coapany, 

wbieb.ever is less. 

?able S.~ (1D tbe appeDCSls) sbovs tbe posttlon regarding 

profits beto?e tax, protlta atter tax, tax p.,aeat, dividend 

paysea ts and tbe retained earnings for our tbree groups ot 

drug ooepaoles oYer tbe e1sht. pars, 19?0.'n • 1971-78. Colwm 

12 shova the percentage dlatri~tion ot pre-tu pro1'1ts between 

tal'<stvidends and retained earnings (also Figure S.l). Colan 

13 throu•~h 17 shows various dtvtdend rati,s . :Je first exSIIine 



TAX 60 °/o 
Group 1 ( Small) 

DIVIDENDS 20°/o 

Group U ( Medium ) 

EARNINGS 20 °/o 

All GROUPS 

Group ru ( Large) 
... 

FIG- 5:1: Percentage distribution of profits before tax of drug TNCs 
Averages : 1970 I 71 -77178 . 



the trends 1D absolute dist ribUtlOD ot pre.t u prot i ta between 

taxes, 41Y1dends and reta1ne4 earninaa. 

D1atribut1oa o:E Pre-tg Profits 

Colwm 6 in tbe f able 5'.4 shove that w1 th the ris e 1n 

eam1DIS over t.be eight J'e&rs, 191~11 to 1971-78 tbe tax con­

tr1but1oa ot ctrus TICs baa s tea41ly r1sa by ll6 per cent 

(Ba. l!>q,.35' lakbs to Rs. 217.26 lalths) to tbe cue ot ttrat 

group or COIIPaDiea, bJ 131 per oeat (Rs. 39S.81. lakba to 

fla. 913.U lakbs) 1a tbe case ot second grot~p or oo• panies and 
ct. 

byt~ cosparat1ttel7 a lover, 60 per cent (Ra. 107S.43 l .akbs to 

Ra. 1120.,.. lakbs) 1D the case ot tb1r4 group ot eotl?a.D1es. 

Tbe aYerqe for tbis perto4 above that the tbree croups armua111 

cant1'1bute respectiwely, Rs. l AS lakbs 1 ~s. 684 lakbs m4 

Rs. U)S laths as toes to t be goverument and tbat t bese pay­

eents llave r1se12 aDIUlall.J' r>J 12.~0 per cent, 13.1S' per cent and 

2 ... 60 per out in tbe case o-r tbe three respeet1Ye ~ups . Tbe 

ag&naate dat a tor all tbe three groups show t hat oYer t he 

e1cht years, 197a..n to 1971-78, the tax eoatr1but1ons b7 dNI 

'l'lfCs bave 1ncreue4 by 82 per cent (Rs. 15'99.99 lekbs to 

Ra. 2911.11 lakbs) depicting an average aDDual r1se ot 12.26 

per cent. Drug TICs on an &Yerage are contr1but1ns annually 

a sizeable BIIOW'lt or Rs. 2001. lakbs as taxes to the go•nn ent . 

Colua 8 1n t.be table shows tbe a tlsolut e aount ot 

dividend dis tr1bute4 each year by c011pan1es and colwm 9 

deptota the azmual increase in t.bes e distributions . Tbe eoaon 
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teatw-e wl tb regard to dividend distribllt loa 1n the case ot all 

t he tbree grou;s 1s a tall 1D the 41~4end pay8enta during tbe 

tvo -rear period., 1914-761 vbeu t.he Co.panlea ( t.ellporary r estric­

t ion oD d1v14end:a) Ordinance was 1n force.. Barring these t.wo 

7ears tbe d1v1den4 P&J11eDta bave steadUy ris en oYer the eigbt 

,.ears, 19?0-11 to 111?-18, 1n the case or all tbe three groups. 

Thus, 1n tbe ease or tint aroup they rose by nearl}' three-fold 

Ol a. ?1.79 lakbs t.o Rs. 80.69 lakbs) dep1ot1Dc an average annual 

rise ot 27.1t.S per cent. In t be case of seooad croup over tba 

•- per1o4 tbe d1Y14ea4 p.,_nt.a N3e by l)S per cent (Rs . 113 

laldls to Ra. 26S.?I+ lakhs) 1!141oat1Dg an &Yer,qe ann11al rl~e or 
15.22 par ceDt. And 1n tbe cue of tb1r4 group they rose bJ 

63 per cent (Rs. 367.~0 luba t.o Rs. 600 lakhs) abov1ng an 

average armaal rise or 9.69 par cent. !'bus tbe htgbest. srovtb 

1n d1 videDd. papeata onr tbe period 191o-n to 1977-78 occurred 

1n tbe case or saaller c~antes in Group t ( 27.t.S per cant) 

followed bJ fl8d1a •1aed coapaaies ot Oroap II (1S.2' per cent) 

and laqe sized oo•~anies or Group III (9.69 per cent). Tbe 

accnttate n pre a tor all the tbree groups sbow tbat the 

d1v1den4 p.-r-ta b7 :ton1gn clNg coapanles increased ~ naarl,. 

100 per ceot (Ra. S·tl2.29 laldls to Be. C)lt6.t.3 lakbs) oYer t~ 

e1«bt ,.. .... , 1910.11 to 1977-78, depicting an e:rerqe annual 

rise ot 11.72 per ceat. 

Ooll111D 10 1D tbe table shows tbe absolute aiiOUDt or 
prot1 ta ret.ai.Md ••arT year tn tbe bGstness by tbree croups ot 

druc c08:>an1es and colu=o 11 the trendfl therein over tbo years. 
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It should be Doted that. as a result ot restriction on the d1s­

tr1but1oa ot d1Yidenda, tbe ~istrtbUted dividends ahov a de. 

cline 1n 19?4-15'. fh1s fall in d1v1dead d1str1button 1s re­

flected la a st.ant fleet increase 1n retained earnings during 

tbe •- year. During the next year, h~ver, companies 1n­

cnasa4 t.heil' dividend distr1but1on at~bstant1ally and u a 

result tbo reta1.rled aarntnga sbov a distinct decline. It sq 

alao be noted. tbat daring the years 19?4-76 prof1 tabUt ty tn 

tbe drug 1Ddus tr.r had a get back. The average tor e1 ght yean 

show tbat tbe retained eamlngs or three groups or dru! co• 

panies h~e r1sen annually by reapeet1vel~ 9.47 per cent, 1S.48 

per cent and. 13.88 per cent. Thus the med1WI sized c011pan1es 

bad tbe btabest annual rise in their retained earnings tolloved 

by large an4 •~all staed c~pan1es. The aggregate data tor all 

tbe three groups show an annual rise ot around 10 per cent in 

reta1Ded earfting.s ot drug c011pan1es. 

Colan 12 1n tbe table sbova the pattern ot pre-tax d1s­

tzt1but10Jl of profl ts be tveea taxes, d1 Y1denda ao4 retained earn­

ln«•• '!'be etgbt yean aDnUal average sb011s tbat out or e-wery 

Rs. 100 earnecl by t1rst group or dng coapao1es 1 Rs. ~ go as 

taxes, Ra. 16 are paleS out as dividend~ and Rs. 26 are plougbe4 

back tn tbe bus1nesa. In the cue ot seeoad group the dis tri­

but ion la : Rs. 6S u taus, ·:1a. 11 u d1v1dends and as. 18 as 

retained e.arniDgs. In tb• ease ot third croup tbe (!1~ tribut1on 

patt.ern 1• : Ra. ~1 as taus, Rs. ~3 as dividends and ns. 21') as 



ret aiDed eam1aga. Thus , after tbe papent ot taus, t be large 

stsed cospantea 1n Gro.ap I!I distribgt-e the highest uount 

(Rs. 23) as d1Y1dands followed by .. dtwa ( Ra. 11) and. st~all 

alzad C011panies ( Rs. 16). Aa regards reta1ned earnings the 

toreso!ng ttaures sbov tbat the seall sized eap11111es are 

plougb1ng back the highest uount ( Rs. 26) follovact by large 

{lis. 20) anc.t H41a s1aecl eo•panles (Ra. 18). The aggregate 

data ror all tbe three croups show the pre-tax 41stJ1.batton ot 

prot1ta between tues, d1n·deft4s and retained eamlngs i s ot tbe 

order 60:20:20. That 1s to s-.y auty per oent ot earn1n1s ot 

tore1gD d.rq C:OIIpan:les aft paid out as taxes . to the IOY8rDiiGDt 

and tbe balance 1s equll.y cl1strt.bllte4 between d1Yldends and 

re tat ned e87D1Dgfle 

D1J1f•!!4 iar-oyt Ratios 

Aa stated ea:rl1er, we exuiDe 1n tb1s seotloo tour 

d1Y1dend pq-out ratios 1 (a) d1 Y1den48 on total 8M paid-up 

ealrt tal, (b) d1Y1dends on net worth, (cl 41Y14ends Ota prott t 

before t ax, and (d) diridends on protita attar t ,u. Tbe9e 

ratios appear in ! able ;.a. in the appendix (als o Fl1are S.2) 

Separate 41Y1deD4 pq-out ratios on tb8 paid-up CC)mponent 

of the share cap1 tal are vorkad out t o exaine tbe nact r ates 

ot return OD tbe contributed cub cotapOnent or tbe share 

capital by the shareholders. Very often it so happentJ that 

oving to rapid oap1tal1sat1oa, tbe rat es or retnm on sh"" 

capt tal tends to decline wbereaa 1D real t eNS the absolute 

a110uat o f' d1 Yideftds cltstrlbuted :~ay be sotng up. 
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90r---------------------------------~~ 
OIV = Dividends . 

SC: Share Capital . 

PUC:: Paid U> Capital. 

NW = Net worth. 

PBT = Profit before ta>c. 

PAT= Profit after tax 

• • 

DIVn:\J 

.. 

o~~--~--~~~7~3-~~--~7.~~-~~~~~~~~~~~~~--

-- YEARS .-

FIG-5-2:01vldend rates of pharmaceutical TNCs. 
All groups. 1970-71 -1977·78. 
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Colwms 13 and 14 1a tbe table S.lt sbov the percentace ot 

d1v1deaia 41str1buted on the total. and ga1d-up c011poneot ot the 

a hue eap1 tal by tbree groups of dnc oo•pantes. In tbe cue 

ot all tbe three groups then is 4eol11le in tbis pe'!'centage 

4ur1Dc tbe tvo year period, 19?4-76, ovJ.Dg to tbe restrtcttcms 

plaee4 b.r tbe covent~ent on tbe declaration ot d1vide:Jds, ex­

plai.Ded eal'lier. Bani.Dc tbese two 7eers, tbe first group ot 

co•pea1e.s abow a rise of ?.It-S percentqe potat:a (6.65' per cent 

to llt.l~ per cea·t) tn tbelr declared <11 ndeftds on total sban 

capital and a rise ot 9.S1 percentage po1ats ( 39.86 per cent to 

a.s.a.3 per ceat) on tbeir paid-up co•ponent ot tbe sbare cap1tal, 

awer tbe yean 1910-71 to 1911-18. fbe aeraae tor tb1s per1o4 

sbowa tbat amaall.T Group I co•pantes 41atr1bute 11.33 per cent 

ot dtY14eD4a on their total share capital and ~t~t.d+ per cent or 
d1Y1dends em the paid-up eoeponent ot tbe sbare cap1 tal. The 

second croup ot c.oapaaies on the other bed sbov a nse or 7.3 

pereentap pg1ats (19.22 per cent to 26.5'2 per eent) 1n ·tbetr 

d1str1but1on ot d1Y14ett4s oa total sbal'e capt tal, and a rise 

ot S'l.t.S' parcentap points (S2.91 per cent to lot.. 36 per cent) 

i.e., nearly a 100 per cent rise tn their d1tJtr1.butlon or 
41rl4eads on tbe paid-up cosponent or ·the sbare eapi tal o•er 

the e11l'lt 7ears, 1910..11 to 191'1-18. T-be ayerage tor this 

period shove that annually Group II cOtlpaDles ere 41stnbut 1ng 

22.S7 per cent or d1Y14en4• on tbeir total sbare capital and 

?4.80 per cet or d1Y1d.ends on tb.e paid-Gp eoapone.nt ot tbe 

abare cap1 tal. Tbe third croup, however, sbov a decline ot 
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3.21 penentqe points (19.68 per cent to 16.4? -per cent) in 

tbelr declared d1Y14eD4s on tbe total 9bare capital but a rise 

or 2S.l3 percentage potnta (S2.SO per cent to 1?.63 per cent) 

1a tbe1r d1a t.rlbl.ltiOD ot d1 ~14ends oa t be "Paid.&ap ooapooont ot 

tbe sbare oapital ove,. tbe ellbt year perlo-1, 1970.11 to 1971-?8. 

Tbas OGt or tbree ·groups, second IJ'Oup ls d1str1butin! tbe 

bipeat. pePcentqe Ot c1i'YideD4s both OD tbe total aDd Oft the 

paid-up COIIpoD8Dt ot 1ta aban capital tolloved by tbe tb1r4 

aDd tbe first croup. It should be J01Dtecl out bere tbat. a ••'7 
lara• rate of d1Yictend d1strlbut1on on t.he paid-up cOfal)ODent ot 

the shan c.,ital sl~Mttes that the sbanbolden hue alreacly 

recon~ tbetr origtDal capt tel. eoatributlons and that any 

further receipt ot dividends 1a an usolute cap1 tal ga1n to 

tbe•. The absolute and tbe relattw d1spers10ft ( Table 5'. ,.) 

sbov tbat the tb1r4 group 1s Dost COD91atent 1n its d1str1ba­

tloa or cl1Y14eds on tba total sbare eapttal toUoved by tbe 

seoon4 ad the r1rat ll'OUP• As regal"da the distribution or 

d1 'fldenda oa tbe patc.t.up coapoDent ot the sbare cap! tal t.bose 

two statistical ftu'ires are· least in tbe case ot tint group 

foU·oved bT the t.h1Jid and tbe second aroup. The aggregate 

ttpres tor all tbe tbN:e grouJ)S shOV that t.be dls tr1btltloD ot 

41 v14eD<ls on tbe total a bare cap1 tal by roretp drug eot~panies 

ls tatrl7 eon.istat around 17.60 per cent - also tbe average 

tor e11bt 7ears., 1970.11 t o 191?-18. But the 41str1butJ.oD of 

41v1dends OD tbe paid-up co•poaerst ot t.be sb.re capital OYe r 
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TMle ~tlt Ar1 tb•tlc Ham, Anolute aD<l Relat.1Ye D1spen1oras 
ot D1.,14en4s nates ; 191o-n - 1917-18 

-------------------------------
Dlvtdend as peroeDtqe ot 

-~~-~~~-----~~--~------~~~~~---~~-PBT PAT Sban capital l et 
·····------~~~ wortb 
! a tal Pa14-up - - ~ ~ ~ ~ ~ - - ~ ~ ~ -- - ~ ~ -~ ~ - - ~ ~ ~ - ~ - - - -

Mt!J! 
I 1~.34 ~.21 ll.33 ...... ~ ~.AS 

II 16."- \1.69 22.51 .,a..oB 9.14 

III 23.1 .. S2.70 11.36 S8.60 8.18 

I-III 19.79 ».9.71 11.60 60.16 7.93 

I tMdard De'!1at.1011 

I ... 01 1,.,.. 3.60 S.96 1.S7 

I J 1.?8 s.o3 3.00 16.9S 1.24 

lti 6.59 8.28 2.30 8.81 1.06 

I-III 3.09 6.69 1.9 .. 8. 81 1.01 

c0ett1c1et ot VH1at10! 

I 21.00 33.00 32.00 13.S3 2'1.00 

II n.oo u.oo 13.00 22.66 13.S7 

III 28.00 16.00 13.0J 1$.03 13.00 

I-III 16.00 13.00 n.oo 1 .... ,... 13.00 

-------------------------------
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this por1Gd show a nee ot 21.1'5 percentage points (~.08 per 

eent to 19.03 per cent) tbe averqe tor vblcb v~ru out t o be 

60.16 per oeat. Absolate an4 tbe nlat1•e d1spera1on tor both, 

tbe total and tbe pa14.up coapoae t. ot tee 1 bare capl tal show 

tbat drug '!'lOa are fairly conalatent ln dividend. distribution 

poltc1ea on tbetr share oapltal. 

Aa nauds the 41atrlbutloa ot d1ri.dencSs oft net vortb, 

all tbe three groups show a tall 1a tbe perceDtap clurtng tbe 

two ,..ar pel'iod 1~76, especially in 191S-76. Despite tb1s 

fall, bovner, tbe t1rat poap sbova • owrall. rise ot 2.63 

percentep polDta ( ... 26 per cent to 6.89 per ceDtl 1D 1 ts cU.s­

tr1but1oa ot 41v14uda on net vortb ower the e1gbt yean, 

1910.11 to 1977-?81 ttle averaae tor vblob works out to be S.83 

per oeat. l"be aeoond end tbe third groups em tbe otber band do 

not sbov 81J7 def1D1 te 1noreu1Dc or tall1De trends 1D tbelr 

percentage dlstr1hut1oa ot d1v1dema oD net vortbs. 'Ibis per­

oant.qe 1n t.be eue ot botb tbese sroups baa retta1Decl nuetuat-

1111 arotm4 their reepecU.ve . ...,. or etsbt ,ears, 9.14 per 

cent and 8.18 per eeot. fbus tbe secoa4 group 1s tbe larges t 

d1.str1butor ot <11w14e1148 on its net worth followed by third 

aftd. the first ~up. !'he absolute ad the relattYe 4tsporstOD 

abov that tbe large ,roup 1s •ost OOftS1st.ent 1D lta 41s trlbu­

t10D of d1v1den4s OD net vortb tolloved by second and the tint 

group. The q~eaate ttsuru tor al.l tbe tbree 1roups shov 

that druc TICs cltstr1bote arouad 8 per eent 41Y1d.enda on tbe1r 

net worth an4 tbat they are !.S.rly ccm•1•tent in t heir 
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polleiea towarda tbis 41stftbatloft. 

P1aally, tvo ratloa - 41.tdena d1strlbut1on on protlt 

~ton tax and -prortt after tax rell&in to be ex•1De4. Colwm 

16 1D tbe Table abowa tbe dutrtbuttoa ot cS1Y1den4s u perou­

tqe ot profits before tu. iles1des a tall 1D the case ot all 

tbe three ll'OUP! cluriDg tvo years, l<rA-?6, tbls pe-roentqe 

ahoQ sl1Rbtl7 erratic albeit rlsiDa tnn4a 1n tbe c•• ot 

nnt groap, but 1a rather conatstent in tbe cue ot second and 

tb1rtl croapa. !be e1gbt ,eara oerqe shows tbat the armu&l 

rate ot 41YLdeDd. distrib\ltloD as per cerat ot pro.tu protl ts 

b7 our tbree groups ot 4rus o011palea ts respectl Yely 15'. J1t. 

per cet, 16.t.S per ent and 23.1a. per cent. Thus the tbll'd 

!ro11P h• the laraeat •bare or lts beton tax profits go1nc u 

d1 Y14eacla to 1 ta sharebolcSers tollowe4 by the secOD4 aDd tbe 

tint troap. But tbe absolute aad tbe rel.at1Ye cllsperslon 

sbow that 1 t ls tbe •dta 91Hd aot~panies tbat are •ost con­

sistent in tbe1r 41strlbat-1oa or Pl'e-t.u prot! ts as d1Yldend.a 

to tbe1r sbanho14en followed bf' lara• and s•al.l s1ze4 coa. 

pantes. 9 Tb• &glftl&te tlBWU tor all the thne croups sbow 

tbat 4ru.g mea cl1st.r1tnlte aroun4 20 per cent ot tbe1r pre.tax 

profita as d1v1deds to their •bareholden and. tbat they ta1rly 

eoD81ateat 1ft their pollcles tovar4a tbi• dlstrlbatlon. 

Colusa 1? 4ep1ot1ag dtndeada u percentage ot prortt 

atter tu 1Dtt1oate nactuatiDr trends tn tbe case of all the 

9 S•all sized ca.pao1es b.ve a oo•parat1Yely bigber rela. 
tift d1apen1oD W1 tb a s11aller aea:n 1D relation to tbe larger 
sroup. 



tbree poups ewe-r the eight years, 1970..11 to 197?-18. novewr, 

the average, tbe absolute an4 tbe relat1~e dispersion tor this 

.Pe'Pio4 abo¥ that tbe n41• s1aed eoapartles of eroup I I are 

eoaparatlYely •oFe consls tent. 1a tbelr pereent age d1atr1but1on 

ot attar tu PNtlts u 41Y14ncla tollovecl by lvsa sized COli­

pates o~ Group In an4 s•all st•ecl n•pante-s of o~up I. l'be 

anaual aftrqe tor eiallt ,ears ahov that large a1•d c011pan!es 

are the b1gbest 41atr1butoi'S (5'2.10 paJl oent) ot tlla1r attar 

tax p.-ottts as 41ndeuda, tollowe4 bJ' 11841a sized (47.69 per 

eeut) and ••all s1se4 C011paft'lea ( 38.27 per cent). 'lbe 8111'8-

sate figures tor all tbe three groups ebov that tore1p drtae 

0011pan1es 41str1bute arouD4 SO per au\ ot tbe1r after tax 

profits as 41v14ea4a tG tbe1r sbanhol4en. 

A brief recap1 tulat1a of tbe inter srot~P pertor•ances 

rep.t'dlDI dl-ftdend ap-proprlattoa pol1ctea u reneotect tn tbe 

tongolar rat.1o analpt• voul4 be wol'tbvhlle at thls 3uncture 

bet'"on ve proceed to exalline a d-eta1led breakdoVD ot soul'Cea 

ot finance tor- drug ftea. To be ltD v1 tb, we found that atter 

tbe ,.,._ent ot taxes the eaaller 0011l)alliea in Group t are 41s­

tnbut1DI t'be 1oveat aount ot d1Yic1ends to the1r abareboldera 

vherl coapue4 to otber two groups. Aa a result vbereas the 

retld.De4 earaiap for tbls t1nt poup when co•pand to otber 

tvo aroupa ue tbe b1peat. tbelr 41Yidead PQ'.OUt ratios are 

tbe loves t. .l caparlaoa betveea the seOODd and third croup 

sbova tbat larger eapaD1es in Group III are cl1atr1but1Dg tbe 



Mebeat ao-uat ~r 41Y14en4a and conaequently their d1Y1den4 

P&7•0Ut ratios oa prottts before tu and profit s attar tax are 

also bigher cottpare4 to •ed1a st.zecl c011~1es ot Oroap II. 

Sat the ae41wa a1ae4 coatpa1es have tbe b1gbest d1Y1den4 pq. 

out ratio oa tbe1r sban capital aDd ttet. wortb sun•• t..1ng a 

better d1-vidend :p.,-oat pertoniiDCe with a relat1•ely s•al.ler 

oap1 tal bue and sharebolden• funds. 

the discasaioa 1n the prevlol&l sections Unas tar 0D11 

hipllgbts tbe tact that our eaf'l1er contentlora tbat drtag TICs 

ow1Ds to tbe1r ••arket pover" teacl to eam large prot1 ts aad b7 

~ ot bi.p a110ua ts ot pl.oQgb backs and allo bJ' v., or larse 

uoat of loeal long teN borrowings-, ultt•ately con to own 

a subetent1a1. part ot tbe1r assets through loeall7 raised 

finance, 1a wal14. What re1181as to be sea is it besides their 

large nlJ.ece oa locally • pneratacl• and • rats eel• tlnarsoes 

tbe.se COIIPSD1ee have also aete4 as net ezporters ot tunds by 

way ot uceea ot rerd. t tanees oYer eara1nga ln tonip exclumt•• 

We de.,ota next ebapter to discuss tbts vi tal 1s•ue• Hera 1D 

tbe n•a1D1DI aeotlona ve au1oe tbe oYerall pos1 t1oa reaard.-

1DJ aoarces ( aa4 asea) or !mads bJ 4nl TKCs 1D India. Por 

tbe sake ot ecmnaience we 41Y14e oar d1aCJUa1oD based OD 

Table S.2 tmder toUov1zag t1ve be-adlnp. 

I) I a tarnal and eatemel. sources ot t111ance 

II) IDtemal aO\lrou : Sbare ot shan capital, Besenes 

and Prov1a10D11 
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III) External sources : Share or paid-up 0 _,1tal, loa1 
ten loans, abort ten loan a, aD4 aun4r;r cnd1 ton 

tVa) Long teJ'II loans t Share ot baDid.DI and non-baDIIlDI 

sources 

(!Vb) Sovoee ot t:aon-baDklag lODS teN borrowJ.Dp 

Va) Short ten loaoa : Sbare or baDid.Dg aDd noo-b&Dk-

1ng sources 

Vb) sources ot abort ten DOD-bantct.ng borrovlnp 

In the toUovtn1 sections vblle ucertatnln1 t he estant 

ot reliance ot drus 0011pu1" OD Yartoua atore .. ntloned aouroea 

ot t1De10es, ve tint eaatae tbe owrall rise or fall in these 

soureu oYer the e1rbt yean UDder sta47. 'ftlls 1a tben follow­

ad by an eza111aatloa or tbelr peroentaae abU'e tn tbe total 

s-oureea ot' tan4s and aueb other releYant issues. 

I. 

eel aD P aD<I G 1D Tel• ~.2 sboV tbe pod t1on regardins 

tot.l quant• of iDternal an4 ezternel finance tor dru1 co• 

panlea and tbelr growth onr tbe elsbt 78&r pert~, 19?0.11 to 

1977-'78. 'lbe table above that 1Dtemel t&Ulds 1n tbe case ot 

tint sroap of corapaa1ea baYe stead117 rls• (except tor 197S.16 

vbeD tbey sbow a deelifte, ower tbe pNYiou year) ti'OII as. 3Jlt..98 

lakbs 1ra 1910.'11 to Rs. 1S11.66 lakbs la 197?-?A tndlcat las an 

oftrall rue ot 310 per cent and ••rare annuAl rise ot 33 

per ceDt. Iat.emal tunc1s ot second group of eot~pante.a on the 



other b&Dd 1ncreu-.4 4urtDg thts same period trota Rs . ll~A.83 

laltb.a ·t.o Rs. 3162.S'O lakhs 1D41cat1D& a coaparat1ftl7 s•aller 

overall rise of 166 per cent Or an a•eztage ammal tncreue or 

lS per cent. 1"1Dal17, the tblrd sro11p clurlng tbts period n­

rtstend • rise ot 100 per cent ira its 1!tternal tun4s, Ra.3616.62 

l .atcbs to Ra. 7399 ... 3 lakb:a, 1nd1caUils M &Yerap unual rise ot 

U per out. !'bus 1D eisbt ~ara tbe sealler eoapanies ot 

oroup l rea1aterecl h18Mst armual prowtb in their 111t.emal 

tuads toUoved b7 eedtu sized enl'anlea or Group II and larp 

siaed oapard.es ot Group III. &uncate t1gures tor all tbe 

t hes-e poups shov tbat toreiga 4n& C011PB1es tnereasecl tba1r 

t-otal lDt.raal. hada troa Rs. Sl'+0 ... 3 laldts 1n 197o-n t.o 

Ra. 12133.S9 lakbs 1D 1911•78 1Ddlcat.1Dg en O'Mral.l ris e ot 136 

per ce~~t aDd a-reraga annual nse ~ 13 per cent. 

As regards external tuDtU tile table stlcNa tbat S.n tbe 

case ot fin·t group tbese twds increas-ed trora Rs. 1·08S.2S 

laleba 1D 19?0.11 to R•• 206?.69 lakbs 1D 1917-?8 clep1otlng an 

OYerall rlae of 90 per eent aD4 aa average amaual rise ot 10 

per ceat. And 1n tbe ease or seooD4 group they tnonased troa 

Re. l361.U lakbs toRs. 231).38 lalibs 11ta1cattng • oYePall 

nse o~ _,.. per eent and u averaae SDDUal. nse ot 9 per cent. 

?1Dal17', tbe tblrd p-oop 4e1Ds this pel'lod sbova a nse ho• 

!ls. 3S89.ol+ lakbs to Bs. sus.9S lekbs in its esteraal hlds 

tnd1catinl a oo•paratl••lY snller O'ferall rise of .. 3 per cent 

an4 nenp 8Dttual rlse ot ~.~ per out. !bus 111te tbose tor 

J.Dtemal tuDds, Group I cupan1es ng1sten4 btpest annual 



1raoreue 1n their extemal tunds tollove4 bJ' Group I I an<! llroup 

Il.I COIIpulea. Alcrecate data tor all tho t.bre• cro'lps sbov 

t.bat tontp cb'ug coapan1ea reaiatered a rlae 1D their external 

tuads froa Rs. 603S.It.O lakhs 1D 1970.11 to Ra. 9561.~ lakbs 1n 

1917-78 dep1ettnc an oYerall rise or aroun4 60 per cent and an 

••rase tmllual rise ot 1 per ont. 

Tbe trends 1ft pt!t-centage shan of internal and external 

aoaro•s of Ctmds to total sources ot tads tor the ent ire eisbt 

rear pe.rto4 under stud,. an nproduoec! 1ft Table 5'.6. These 

'l'!Jtle S.6s Peroetaae Sbare or Intemal Pt.m48 (IF) ad 
• btenal Funds ( 9) lll the Total FiaancH of 

Drq l'WCs : 1910-11. • 1971-78 

-------------------------------Year Group tlroup Group I.JFOU}) I • 
I II. III G~up III ......... .......... --- ---IF : £P I F 1 EP I F ; EF I F : EF 

-------------------------------
1910.71 2lt- : '16 41 : S3 so: S'O 46: 9+ 

1911-12 26:7lt- 49: n S'2 I 48 lt-8 I 5'2 

1912-73 31: 69 491 Sl n t ,., 48: 5'2 

1913-?'t 33 : 61 ~~ n s~ : ~s so: Sl 

191lt-1,. S.2 : S8 46: S1J S3 I lt.? 49 1 11 

191>.76 n: ?3 ~:t.6 '51: 43 S2 : 48 

19'16-7? )6: 64 ~6 : ltlt ')1 I l,. 3 5'3 : 41 

19'17-78 43: S?. ')1 : &.3 S9: 41 5'6 : .... 

191o.?l -
19??-?8 33: 61 Slt l.c) S4: .. , ~() : so 

------------ -------------------
.§9HC! : Table 5' .2 



286 

percentages vb1cb are fairl7 eons1s tent owe~ tbe e1sbt yean 

sbov tbe deeree ot nl.laaee on these tvo souroea or tunds by 

our three groups ot drug oot~pantl!s. Tbe awerqe tor e1J}lt ,ean 

sbov tbat large 001'pu1ea lD Group III baYe tbe h1gbaat Nlioce 

. em itlternal sourcu <st. -per cent) followed by 11&41ua sized coa­

pames or Oroup II (Sl per oent) arl4 snll sized co•, an1ea ot 

Oroup I ( 33 per cent). CovenelJ't the saaller cot~pmles re­

liance oo tbe external sovoea ls the hlgbut (67 per cettt) 

tollovecl by •ella at zed coapanles ( le.9 per cent) an4 larp sised 

COilpan1ea (~ per cent.). Ac1reaate ctata tor all the t.bree 

croups sbov tbat tbe internal and eztemal sources hue SO per 

ceat aban eacb 1D tbe total finances ot tore1p ctrq ca~~pe1es 

1D Irdia. 

II. 

A.a st.at ed earller, c-ap1tal.1se4 part or the sban capital, 

resenes and prOY1s1oas CODStltute tbe lntemal tan4s. Table . . 

S.2 show Ulat ewer tbe e1gbt year ;ter1od, 1970.11 to 19'17-7~, 

tbe share capital ot first IJ'OUP or drug cos?an1os increased 

r~ Rs. 19.~9 lakbs to ns. 219.69 lakbs tndicat1ng an owerall 

rise or 176 pel" cent .and an aYeTage amaual 1nc1'ease ot 19 per 

ceJ!t. Tbe sbal'e ca91 tal ot second group, 011 the otber band, 

1nonuecl 4ur1Dg tbe ••• period tr011 Ra. llti..Stt- lakbs to 

sa. 49?.68 lakbs depicting an o-.erall ris e o r ~ per oent aD4 

an average anoual increase or 22 _per cent. Finally, tbe tbir 4 

1roup reels terecl <luriD€; tbia perloc:l a rise 1n 1 ts abare oap1 tal 



fro• Ra. 616.4 3 lakbs to Ra. 2221.18 lalche deplcttog an overall 

n•• or 260 pe.r ceDt and an average amuaal 1Dcnue or 21 per 

eat. Tbeae ttauns thWI show tbat the Cfq)italls atlon (C)f 

reae:nea) proceaa u tbe fastest 1n the cue ot larcer coL 

PaDles 1D Group In v1 tb tbe result that tile rise 1n tbta eoa. 

ponont o~ tbe sbare oapltal. ctonst.1tutlnc a part or the tnt ernal 

tua4a is tbe b1peat for th1a p-oop followed by .UWD uct s -.sall 

aiaed COJipanies. lbe acgregate data tor all tbe tbNe groups 

show Ulat tbe capt taUeecl part oE tbe sbue oapl tal or tore1p 

drug c011paatea 1DczteuecS troa R•• 8t.o. S6 lekhs ln 19?o-n to 

I a. 2938.SS lakhs 111 1911-?8 1Dd1eat1Di 2S'O per cent nse ,ower 

tb1a e1,Pt. 7eera, tbat u, a nse or 20 per CaDt per aua. 

As regaJ-ds l aservas • tbe aecoad. COIIpoftent of latemal 

ttmda, t.be t'11VGS tor tho tint poup sbow tbat the SaM in­

creased troll Rs. 181.39 lakhs in 1970..11 to na. 5'99.83 lakba ln 

1911-78 1Ddteat1na • OYerall rise ot 221 per cent and an 

aYerage allftllal rise ot 19 per cent. 11M eeeond croup on tbe 

otller b•d shoW cqparat1Ml7 lover owrall rise or 161. per 

eat (lis. 61?.64 lakbs to Ba. 1627.9S lakhs) ad an uerace 

amnaal rtse ot lS per cent 1n 1 ts neenes o.Yer U. elgbt ,.ears. 

The res•"• pos1 Uoa or Ute th1r4 group aboV erntlc nuctt1a­

t 1oas over tbe period 191o.n to 191'1-73. Also betnn these 

two e.D48 ve uot1ce a relat1vel.J' ••all OYerall ala or 13 per 

cot (R•• 25'92.08 lakba t,Q lila. 2936.90 lakbs). ?bus tbe 

hiabest peroeataso increase 1D resenes onr the etgh.t yean 

bu been recorded by gall capan1e-s 1D Gro11p l followed b7 
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M41• atsed COtrpaDlea or Croup II md lar«• a1aed com1)8D1ea ot 

tlroup III. Eovewer, 1 t sbould be not-ed that a naller rise ln 

naenea ewer tbe,se elgbt years tn tbe case of c011pan1es tn 

aeeond and tb1r4 group is ov1Dc to their raster capltalisatlon 

PJ'Oeaa tbaa that ot tba tint group. Acensat.e poll tton ot 

all tbe thr .. groups abo¥ tbat tbe resanes ot rorelt;D dl'Uf 

o•panl .. 1D India re11stencl u oYerall rise ot S2 per cent 

(lts. 339).11 lakbt to Ra. n.-..68 l.aldls) OYer the eiabt years 

111d1cat1Da aD nerqe ammal rtae o~ 1 per cent. 

F1DaU7 V8 COlle to ProY1s10D8 - tbe tbircl eoutltueat ot 

btarnal ru.raa. In the ease ot tlra t lhttl' prcw1s1ons 1bov Ye'f'1 

erntto tluetuat1CJM ••pec1a1.17 bet,...-n the period 19'74-75' to 

1916-".. Tbu.s ln 1915'-16 th8J" stood at a nre H•• 39.S3 lakba 

ahotd.q a decUae ot 9'+- per ceat O'Nr tbe prenoa year. Tbls 

year vu one ot the years ()f cn4i t aqueese and 1 t ts probable 

tbat ttmds troll prO'Ylaloas were ued by the coepe1ea 1n tb1s 

II'OU·P to -t their sbort ten tlnanc1al obllrattou. ?be ver, 

neat 7ear, bovewr. i.e., in 1976-77 prortsloDs tor tbis group 

1nonase4 t.c> a.. 328.2a. lakbs sbovlral a rise ot soae 130 per 

een t. over the prnioas ,._.. Betwe.m t-be tvo end po1Jl ta, 

l910..n. to 1911-18 the provisions fo• this f1rtt croup sbov a 

n•• or 94S per cent - Rs. 12 lallbs to Hs. 75'?.14 lakbs ( tbe 

uerage amsual nae ls bovever ctuch biper- 1a.1 per ceot be­

caue ot sudden rise ot 130 per ce:a~ 1n 1916-17 onr 197$-16). 

As reprda second &JIO"P• except a tall or 14 per nat ln l~?S 

oYer 1913-?t., the rise 1D proYislODa has been ta1rly conalatent 
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wttb owerall poa1Uon sllovlng a 1Dcreue ot 1»+3 per cent 

(Ra. a.26.6S lldcha 1D 19?o.n to fta. 1036.87 laltbs lft 197?-78) 

0'9eP tbe e1gbt par period. Wl4er s tu4J'. !be tb1r4 croup shove 

8 fall ot 24 per oeDt 1D tts provl•lcaa 1ft 191'·13 o~r 1911-12, 

aDd a f'all ot 18 per cent 1a 1916-11 oYer 191S-?6. Ban1D1 

this deol1ne 18 two years tbe total quantt.t• or provtaloDa tor 

tbta crouP rose :b7 ~t;o per eent (Ba. a.oa.u lakbs to Rs.22ltl. 3S 

lakba) over tba period 19?0..n to 19'17-78. Tbus tbe blRbest 

ris·• 1D prOY1a1Ml8 o.-er these e11bt years vu reoorded. by 

sealler eowrpan1es ot Group I roUove4 b7 larce co:apantes ot 

Group III ancl .. cl1ua sized eoa.paolea of Croup II. Aggngate 

p$S1 t1oa ot all the tllne gr-oups abov that the t.otal pronsiana 

ot druc eo~~putu tacreued by tbrH and a balt told- Ra.906.76 

laldls to Rs. lt030.36 lakbs owr the elgbt pars, 1910.71 to 

1917-?8. 
Tbe tnad.s 1n peroeDtage share ot shan cap1 tal, resene 

tUDds mel prOY1s10DS 1D the total iateraal. sources ot tuads ot 

our three sroaps of drug coopuies tor tbe ent1re e1gbt ,ear 

pe-riod, 19?0..71 to 1911-'19 are reproduced below 1D a tabul.ar 

t0111 (Table S'.?).. Tbe uerap tor tbis period tbov tbat 1n tbe 

case or tln' p-oap, oat of 32 per cent sban ot 1Dternal 

tuda 1D tbe total tiaaneea, resenea aeeoWlt tor 11 per cent, 

proY1sioDI tor 10 per ee.nt and the share capital tor S pe~ 

cent.. Ia tbe ease or the secad arou~ oat ot a total or so 
per c-ent sbare of 1ntemal tunds 1a the total tt.nanees, 
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1'91• S.z: Percentqe Share ot Sbare Capital (SC) Rese"• 
Puada (RlP) aD4 Provt.aloas (PR) in the ;otal 
Iatenat "F1D81loes ot Orq ftCa 1 1970.11 to 
19?7-78 

------------- ------------------Tear Group I Group II Group III Group I. 
Group III ......... ------- ····-···- ---------SC:D:PR SC:RP:PR SC:RF:PB SCdl'F:PR 

--------------------------------
1910.71 6:13: tj 6t24tl?' 9t36s 6 6:30: 8 
19n-12 6s16: s St29:1S 8:28:16 7:27:14 
1912-13 5:19: 'I S:28:16 9:3l:U 8:29:12 
19?3-7't- S:2oa 8 4:29:16 9133:13 1:30113 
1914-?'J ,:16:23 ~:28:12 U:30:l3 8:27:1 .. 
19?5'-76 ?sl8: 2 8:25':21 U:2Ss22 . 1~:24:19 

1916-11 1:11:11 10:26:20 14:26:11 12:2~:17 

1917-18 6:16:21 9:29:19 18:2)118 14:21t:19 

197o-n-
1911-?8 S:l?:lO 6:21:1? 11:29:1S 9:2?:1S 

---- - - - - - - -- - -- - ---- -- -- --- - - - -
Sogroe : Table 5'.2. 

naenu aocouu t tor 21 per eent., provisions tor 17 per cent and 

tbe abee capital tor 6 per cent. f inally, internal tunds 

acteount for S~ per cent ~ total finances ot COJ~Van1ea 1D tbe 

tbird gnup and in this the r ese"es aoeotmt tor 29 per cent 

share, pro.lsiona tor lS per cent and tbe. sbare capital tor 11 

per ceut. Tbus 1n the ease C'Jt al1 tbe tbree groups, reserve 

t\mds aeootmt tor tbe b1«bea t share 1n tbe total 1ntemal 
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ttaucea toUove4 by prcn1s ions ad tba share oap1 tal. q gn. 

l&te figurea for all tbe tbne croaps abow that oat or a S'l 

per 08Dt abU'e Of 1Dt.enal tuoda 1D the total f1DaDCU of 

tore1p drug coepantes 1D Indta. reaenea aooount tor '1"1 per 

eeat share, ~rort.s1011s ror lS per eeDt and tbe share oapl t al 

tor 9 per caDt. 

Colan -'l.t 1D !able S.2 sbovs the post t1on regardlnl 

pa1d.up oapt tal (the cub capcmnt of the a bare capt tal) 1D 

tbe total fiDanoes ot OV three lftUps Of drug C011PaD18S OYer 

tba eipt 788ft - 1970.11 to 1.971-78. As po1Dted out earlier 

durtna our esat.Datioa ot capital 1DYestuDt position or dras 

TICs,, paid-up eapl tal does aot show fl'lll s1p1t1cat 11.ee owr 

tbe e1cbt yean 1n tbe cue of ay ot tbe tbree ptoups. Only 

1.n tbe case ot first ,roup 1 t rose b7 soae 1.2 per cent, 

Rs. 2lt8.20 lakbs ln 1910.11 toRs. 3S2.lt-l lakbs in 1911-18 

lndicat!Dg aa aerap annual rise ot S.48 oper cent. In tbe 

cue or second p-oup 1 t rose by only lt. per cent, Ra. t.1t 3. 31 

lakbs tone. ~ot..t.? lakbs OYer this period 4ep1ct1Dg an •••r­

age azmual nse or 1.90 per cant. Tbe tbird group bad tbe 

lowest rise ot only SOlie 2 per cent, ns. 13'}1..20 lakbs. to 

Ba. 1.._20.13 1akbs 1.n ita paid-up capital over thes• eigbt 

years, 1Dd1cat~DI a tne1p1t1eut anrqe annual rise ot o.~ 

per eeut. Thus ~itb ~ exception or rtrst sroup vbleh relied 
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on this •tbocl tor enbanatDs lts otpital base, the rise in paid­

up eaptt.al 1n the ease or ~econd and th!.rd poup ot eowpantes t a 

but only 111B1p1tleant. AI«Ncate data tor all the tbree II'C)UPI 

sbov Ulat total pal cl-op eapl t.al of drq TICs 1n In4la 1noreased 

tro• Re. 2082.?1 lakbs in 19?0-n to s.. 2217.61 labs in 

1911-18 represent.1D1 u oftrall I"J.se ot 9.36 per cent ed a 

••raa• aamaal nae ot OD.ly 1.29 per eeDt. 

Loq ten loans, the secoa4 COIIPODeDt or external ttmda 

ot clrq ~paaln an voadq tapped troll tvo <U.trenet souroe• • 

baaks aD4 Don-banu. Ben ve vtll concentrate on the tNnds 1D 

tbe qansate ..-owst ot loaa ter• loans fr011 botb these soureea. 

1ft a separate section below we e.xald.M the )reekdown or lons 

ten borrowiDis t1'011 baatd.ag end DOD-b-*iDI 80l.lt'CU • Data OD 

total lone ten loans 1D the oue r~t all tbe tbree groupa show 

a etead7 rise OYer the eight. 78aft euept ror a allpt. tall 

dur1q tbe chdi t 8qtl88B8 yean ot 191'f-?6. i'bWJ tbe totlll lODI 

ten loeDS ill tbe oue of tlrst p-oup ot dNI co•paD1es 1ncreas­

e4 bJ' 136 per cettt, Ra. llt9.8S lakbs ln 1970.71 to Ra. 3SI+.26 

lakbs 1o 1911-?8 representlq an average a~mual rise ot lS.Sl 

per cent. Total lea ten loaos 4unq tbls tenure in the case 

ot aeeOBd IJ'OtlP ot coapa~t1•s 1acnaaed bT ll3 pe? eent, 

~ •• 11t2.02 lakbs to R.s. 3m,.83 la:khs 1nd1oat1ng an crerqe 

annual r1•• o~ lit- per cent. Tbe third ~up repstere4 the 

lowest rt•• or oal.J' 38 per cent, Rs. 311t-.16 lakbs to R9. a.3l.S5' 
laldls 1D ita 10111 ten bonovlags 4ur1Dg tb19 pez1.o4 aboving 



293 

aD uerage aanual rtse or 6.51 "r cent. AD t•port.ant point 

vb1ch oqbt to be noted ben i s tbat the total long ten loans 

show a clear r1s1Ra trend 1D tbe oue ot all the tbree aroupa 

till 1973--,a. t ••• till tbe tint ot tbe tve J'8&1'S or 1•ple­

eeatat10D ·Of CJ'edit squeeze J)C)l.1clea. After a tall 1D tbe total 

loac ten loan ln thfte t.vo ,..an, tllq have again s t ead117 

r1sea 1D tbe CUe ot all tbe aroups. However, tbls hCOYery 

seea to be relattval7 faster 1D the case ot tint tvo groups 

tbaa 1n tbe ease ot t.b11'4 grottp. lacnsate data tor all tbe 

three sroups abow tbat. the total lou& t en loan• ot dru1 c011-

paa1ea 1acreasec1 b7 80 per cent, Rs. 606.03 lakba toRs. 1081.61. 

lalcba oyer the period 191o-n to 1977-78 repruuttna an average 

8DD11al rise of 9.22 per ee-Dt. 

Sbcw-t ten loau, t.be· t.b1r4 ~poaent or external tl­

naaeH ot drac cOIIt)aDin an also t apped tro• tvo bro.t aoureea 

- banks aod acm-bua. In a separate sect1GD belov we esaune 

the trenda an4 tbe estat ot reliance or dNI !ICs on t hese 

two ciU'tenat sourcH tor their reqld.re•nt.s ot short ter11 

loas. Here· we CODCeDt.rate oa the total quato• .ot short ten 

loans troll botb tbeae s-ources. !'rads 1ft absolut e amount ot 

total short teN loans owr Ute eight yean 1970.11 ~ 197?-78 

4ep1et e1111lu teatuna aa those tor total loBI ten loana. 

After a ate.edy rise till 1973-?'t turtber rise see• t4 hue 

been cbeetecl otdag to credit squeeu polictea 1•pleaent e4 1D 

191... For·, tbe t otal abort ten borroV:lnP show a slight 4e­

cl1ae troll that year oaw81'4a 1D the ease or all the three 



lhllliS· leYertbelesa, over the period 19?o..n to 1977-78, all 

the tbree groups reg1atere4 aa 1•presatve rise tn tbetr total 

abort terra loans. !hue 1n the ease ot first croup, total abort 

ter• loans 4u1ag this J)er1od incnased tro• Be. 383.62 lakba 

to Bs. ?lt.l.13 lakbs ahoviDc an overall ed averap armual rise 

ot 93 pe-r cent and U per cent respeot1vely. In the cue ·ot 

aeeoad .croup dllriDI tb1s period, these loans 1Dcreue4 tro• 

Re. 390.16 lakhs to Rs. 641+.89 lakbs 4epict1Da u overall anct 

sverqe amaual rise ot napect1ve1J 6S per cent an4 B.lt8 per 

cent. Finally, during tb1s aarae tenure the sbort ten bonov-

1Dp ot tbe l .arp ooaapaalas 1D tbe thinl group 1ncnue4 fro• 

tts. 911.93 lakha to Ra. 1126.60 lakhs represent1B£ an cwerall 

and annual rise ot 16 per eeat aDd 2.91 per oeDt respectlyely. 

!bus, desp1 te a 4ecUae ln tbe total uoant ot abort teN 

borrovt.Dgs 1D betveen the yean, tbe b1cbes t pereeDtqe ln. 

crease 1D the •- onr tbe e1sht years oecntrred. in tbe case 

ot naller C011paD1es 1D OfOUp t (U per cent), followed by 

-.41• siaed eo~tpan1es ot Group II (8 per eent) and 1ar1• s1H4 

eo~~paaies ot Group III ( 3 per cent). Asgregate data tor all 

the tbree aroups show tbat the total sbort ten borrow1Dga or 
torelp 4rq capafties oyer tbe eipt yean increased by lt-., 
per cent, Ba. 1,..5'.11 lallbs to P.s. 25'13.22 lakhs 1D41oat1ng an 

aYerap armual nee ot ~.92 per eeat. 

FtnallT sundry endi tors ocean1nc tbrougb trade transac-

t.1ons piOYlde cocapauiea vitb a sizeable aount or vorld.Dc 

capital. ID tbe cue ot our three groupa or eotll)anies, barrlug 
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a sl1pt. tall 1u 1011e ~eara (except tor a nlat1nl.7 larp r 22 

per ceat fall io the case or f irst group tn 191:?-?3 o.er 19n-72). 

SUD4J7 cn41 tora a bow a consistent r1se over the eirht ~ears 
~ .. 

191o.n to 1971-18. Thus 1D the cue ot rtnt aroup cwer this 

eisbt Tears tbeJ rose bJ' 104 per cent (Ra. 303.S8 lakbs to 

Bs. 619.29 lallb&) 1n the oase ot secoad croup by 139 per cent 

(Ba. 38S.S6 lakba to Rs. 922.19 laldls) aD4 1o tbo case ot third. 

potap bJ' 13S per cnt (Bs. 9U.?S lakha toRs. 21~1 .• 0'1 lakbs). 

Asgreeate data tor all tbe tbree IJ'OUPI shov that net ttUDd!7 

creditors ot druc coapantea increased by 130 per ceDt (Rs.l6M.~9 

lakhs to Ra. 3688.SS lakba) oYer the etsbt 74!&n 1ndleat.1Ds an 

Peras:e aDDUal ns• ot 13.6lto per cent. 

ID the prece41D& aeet1ons ve uaf.Ded the tJ'enda ln lft­

onue ta the absolute uoet or toW" ooaatltue'Dtt or ezteroal 

f1Daees - paid-up capital, lac ten lous, abort tent loans 

aa4 SUJ1417 er.editore, anr the period 197a..n t o 1977-?8. l'be 

~Jicutqe share ot these CGDStltuent a 1D tbe total eztemal 

tiuanoH or three aroups over these e1&bt 7ean are npr'"'llc­

ecl belov 1a a tabular tor• (Table 5'.8). !be CWIIOD featun 

betweea al1 ttse tbne sroupa 1s a decl1De 1D tbe percentage 

sbare ot pald-up capital 1n *- total external ttnaaces or 
4rq 0011pan1es. But tbe peroentase share ot long ten loans, 

short ten lC)ans and tbe atm417 en41 tors tn tba total extemal 

t1ueoes ba~• re•a1~ae4 te1rly conaistent ewe-r tbe eipt years 

ucept vttb e s11ght rise ta the penentage sban or slllldJ7 

creditors 1n tbe case ot third g.roup. !bas ou.t ot 6? per osnt 



Tp1! S,8a Percent.- Sbare ot Paid.up Capt tal (Ptt) t Lcmc 
t en Loana (LT), Sbort Ten Loana (S1') and SUDd17 
Creditors (SC) 1D tbe Total External Finances ot 
Drq !liCe s 1970.11 to 1917-18 

-------------------------------!'ear 0-.oap I Croup II Group III Oroup I • 
Group III -----······· -···-· ·---·· ··········- ... ··------PUtLTtSTaSC PU:LT:ST:SC PtJ:LT:STtSC PiJ:LTt S . sse 

... 'ta ............................... ,., .. ~ .. -- ...... ---~ 

1910..11 11:11:'-1:21 11t 6t1S:l~ 191 4:13tl3 19t Stl6:14 

1911-12 · lS: 13:26:20 16s S:l6:13 111 ltslt.tl2 11t 6t16tl .. 

191~-73 llttl~:28tllt 1 .. : S:11alS 16: 6t1Ss12 lSs 1tl7:13 

1913-~ 13:15':2S~S 121 S:l9:1S 16: 6:12:12 1 .. , 7t16tl3 
I 

l~?s lli 9t21t-:16 llt ?s18:18 131 S'tl3tl6 12: 6tl6t16 

191S-76 llttl<tt26:23 10: 6:1S:16 13: -.,ll :lS Us S:l4tl6 
' 

19*/6-71 h U: 10t21t: 19 10: ~:13:16 12t a.:lOtl? U: S':l3t17 

1971-78 lOs 1?&20: 11 9: Sal2:1? 111 3: 9117 111 5':12tl?. 

1910-11-
1911-78 13:U:2S:l8 12: 6:16:16 1St Ss12:1t. 14: 6a1S:1S 

-------------------------------

abare ot external tunde ta tbe total ttDanoes or t1rst groliPt 

sban capt tal aceounts tor 13 per ceut, lonl ten loane tor U 

l)er cent., sbo~t ten loarut tor ~ par eent and sunc!ry erod1 tors 

tor 18 per cent. In tU oase of aecon·4 group, o11t. or SO per 

cent sbare ot external tcmds 1ft tbe total t1naneH, sban 

capt tal accounts tor 12 per oent, long ten loane tor 6 per 

cent, sbort ten loaDs tor 16 per cent and sund17 ered1 t ors 
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tor 16 per ceat. F1Dally, 1n the oas.e ot third group, external 

tWJtts aceouat tor lt6 pe.r ceat or the total t1nances; tbe sbare 

ot pa14-up capt tal in tbis ta lS per cent that ot long tan 

lous, S per eeet, short ten loans 12 per cent and sGDd17 

en41 ton 1a. per cent.. An 1a,port.ant feature wb1cb this data 

depicts 1s a co•paratl~ely hlp reliance on short. teN borrow­

tass u a aouree ot external finance 1D tlle eue ot all tbe 

three groaps. W• re•ert to this uaue below. A1gregate data 

tor a1l tbe tbree CJ'OIIPS show tllat out of ~0 per cent sban ot 

eatemal tUDda 1n tha total tlnaneo ot fore1gn drug compan1os, 

pa1d-up cap1 tal accotmts tGr lit per eel t, loBI tera loPs tor 

6 per cent, •hort ten loans and stmd1'7 ereditors tor 1~ f)el' 

cent shal'e eacb. 

IV.a 

As •eot.1oae4 earUer, 1oac t.en loans an br~a417' tapp. 

e4 tro~~ two so.urces t b&Dka and non-banks. J'be trend• 1ft tbe 

1ag ten bctrrowlnp tr011 tbese tvo sources by all tbe tbree 

IJ'OUJ)S of cot~paa1ea .,aar under col.wm tCt 1D l'a!tle 5'.2. 

The table ahovs tbat tbere had beea a 41sttnct •pbas1a em 

baaks- tor 1on1 ten lo8P:8 by all t he tbree groupg till tbe 

t•pleHDtaticm of crecUt sqaaee-se policies in 191't- atter wb1cb 

tbe e•pbas!e tor lone ten b()l"rovinss shifted to non-baDkiBI 

sources. ftlu 1D tbe case et ttrst Jrot!P ot emapanies the 

loag tera bQnovlDgs tror~ baftks vb1cb vera Bs. 103.69 laldls 
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in 1910.71 1rwluall7 lftoreased to Ra. 14 3.98 lakbs 1D 1972-13 

but tben bega to decl1De and were placed at only Rs. 20.63 

lakbs to 1977-78. Tbe laD& ten bonow1ngs tros non-baaktrJ& 

a-ottrea OD the other hand, vbleb were ODly Ra. t.6.16 lakhs in 

1910.71 1aere•e4 to Its. 161.90 laldla in 1973-,.. anct turther 

to Ba. 333.63 laldle 1n 19?7-78. Tbwa 1D tbe case of tb!s tin t 

groa-p, durla1 t.be e11bt year period, tbe 1oa1 ten loans tro• 

baDk11 4ecl1ae4 by 8.0 per cent 81!4 those trom non-bauklng bornw­

:lap 1acreue4 by 600 per oeat. In tbe cue ot C011P8D1ea in 

the s•eODtt aroup, tbe total loug ten borrowiDgs troa bake 

vb:lcb vere alremy relatively ••all lD 1970-11 • as. 3.~ lakba, 

beo- an 1D 1913-74 but tben graduallJ' plcked up and were 

placed at Bs. 31.00 lakba bT tbe eDd of 1917-?B. But tbe borrov-

1Dp tJ-ocl aoa-banktns sources tor tb1s group 1acreue4 ste.U.ly 

troll Ba. 10?. 02 lakhs 1n 1'170.11 to Rs. 210.83 lakhs 1a 1911-18 

- a rise ot 90118 lSO per cent. Tbft tnnds 1n borrovlnp trorl 

banking and rton-btmkitar sources tor tbe tb1rd «rou-p or cowpantes 

are s ildlar to tbat ot tbe fin t 'Wo aroGPS. Bonavings tra 

baDU tor this poup vhlcb vere Rs. 1 '0 lakbs 1n 19?0.'11 de­

clined to rta. lOS.~O lakbs in 1913-~ but dipped still sharply 

to onl,. Ra. 2S.OO lube in 1917-18. the non-beking borrovinp 

on tbe other hand increased s tea41ly fro• as. 194-.16 lakbs ln 

1910..n to Rs ... 06.S'S lakbs 1D 1917-78. Thus tor tb1s gr oup, 

4ur1Dg e1gbt. yean., tfte lOD& ter• bonoviftgs trora banks de­

el.1rle4 by 19 per cent but tbose troa noe-banks increased by 

UO per cent. 



Tbe percentage shares dep1.ct1D1 tba t nmla la 1oag ten 

bald.ag ad DOD-blmld.Dt sources ot t'tm4s for the e1sb t :rear 

·period tor all tbe t hree 1roups of COliP&Dloa are reproduced t n 

Table S.9. 
Tile data ror tbe P!riocl 1970..11 - 1911-18 iD Table ~.9 

sbow that oa an average lcmg ten borrowtDcs oons t1 t t~ta res­

pect.1Yely U per ceat., 6 per cent and S per cent sbare 1D the 

I a!tl! S.?t Pernnteae Share or Loag Ten Dtmkiaa ( h ) and 
Rcm.banld.Dg (IB) S-ources 1D tbe Total So~tnes 
ot FiDaDMS of Drag HCa : 1970.11 • 1971-?8 

-~ - - ~ ·- ~ - - ~ ~ ~ - ~ - - - ~ ~ - ~ ~ ~ ~ - -~ - - ~ -
Year ·Group I Group n qi'O\lp III Group I • 

Group I I I 

--------~ ---- -------· -----BA siB .BA siB BA :IB B.A :D ........................ ~ ................ _ _. _____ .,.~--

1910..?1 1 : 3 1 t .. 2 : 3 2 • 3 • 

1911-12 9 • .. 1 • .. 2 • 2 3 I 3 • • • 

1912-73 8 • .. 2 t 7 1 • s 2 I '* • • 

1913-,.. '1 s 8 0 •. s • • 1 l ' 2 : 6 
' 

19~7S O~S8 : 1 o.61 s 1 1 I ~ 2 : s 
l<)ff-16 1 : 9 o.C)l. : ' o.06 : ,. 1 • • s 
1916-11 0.66 :10 o. so : .. 0.21 t a. o.42 s s 
1977-78 o.S6 : 9 o.S6 : s o. ?.o : 3 o. t.s : s 
1910.11-

4 I 1 o.81: s 0.93 : .. 2 • s 1977-78 • 

-------------- ----------------~ 



300 

total t1DaDCes or our three croups ot drug ooapan1es. And tbe 

share or banks and DOD-bank sources 1D this t otal loag ter• 

borrovtap ror tne three grollpB 1s respectt••lT a. per cent 

8DC1 1 per e&Dt; 1 per cent aod 5' per omt; and 1 per cant and 

It per e·aot. Tbe acgreaate data ror all t be tbree groups abov 

that lODI tan loans account tor 7 per eent of total finances 

ot toreiJD 4rq co•pauies lo Inclia. And tbe share ot banks 1D 

this la 2 per cent and that ot non-bank sources, S per cent. 

However, tbe str1klng feature to be noted 1n Table S.9 1s the 

ql11t7 vltb which the dn.r co•p.aniea could shitt to non-bank-

1ft! sources tor tbetr lon1 terat f1rume1al. requlnateDtt tro• 

191lt-1~ oavard• when the ored1 t equnu policies ware in roree. 

frhere is absolutely no tall lD tbe total. quantu ot loua term 

borrovlngs 1D tbe cue or 8D7 ot tbe three groups a1 tbougb tbe 

degree ot rel1aace on this source var1ea aJJODC d1ttennt groups. 

This, &ODI otber tbings, 1Dd1cates tbe tut111 t y ot a()•ernser~t 

att.npts to reatr1ct tbe cre41t suppl;r to tbe pr1Yate corporate 

•ctor witb the hel.p ot re:str1ct1Ye ol'dtnancea. The res Ults 

bere Y1 n~ sbov as to bow e011pan1es eas117 svl t ched oYer to 

unrepl.ated noa-banld.Dc sources to :aeet tbetr requirements or 
lOBI tera funds. 

!here are a nU11ber ot aon-beJJld.ng sources vbi ch can be 

tapped tor seeting the long ten requ1rennt or tund.s b7 cOII­

pantes operating in India. Tbese inclade govern~ent and tem1-
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IOYeftllleDt bo41ea, statuto17 financial coJ't)orat1ons (IFC, svc, 

et4.), lDdiu Inst1tut10Dal aaenc1es (IDBI, ICICI 1 triOC, LIC, 

etc.), tore1p 1nst1tut1oual agencies, IDd.1an and roretp 

co.panies. A detatled table depleting tbe breakdown ot n~n­

baDkiDI long ter. sources ot ttmds bJ" our three sroups ot dNI 

coaapan1es <Wer tbe tbree year period, 19?S.16 to 197?-18 appear 

1D !able S.1o. 1'b1s table_,bovever, abon that none ot tbe 

ator8ftllt10Ded sourcea are s18Ditlcant tor 1on1 ten lorms in 

tbe oase ot foreip drut c011pan1es. lbe table instead sbowa 

an oYervbelftDC nUance oa public depos1 ts as a sCJuroe or lona 

ten noa-baak1Dg ttm4a. Tbe three years anrage shov that the 

rellance ot Group I COIJPIID1es ou public deposits as a source ot 

non-baking loDg ten loans is 6'. per cent, t bat ot tba seconcl 

group is 86 per cent and tbat or the tbird croup 1s 88 b1gb u 

98 per cent. l'bus, only the astaller eo•paniea in Oroup I tapped 

a nlati:vely larger 36 per cent. of tbe1r total loag ten ncm­

beDklnc finances rroe source.s otber than public deposits. out 

,of tbis, Indian :tnati tut.1onal agencie-s accounted ror arotmd lS 

,.,r cent abare, statatoJT r1.Dancial corporat10M 13 per eeot, 

rorelgn 1Dst1tut1oaal agencies 1 per cent, an4 Indian cor~pan1ea 

2 per cent. The secwnd and third ,roups• lit- per cent and 2 -per 

cent reliance on non-publt.c deposits tor lcmg ten rwuia 1s 

sbared pn•arily by Ind18D lnstttutlonal asencles. Al&resate 

date tor tbree yean sbov that tonip dl'tlg eoatpanies tn India 

relT upto 8S per cent on public deposits tor their non-banking 



Table ~110s Jiota-beldnc Sources of Long Term 9or!'ov1DJ.S '3.t Drug TICs : 1?'75-76 - 19?7-78 

- ~ ~ ~ - -~ -~ ~ ~ - ~ ~ - ~ ~ - ~ ~ ~ ~ ~ ~ -- ~ - -~ ~ ~ ~ - ~ ~ ·~ --~ ~ ~ ~ - ~ ~ ~ - ~ ~ -~ -~ ~ - ~ ~ ~ - ~ ~ -~ ~ ~ - ~ ~ ~ ~ ~ -~ -
Group & year Statt&tGr)' !Dat1t\1t1onal Agencies Borrovtngs troa Public Tot al 

( ~s. i n l akbs ) 

t1nanc1al ----------------------------------- ----------------------------- depos i ts corporations ID<l1an Voreip I ndian - oreign 
companies co•pan1es 

4 s 1 2 3 6 1 
~-- ~ ~ ~ ~--- ~-- ~-- ~- ~ ~ ~--- ~ ~ ~ ~--- ~ ~ ~ ~- ~- ~ ~ ~ ~ ~- ~ ~ ~ ~ - · ~ ~ ~ ~-- ~ ~ ~- ~ ~ ~ ~ ~-- ~--- ~ ~-- ~ 

Oroup I 

191S-76 
1916-11 
1917-?8 

g,rog II 

1~-16 

1?76-71 

1917-18 

Croup III 

197$-16 
1976-11 
1971-?8 

3.3.03 ( llt..61) 
21.31 (9.69·) 
5'1.40 (l.S".t.l) 

---

---
-

4o.oo (17.71) 

l~.oo (12.42) 
4?.00 (14.09) 

12.~3 ($.Sl) 
16.89 (7.36) 

62.96 (23.2S> 

2.611- (0.5'8) 

1.8? (O.ltl) 

1.67 (O.It.l) 

-
32.oo {U.3S> 
2tt-.oo (7.19) 

1 .. 81 ( 3.43) 

--

15.91 ( 3.~9) 

--
1$.91 (1.21) 

- -
13.SO (4.79) -- -

- -- -- -

- -- -- -
- -

1S2.13 (6?.S?> 
1?4.09 (61.76 ) 
211.23 ( 6 3.31) 

207.25' ( 91. ')6 ) 
212.1t.S (92.61.) 

201.8? C?6.1S> 

4 36. '12 ( 95'. 93) 
4S2.'l6 (99.5"9 > 
4o4. B8 ( 99.5'9) 

22S.l6 
2rn..90 
333.63 

2?7.~9 

229.34 
2?0. 83 

45'5'.27 
453.93 
406.5'S 

1 315'. 7'1 

---------------------------------------------------------------------------groul! l•I II 

191S-16 33.03 ( ).64) SS.l? (6.o8) 23.12 (2.61) - - ?96.10 (13?.61) 90q. 02 

19.16-77 21.31 (2.83) 5"3.76 C5".S1) )2.00 ( 3.32) 13.5'0 (1.40 ) - ~38.60 ( 86. 89) 965'.17 

1971-?8 51.40 ($.~) 111.63 (U.Ol+) att.oo (2.3?) - - 82 3. 9S ( Jn.. 5' 0 ) 1 ()11.01 

~ -~ ~ ~ - - ~ ~ - ~ -- ~ - ~ --~ -- - - ~ ~ ~ ~ ~ ~ ~ - - - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ --~ ~ - ~ - ~ - ~ ~ ~ - ~ ~ ~ -~ - ~ ~ -~ ~ - -~ ~ ~ 

- 111.14 ( 3.S7) 220.S6 (7.6'J) 79.?2 (2.76) 1 3.SO (O.lt-7) - 245q.6q (85.2S> 2 84. 20 - ~ ~ - - ~ - ~ ~ - ~ ~ ~ ~ ~ ~ ·~ ~ ~ ~ ~ ~ - ~ ~ - . -~ -~ -~ ~ ~ ~ ~ ~ - ~ ~ -- ~ ~ ~ - -- ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ -~ ~ --~ ~ 

!tot! : 'f-'i gures in braekete indicate -pereentsges to the total 1n that J'lUltt. 
s ouret : Com;>any Amnaal Accounts/Report$. 
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long ten twJds, the balance being shared mainly lJ7 atatutoJT 

t1Danc1al corporations and Indian 1nst1 tut lonal aaenclea. 

'·· 
Short ten borrovlDcs are al.ao tapped h'o• two broad 

sovcea - 'baDks and non-b&Dks. Row ZU ln Table S.2 sbova tbe 

rellaDOe on tbese tvo sources bJ' our tbroe groups ot dNg eom­

panias. Data in th••• row abov that banks aecount tor a large 

proportion ot tbe total short ten cred1 t or drug c011pan1es . 

AD4 aecora4ly tbe rel1aace of eruc co11pan1es on tbls source h• 

1Dereased, esvecially tro• l~-1S onwards. Thus tbe total. 

short ten tunds tro• tllis 1JC>urce in the oue o f n.rat group ot 

coaapaDies raglatered a nearly two-fold rise fro~~ Ra. 2)4.8~ 

lakhs in 1970.71 to Bs. 69S.98 lakb!J 1n 19?1-?8. But tbe borrov-

1ngs trot~ nota-banking source• during tb1s period deol1oed trmt 

Rs. llt3.?7 lakbs lD 1910.11. to Ra. S8.10 lakhs ln 19?~-76 and 

turtner to Ba. ~JS.?S lakbs 1D 1917-'18 sboviq 69 1)81" eent ran 
oYer 1970.71. S1•1lar situation prevailed 1n the case ot 

secoDCl and third groaap or coQan1es. Total bank bonov1n1s in 

tba case or seconcS group rose frM 'Rs. 28?.9S lakbs in 19'1<>-n 

to aa. ~1.2S lakbs in 197?-78 dep1et1nl a 123 per cent ri se. 

!ut borrovlAgs tro• non-bonk1DI sourcoa declineti frott Rs.102.21 

lakbs 1n 191o-11 t o Bs. 72.o8 lakbs in 191S.76 and rartber to 

oDl.T Rs. 3.61+ lakbs tn 1911-78 sbovin& a nearly 100 per cent 

tall over 1970.11. Total bank borrow1aga in t.be ease ot tb1rd 

sroup w1ch vera Tis. 731.29 lakbs in 19'10..11 tucreaaad to 
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Its. 1001.-.60 lakba 1ft 1971~18 lnd1cat1.rla so .. 31 per oent rise. 

But borrowtnss trow nora-bank §ouroes declined rro• Rs . 240.64 

lakbs la ltJ?o-n to Jls. 147.08 lakbs 1n 197~-76 and rurtber to 

Rs. 122.00 lakbs. 1n 1917-18 - a tall or arollftd So per eent o•er 

191t>-11. 'l'be coablaed position ot all tbe three sroups shov 

that vbereaa tbe sbort t•n borrovtngs froa banks du~Jns 1910..?1 

- 1911-18 1nereue4 ~ R? per cant ( Rs.l2S't.09 lakba to 

Bs. 2)1.1.83 lObs) the borrowt.nsa tro• noe-benklng sources 

4unaa the sue period doel1eed b7 6S per ceDt (Ra. 491.62 

lakhs to Ra. 111.39 lalcbs). We s!.lggest tbe tollovins as a probable 

ezpl•at1on for this sh1tt or espbaau tor short teN loans from 

noa.baoklnl to bankt.Dg sources. 

DtU'1.DI our d1settsi10D ora lcmg ten bantdng and non-bank­

ing sources or rumcla tor our thre-e sroops ot dra.~c coapaniu ve 

noted tbat during and atter the period ot cred1 t squeeae 

(19?'t-76), tbe lone ten borrovtop tro• banks had dec11ne4 ancl 

tbose tro• ooa-banklng sources, especially fro• the public 

4epos1 ts, bad risen. An4 durtag our 41scuss1on on abort ten 

bazt1t1D& and non-banld.DI sCNrce.s ve obsene4 tbat duriDg the 

period ot credit squeeae, the sbort t•n borrowing ot tbese 

coapaDles trosa b81lks bat r1•en ud those tn» non-bank1DI 

sources, especially, tbe public depoolts bad t'alleD. Tbe 

reuou tor this cmance iu eapbuia ou tbe sources or tinan.ces 

could be u tollova. With tbe 1aple..atat1on or cre41 t squeeze 

policies iDYol.ViDJ restrietlcma on long ten bank borrov1np, 

the cGt~pan1ea resort to lema tens public deposits. AD 1ncn-eased 



aubaer1pt1on ot tbese de~slts vbieb otrer bigher interest 

rates, leave less scope ror 11opp!ng up f urther depoaits tor 

abort. ten periods vbicb W1\lal.l7 carrr low 1Dteres t rates co-. 

pared to lone ten ·depoa1 ta. 1be companies t .ben reYert t o banks 

tor tbeir short ter. needs or funds vb1ob are rather easily 

procured a, aiDs t. inventories. '!'base loans are al!JO Ye17 otten 

renevetl every year. Aa stated tb1s 1a only a probable explana­

tion su.bJect to rurtlser 1oYes t1gat1on. 

A cletalle4 table 4ep1ct1ng tbe sow-e•s ot non-bank1og 

ahort ter• credit ror our three aroups ot c011panies o•er the 

period 191S-76 - 1971-78 appears below 1n Table s.u. Tbta 

table indicates a paraount t•portance or p~ab11c depo!J1 ts u a 

sovoa or ahort ten non-banking cred1 t for 4rog coapanies. 

':'he goven•eut aDd selli-co•emoent bodles, statutory t1nano1al 

corporation• and rore1p 1Dst1tut1onal agencies bave nro sbue 

ot abort ten credit 1a the total s-hort teN non-b&Dklng 

ADd the rewa1n1ng sources -

Inclian 1nst1tattonal acenclea, I nd.tau and foreisn co11pantes 

eater to Oflly a traction ot total short ten non-banldna cre41t 

or t.bese e~pantes. !'be ayerage for three years show that tbe 

reliance on public clepos1 ts u a source or sbort. ten non-bank­

tug; credit is 91 per cent tor the first group, St. per cent tor 

the seoon4 group and 100 ,er cent for the tb1 t'd poup. In the 



Tab).t $.lJat Mon.baDid.D& Sources or Short Ter• Borrov1ngs ot Dl'~l TNCs s 191S-16 to 1917-78 

(Rs.ln lakbs) - - -- - -- - - - - - - - - - - - - - - - - -- - - - - - - - - - ----. - - - - - -Group a 1 as t1 tutlonal Publ1e Total 
year aguciea Bonovtnra tra depoS-its 

------------------ --------------------Indian Pore- Indlen P'ontp 
lp compara1ea 001D'Pan1ea 

1 2 3 .. '$ 6 -- - - - -~ - ~ - - ~ - -~ -- ~ - - - ---- - ~ - - - - ~ ~ - - ~ - - ~ ~ -- - - ~ 
O£oga I 
197S-76 - - lS'.OO (2S,82) - 43.10 (?lt.l8) S8.lo 
1976-71 - - - - S?. 9't ( 100.00) ,.,.94 
19'11-79 - - - - "'"·" (100,00) '5.1'5 
Tgta1 - - 15'.00 (9.27) - la.tl."/9 (9?.73) 161.'19 

Si£!2!!1 II 
g ' 1975'-76 ,.12 (7.10) - - - 66,96 (9~.90) ?2.08 

1976-?1 - - - 3.61+ (100,00) - 3.61+ 
1977-78 - - - 3.6l. (100,0~) - 3.~ 

I9tal s.12 (6,4S> - - ?,28 (9.17) 66.96 < aa., 38> ?9.36 
S'i£2UR Ill 
191~-16 - - - - 1 ... 7.08 (100,00) 147.08 
1916-11 - - - - 131.37 ~100,00) 13'5. 31 
1977-78 - - - - 122,00 100,00 ) 1~.oo 

.I,ot.al. - - - - ltolt.,ltS <too.oo> a.ot..a.~ 

nr2sm 1•111 
19'15-16 S.l2 (l,AS> - lS.oo ( '),41) - 2S7.lt. (92.7lt) 2'11.26 

1~6-" - - - ),64- ~~:fil ll1:~ ~98.1~~ i~:l 1 7?- - - - 3.64 97.8 

Iotal. 5'.12 (0.19) - 15'.00 (2. 32) 1.28 (1.13) 618,20 C9S.?6> 645'.60 
- - - ~ ~ ~ -- - ~ - - ~ - - ~ ~ ~ -~ ~ -~ ~ ~ - - ~ ~ ~ --- - -~ ~ - - - -~ - - -
Note t Fi gures ln tbe braek ts indicate percenta~es to total for that yoar, 
sourg,e : Co11pany Annual Aecounts/Reports , 



case or t1rst sroup, the balanee 9 per cent is pro•lded by 

IndtaD eoQanies. In t.be case of 9GC<md group, the balance 

16 per cent is sbared bT torelp ( 9 per cent) and Indian 00.._ 

panies ( 1 per cent). The aggrecate figures tor all t.he tbree 

groups sbov that JNbllc depos1 ta aecotmt. ror 96 per cent ot 

tbetr total short ten ncm-banklag finance, the balance 4 per 

cent being snared ~ Indian aDd foreign COGpanles and I ndtan 

1nst1tut1onal agencies. 

Before ve proceed further t.vo re~nant obsenat1ons are 

reqt.t1Hd to be aa4e at. th1s J1112ctve. The t1ro t is conoem1ng 

the short tera borrowt.np ot foreign 1rug cor~pan1es and tbe 

seecmd concerns tbe pros and eons of publte depos1 t s rat sed by 

tbese ca.pan1es. 

It is 80Utlaes argued that the abort ten loans although 

shown as aucb on paper, are reneved year attar 1ear and hence 

1n actual teras they becae long t.en. 'l'bts is aa14 to be a 

widely toUwed p!'aettoe by emtpan1es. A finance 11anapr or 

one ot tbe leadiftg drus transnat iouals in India contirt»ed the 

Yalldlt7 ot tbis process, to tb1s author. Although there is· no 

tangible eY14eace to prare tbis practice ot companias' utili s­

ing short-t.er• loans for long tena purpoaes, tbe ratio or sbare 

capital plus long t eN borrovings to net t1se4 asaeta, does to 

so•e extent reYeal vhe ther or not th short tere borrowings 

have been used to acquire t1xecl assets. For, nortlally, abare 

oap1 tal plus long t.en loans sboW.d equal ttxed as seta. l t the 

rati o 1s lesa than ODe, the 1nd1eat1on is that short term 
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borrovlni S bave been used to acquire t1ze4 asaot.s. I r the ratio 

ia greater tban one, the 1n41oat1<m 1s that the vorld.ng capit al 

includes part or the sban capt tal ao4 long tent loans. A 

-.anat.1on or r-atio or 1:1 •ay su«reat 1acreue in share caPital 

and loog ten borrovlngs ha'l1ng no s1gD1tieant correspcmcitag 

1Doreaae 1ft capital expe-Ddit '-lre on f1u4 uaeta. 

Table S.l2 prueots tbe ratio of pa1C.up capt tal plus 

lone ten loaM to net t1xe4 uaets oYer tbe e1gbt year period 

1970.71 - 1911-78 tor our tbne ~roups of ~•pan1es. The table 

IUl• S.12: P: at1o of Share Capt tal Plua Lone Tena BorrovlDss 
to let Fixed A.saets - 1!)70.11 - 191?-19 

--~~---~---~~~~~~~~~--~~-~-~~~-~ 
Year Ot'Of.IP Group Croup oroap I • 

I II III oroap III 
-~--~--~---~~--~---~~--~~~~-~-~-

1910.11 0.91 1 .• 10 1.~ 1.03 

1971-72 0.91 1.08 1.01 1.02 

1912-73 o.91t tl,96 1.17 1.09 

1913-'A- 0,99 0.91 l.lS 1.06 

19'14-?S o.ss 1.03 1.19 1.10 

lCJ?S-76 1.03 1.02 1.16 1.10 

1916-11 0.99 1.08 1.31 1.20 

1911-18 1.03 1.03 1.lt.6 1.27 

1910..11-
1911-18 o.rn 1.03 1.19 l.U 

- - - - ~ ~ -~ - -· - ~ - ~ ------------------
§0!£9! : Table s.2 aDd Coepany AJmWll Aecoata/Reports. 
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sbova tbat this ratio 1a slightly less tban one tn tbe case ot 

a•all cospantes ot Oroup I 1nc11cat1ng tbe poga1b111 ty or thea a 

c.panlea beiDa acqlllred rued uaet.s Vitb tbe belp or short 

ten loans. The ratlo ln t.be cue ot secon4 group ot co•pant s 

~•r tbe eight years 1s seen tluct11at1Da arouacS ODe susges tlng 

that no .s1p1t1cant cornspond1Dc increase 1n t1xed asaets has 

occurred v1tb an 1nerease tn sbare c-apital aD<l lODg ten l oans. 

ADd finally the ratlo ts usually greater t han one OYer tbe 

fl8J1.od 19?0-11 - 1911-78 in the case or large co~panles or Oroup 

III 1Dci1eat1Dc tbat tbe v-orkio& capital tor thla sat or 1ar1• 

c011panle-s f..Dcluda part of share capt tal aDd loac ten loans. 

CoaiDg to tbe issue ot p~bl1c deposits, tbere are a 

DUIIber oE reaaoas Wbicb induce the 4epos1"'"ors and the cot~paDles 

to resort to tbe•. The tint bu1c reason 1s tbe d1tterent1al 

rates ot interests on these deposits ettered b.r COS8&rc1al banks 

and noa-baDki-DI C081)BD1ea. l'be coapanies, os peciall.y the new 

coapantea soliclttag deposits ~ro. the public otter bl«ber 

uurest rates tbaa tbose prnall1ftg 1D the •arket. \rlh~eas the 

interest rates on deposl ts ot couere1al batiks are regulated by 

tbe central baDk, till recent ly tbere vaa .oo direct regulation 

ot the interest rates paid b1 noa-bank1ng co•paotu ( NBCa) on 

depos1 ts ra1aed by tbe •• 10 Seeaodly, slace no collateral 

security 1s aeeded tor these 4epos1t5 tbey are r atber ea11 to 

raise on tbe part ot t he co•pantea. 'l'btr<Sly, an added advantage 

10 AD upper 11e1t or lS per cent is be1DI placed by RBI on 
8 ucb deposits raised by NBCa. Tbere ts also a llllit on tbe 
quantu• ot deposits a company may ralse trom tbe public and 
also the 5barebolders. 
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or tbese depostts 1s tbat no obllgatiou are placed oYer tbe1r 

uses. Finally, a.s ve noticed earlier, public de post ta beeo•e a 

poteat1al source or funds cl..artng tb.e tenure or governant•s 

ctf'ecli t squeeze policies. 

?be ob.Jectiona to public d.eJK)sits artso out ot the tact 

tbat tbey distort tbe interest rate pattern and raise tuacta at 

tbe cost or banks. Seccmdly, since these deposl b are unsecur­

ed, 4epasl ton hue no uattrance or gett1Dg the11 back their •oney 

in the event o~ 0011~•s failure. U "nlirclly, it is said that 

tbe fads raised by w.., or public de-post t.1 are orten used tor 

aeet1Dg •argiD requ1reHDt.a et.lpalated by banks on tbe1r adYances 

thus 4eteat1Dg the purpose UDderlJiDI the cret!1 t control •oasures. 

11Dally, it. 1• alle&ed tbat tbese 4epoa1ts are also used, partt. 

c\llarly bJ tradlft« co&tpaD1es, tor speeulat1 ve boardtnp ot coao­

dl tlaa rest.al t1.Dg in 1nfiat1oaary prossures. Since the end t1se 

ot aocb tWids cannot be easily controlled, they are likely to 

be 41•erte4 1Dto non-priority sectors and used ror unproduct1Ye 

purpoges.12 

A sat.tant1al 1ncreue in cottpany depost ta tro11 the public 

po!fea a tbreat not so web to t'be bent deposits but to tbe 

cndit planD1nl and errect1Ye CIOftetary policy. Tbe corrrd.ttee on 

11 It 1s boveYer arcued tbat a oertaln dogne ot rlsk 1• 
_, 1an1 table ooacoai tant to hiper ll'lterest rates otter-
ed by these c011paaies on the deposita. 

12 Reaene Bank of In41at Report ot tbe Study CFOU'P on 
lfon-bBDklDI Cospan1es (1915'1, P• 31. 
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publlo 4epos1 ta t»1Dted out that tbe dependence or non-bank1Dg 

DOD-rtaanc1al coepaa1u on depoai ta has teraded to increase tro. 

nearly Ba. 100 crores at the end of March 1912 to Rs . 1300 

CI'CWea at the encl or March l<)?S. Tbis meetJs on aera1e these 

eotapanlea tapped Rs. 200 crorea per yea:r trow tbis source. The 

1•pl1cat1oDs of sueb bleb quantu• ot public deposits could be 

aenous tor tbey em distort pleD prt.orltlea for cnd1t alloca­

t1oD aDd boper contractlonary monetary ))l)llcy. The vbole 

obJect.1ft ot redaciDg sectoral .ad reslonal 1ebalanoes 1n cnd1 t 

allocation could be deteate4 and n&lODal dis pari ties accentuat­

ed. AD effective aeuure to ebeok the unproductive nov ot 

public depOSita vould be to prohibit oon-pr1or1ty e011pan1ea troa 

accept1Dg depoalta r~ public. 

Detore we turn to tbe Dext aect1on on uses ot funds 1 t would 

be interesting to quote brteny sou s tat1a-t1ca b1gbl1gbt1ng tbe 

c-oncumtratlve nat lU'8 ot public deposits in Ia41a. 'l'be latest 

sur.ey by RBI 13 sbova tbat by the end. or 1976, out ot S640 

reporting COilpmlea, 1389 (2; per cent) pabl1c llaited non­

r1naDc1al COII'panlea held 61. 3 per cent ( Rs. 367 crores out ot 

a total ot ,...,. crores) deposl ta ot all non-banting COIIPtmies; 

lt-90 ( 8.7 per cent) public 11•1 ted rtnancial C~J•pen1ea bel4 

12.9 per coat (Rs. 10.3 crores), S'l( 0.94 per cent) public 

Uelted •isaellaneous oon-banldas coepantes held 1.8 per eent 

(A a. 10 crorea) sbare ot paabl1e depos1 ts or all NICs. Tbe 

13 Resene Bank of tnd.1a(..Bttllet1o, Dec:esber 1979, PP• ~1~-
834. 
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reaat.n1ng 18 Pit r ce.nt t)f tbe depos1 ts (Ra. 98 crores ) ve~e shared 

bT 2200 prt.vat.e 11•1 ted non-n.canelal coe~pames vhteb bQ14 9 

per ceftt. (Rs. lt-9.3 crores) share, 903 t1nanctal co•panles wb1ob 

bald 3.7 per cent share (Fs. 20 ... erores) and 6 ~ a1scellaneous 

noa-banJciD& co•paatea lllhlob held S.l per c:ont shan ( Rs. 28 

crorea) or to-tal public deposita. 

Funda are put to a Yarlet.J' or uaes by ttras. These in­

clude wau ot ttmtta tor tbe espus1on or fixed aa .. ts, bolcl1Da 

or 1aventor1ea, ilrfestraent 1n 1.Ddutr1al aeC\lrJ.Uea, as loans 

and a!Yuces to suba141u1es an4 to other CO&II)anies under tbe 

sue saqe-t or as 4etened pqaenta, deposit balances with 

coveftlftDts ant! otber partte.a or as debtor balances. Besides, 

cash ad bank bal.aDCes represtmt .readUy &Yallable 11qutd tund.s 

•alata1ned by cnpantee to ••t their day to day obligations. 

!be sode or utilisation ot funds depend largely upon tbe nature 

ot t he lftdutry t.be !in l s engiapd ln. For instance lt the 

industry is blghly capital 1ntens1Ye, a larp portion or funds 

ettber ltmeft.ted, 1nternall1' or raised externally, would go into 

t be for•atloD ot net tizecl aseeta. ADd 1D case ot t11'11s engapd 

1a sueb aet1v1t1es as ooutructtone, a large port10D ot funds 

mq oe bl.Ue4 in tn•entorlea. 

Table S.13 4ep1cta the P')S1 t1on regardinc soll!'cea and uses 

ot r unds (also Ftcare S.4 tor uea or funds an4 net capital 

torwatloD) 'b7 our three IH\lPS of drag coapaniea oYer tbe eight 
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year period. Colua 2 represents tbe tot al •ount. o f funds 

ua1lable each year, Colt~a 3 tbe increase therein over tbe 

pre-rtoa year, Colum lt. to 1 tbe •bare or lntemal and external 

aoureea ta this 1Dcreaae. Tbe uses 914e sbov tbe ariOUftt ot 

tunda ued 1n the ton~atloa or oet t1hd assets (Cal.8), 1DYen­

tor1ea (Col.lO), tbe uouat 101D1 out. as debtor balance• (Col. 

12). Tbe lut coltan on tbe usee aide (Col.l4) under tbe bead­

ing •Others• lnclwte eash an4 bank balance, lne.st!lents an4 

otber •1scellaaeou asseta. However, 90 per cent ot tot al 

uount under tb1a beadiq is accounted tor bJ' cub and baDil 

. balances. Coluaa 16 abova position resardlnc net capital rona. 

t.iota. Sllaee ve ba'la already dealt in de tall w1 tb the sources 

ot tWlf!s ve conoeotrate below oa tbe explaraat.ton or patt ern ot 

QS81 of fumla by tbese COIIpan1ea. 

As regar4a f1nt creap, the average tor e11bt ,-ears sbov 

tbat 17 per cot ot the total atld.l t1onal fGDt!s ra1se4 eYel7 

.,.ar are used tor tba ~ion or ttud uaet-s, 1+ per cent 

are held up 1n the lnY&ntortes, 26 per cent go out u d.ebtor 

balances IID4 23 per cent are beld as cuh and b•k balances. 

AD i•portat po1Dt worthy ot note is tbe ercect ot crecll t 

squeen on t.bla ~· Duri.ns tbe tvo year tenure ot cndi t 

squene .• 191lt•?6, especially ln 191S-16 tbere is a st1ddeD 

4eelille 1D botb tbe net tiud aasets tonatt<m an4 t.DYentones 

and alao lD tbe debt or, easb and ,bank balanees. Wbat.eYer a4dt­

t1oas to rue4 assets and inventories bas occarre4 1a b1 vaa or 
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ut1Usat1on ot llqut4 balances. A.a rer ar4a net capltal roroa­

ttoa the data tor tbe Pftriod 191'-71 to 1977-79 shows that tbts 

&roup ed.de<l R s. U38 lakhs wortb ot net eal't tal to t he bus1nes 8 

OYer t hese e1gbt 78US 1nd1cat1Dg m a•erase aruuaal ae t add1-

t1oa ot ns. 163 lakbs. 

Aa nrarda second group, e1sbt ,.ears &Yerage shove that 

20 per eeat ot .Sditional funds raised every year are use4 by 

tb1a croup tor the ezpana1ou of ttxed UHts, t.5' l)er cent are 

used tor: 1nentor1es-, let per cent. so out as debtor balance• and 

2S per c&Dt are bel4 as cub an4 bank balances. 'tbla croup als o 

sbova, tboqb a caparatively lesser tspact or cn41t squeese 

on its aecpd.s1t1oa and uses of nm4• during 1914-76. Tbe d at a 

ror the period 1910..71 to 1911-?8 sbova tbat tbte group aclded 

net cap1 tal vort'b Rs. 19$0 lakba to the business representing 

an uerqe annual adcl1 t1on ot aet capt tal vortb ns. 219 lakhs. 

As reearcla tb1rd ,roup, eiabt yean average tnct1oatu t hat 

a co.-parativ•ly lover, 10 per cent ot addi t ional funds raised by 

this sroup enry year are ased tor tbe expana10D of tue4 uaets, 

40 per ceat an aae4 tor lnveutones, 22 per cent. so out as 

del) tor balMcea, and 21 per eent are held u oasb and bank 

balances. Tbia aroup does not sbov any undae t•pact or cnc11 t 

squeen aa- 1 ts addi t10Dal acqais 1 tlon aod utU1s at1on or tundJJ . 

However, a larger 81 per cent ot total tuncls rai sed ta 1914-?? 

are seen blocked in 1nnntortes 1ft tbat year. 'l'b1s I JIOtlP 

seAerated aet capital to tbe esteat ot Rs. :!690 lakba oYer tbo 

period 197l-71 to 1917-78 depicting an aYerage annual addi t ion 
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or Rs. 381. lakhs vortb or net capital to tbe business. 

We notice fro• tbe toreso1ag tbat out or tbe three groupg
1 

tbe second group 1-s utilising tbe b1tbest l»J"Centage or tts 

additionally raised funds e•er.r 7ear tor tbe rorsat1on ot tixed 

assets f'<tlloved by s•all and. large ,roup. Furthenore, this 

. group has also tbe highest percentage ot addit ionally raised 

tunt!a colD« 1Dto 1nwnt.or1u followed bJ tbe large and tbe saall 

g?Oap. Howe•er, the uount go1DI out as sundry debtors ts tbo 

higbest tor the first group rolloved by tbe third and tbe second 

group. As regards incr-euu 1n 11qu14 balances, the third 

group 1s roua4 holding tbe bighest aount or atldlt1onal tunds 

ralse4 every year as casb aDd bank balances followed by med1WI 

an<! s•all s1se4 fins. It sbould be :tent.t..oooc! hera that earller 

ve toUDd tbe ratio or ;»aid-up cal'l tal plus long ten borrovinp 

to Det tiSed assets being greater tban one tor large Rroup 

1nd1cat1nl tbe posa1b111ty or this group Q~1ng long terll loans 

tor short ten purposes. An l•portant point vorthy of' note 

1D Table 5'.13 is a relatively higb percentage or total tunds 

raised eve17 year sotng 1!1to 1oyentor1es. tt vou14 be vortbvbtle 

to turther 1DY8St1gate tbe C~it1on of tbe5e inventories to 

see as to bov •uch ot tbese inventories are raw materials, work 

in progress, and tln1she4 goods. It is poss1!)le that a large 

portion of' tot.al inventories or <!rug eOttpantes co•prtses or rav 

•aterials vbtcb tbey pile up by way ot stra1gbt t•~rt.s or by way 

()! purchases fro• s·rc botb to ensure a steady supply (or raw 

•aterials) an4 also to hedge against 1nflatton. 
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Agsre·sa\e dat a tor e1gbt yean lo tbe case or all t he thr ee 

groups co.b1ne4 sbov tnat only 1; per oent ot ac:lat t1onal tUDds 

ra1ae4 •••17 year by dng TICs are at111sed by tbett t .>r tbe 

&equ1s1tloa of f1z~ asset, 40 per cent are used ror tn•entorles, 

20 per cent go out as 4ebtor balances and 2S per cent are aa1a­

ta1oed as liquid balmces. Tbe fact. that drog eoaspan1tts do not 

spud a larse aaount or tbeir add1 tionall7 ra1sed tunds on tbe 

tonat.lOD of tlxecl assets sbould coee as no surprlse e1nce the 

pbuweoeutloal iadut17 1s1 as ve have noted earlier, bi&bly 

skill 1oteas1ve and not eapl tal lntenslYe. As reguds net ca;pi tal 

tonattoa, colun 16 shova tbat tbe tohl. Det capital adcled to 

tbe business 1D e1pt years by all tbe three sroups vorks oaat to 

'be Rs. S?18 lakbs 1D41eat1Dg that e'feJ~y year these c011pan1es add­

ed as·. 82~ lakbs ot not eapltal to tbelr bustnese. Since the net 
·::. 

rtxecl uaets tonat1on 1a lover ( 26 per cent) a •ajor portion ot 

tbis ( 7lt per cent) ts accocmte\1 tor by inventories. 

SUUID' 

we belen tbis ebapter by preseoting a genet'"al atraeture ot 

sources ot fQads tor transnational corpo7at1ons where ve round 

tbat out of nu11s1'0\IS vaya or internal, local and foreign sourees , 

.tatemalq poe rated funds and local borrovlngs, especiallf the 

baRk credit are tbe •atDstar or tlaaoctng for these corporat ions. 

Tbe .. plrlcal ctata on tbe sources of funds tor drug T!IC8 in 

IJY.l1a ltben u•laed against tb1s 1eneral s t.ructure la found to 

be by a4 large 1n tune with lt.. At tbe sae tift an ez81ttnat 1cm 
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of capital structure and. eap1tal inv•stAent data ror drug trans­

aatlODals 1n India showed t.bat a lar1e portion ot tbetr tot al 

capital 1Dvest•nt 1n India bu been tlnaaoed tbroqb locally 

'&•Derated• an4 'raised• tunds vtUl only about 10 per cent 

or111Dal CODtr1t.1.lt.loos trom parents abroad. 

!be Qerell plctUJ"e a'bova tbat total ttnanoes ( or the 

total aet aaaets) ot 4NI !WCs 1n Iftdia lncreued by nearly 100 

per cent betvMD 1910.11 - 1917-78. '1'ba blgbest ~r annwt 

growtb ln the s•• hu beeo recor4a4 by s•all a1H4 COIIJ)aDies 

( 20 per oat) tolloved b.r •411lfl s1ze4 coepaDies (13 per cent) 

and larce a1Hd c011paa1ea (9 per cent>. Internal and external 

souroee tsaYe tltty per oent sbare eaeb in tho total ttnances or 

dru1 TIC a. Out ot tbe titty per ceot share ot internal flnancea, 

reaenea and .surplas88 accoaot tor 21 per cent sbare, prcw1s1on 

tor 1S par eat and share eapi tal ( tbe capt.tallsed part) tor 9 

per e~at abare. Out of tbree sroups tbe large poup• s reliance 

on lDternal fun48 is tbe greatest followed by HdiWI and. ••all 

slse4 c011panies. Btlt tbe Mcbest per aonll• govtb in reserves -

tbe ae.~t 1•portant cortatite~ent or internal fwt4s, has b.ea 

reooMecl by ••all siaecl cor~panies rolloved b7 oedlum ancl large 

sind ooapan1es. t bll reaul ts tro:a a larger amount or ploulb­

backs and a relat1•ely cooserYat1•e d1v14en4 policies anj also 

because ot slower capltallaatioa process by ••all sized co11-

pao1es aa coapare4 to otber two aroupa. 

l'be 41strib\ltloo ot ~e-tu profits between tazes, dl~lc1en4s 
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and retained earnings 1s or the order 60s20:2o. And all these 

are lrovi.DI at the rate ot around 10 per cent per annu. Dr 118 
riCa P&T Ra. 20 crorea as direct taus to tbe gowern1lent every 

78ar. Tbetr dlv14end rates wbieb are tatrly stable vork out to 

be on an averqe, around 18 per cent on sbare oai)1 tal ( 60 per 

cent OD Pa1d-up capt tal) and 8 per cent on net v"Ortn. lYer t be 

7ean, drug ! ICs bave S7sta•at1cally ploughed back tltty per 

cent ot their peat-tax prot1ts. '!bu baa helped tbeaa to bulld 

up •ub!ttantial. rese"es. And on an avera,e every year they 

capt ta11se 20 per cent or these resenes to tortt a part ot tho1 r 

sbare capital. 

•Out ot titt.y per cent share ot external tands in the total 

f!Daaces ot drq T!fes • paid-up cap1 tal bas 1a. per cent share, 

lema teN loan, 6 per cent, vhllo sbort term loans and sUDdf7 

eretl1tors, c011118Dd a lS per cent share each. S11all groups• 

reliaDoe on external ttmds is tbe blgbest all the CODstttuents 

of vbich bue also crown at a rate tu ter for tb1s s11all group 

tolloved by aediu. and large stze4 group. Banks and pobl1c 

depou1 ts account tor a •aJorlty or lons and sbort ten loans 

tor all tbe tbree ptoaps or eo:apanies. A large acale reliance 

em paabllc depos1 ts as a Mane of botb long ter11 and abort ten 

source ot finance seems to be typlc·al or drug TBCs in IncS.la. 

Another l•portant obsenat.1on in tbis regard is the ease vi tb 

vhtcb these oapenles coald awl teh over to non-banking sourees -

aalnly to public deposits t or their long t erm t1nanc1al requ1re­

Hnts duriDg the credit squeeze period ot 191.._16. 
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Tbe pattern or uses ot tunds show that 40 per cent or the 

add1 t 1Gnall7 raised tunda nery ~ear are used t o hold inven­

tories, 25 per cent are 11a1ntaine<1 as liquid balcances, 20 per 

ceat go out as debtor bale.nees an4 onl7 lS per cent are used tor 

t1sf"<l assets torzaaUon. !bere are no s1p1t1cant inter-group 

dttterences tboa1h tb~ •diu grou~ on an aftrage has the b1Rbes t 

rate ot f1ud asaet.s rorsation and also or inventories bold up 

tolloved by other two aroups. BQt the per anowa net capital 

tonat.1on ( lD absolute 811011Dt) 1s tbe highest for tb.e third 

group. let tlsed assets haw oaly one-f'ourtb share tn tbe net 

capital toraat1on tbe oalanee being accounted ror by inventories. 

In eicbt years, 19?o-n - 1911-18, dtac :'WCs added net capt tal 

worth Rs. S718 lakba 1od.1c&t1ng an yearly 12et aapital torr~atlcm 

rate of Rs. 82S lakba. 
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Table 5'.2-: Sources or Ftmds tor Drag i ransnat 1onal Corparations 1ft India : 19?il-71 - 1971-?8 

A. Sbare Capt tel 
of vbicb: 
Au P a1d:gp COC!p!!!!Dt 

8:ll IDd1BD 

~2 FoFalgn 

~ Boaas Co•l)Oftent 

B. neserves 
C. L9Dg 'r$N LoaD§ 

Bek 

5 on-b8Dk 

D. '!cttal Cap.ltal B-. 
played ( .l+B+C) 

' 

E. ~ ther L1ab111t "ies 

or vb1eb 

Eu §hort Tera &oaes 

Bank 

Noa-b.a 

E
12 

~>undry creciit.ora 

(Net sund17 creditors) 
~3 Otbers ( Ma1Dl7 

provisions) 
'F . Total I nternal 

F1nanee (~2+IJ+~3> 

n . Total ~sternal 
r iJlance 
<An +C+£ll • ;,2 > 

s . Total -rtnanee ('P+G) 

321.19 

2a..8,20 

138.99 

109.21 

19.$9 

133.39 
149.8S 
103.69 

46.16 

661.03 

759.20 

363.62 

234.SS 
1~.11 

303.S8 

46.81 

72.00· 

3?.SS 

21.14 
22.61 
15.69 

6.38 

100. 00 

-
-
---
-
-
-

2].08 

l?.lt-8 

'9.19 

7.69 

~.60 

12.91 " 
lO.S5 
?.30 
3.?5' 

2?.01 

16.S'+­

lO.lt7 
21.31 

3.30 

]1.;.09 

24-9.40 

131.17 

112.23 

9~.69 

2$7.11 
2lll.C)lf. 

1S3.02 
61.92 

91?.20 

lt. 32.5'8 

29S.S2 
131.06 
328."-

-2o.os 

432.SS 

30.S2 

16.79 

13.13 

11.11 

)l.l.i-·7 

26.3() 
18.12 

7.5"8 

100.00 

-
-
---
-
-
-
-

a.roup I 

20.81 

15.01+ 

8.27 

'·" '5.71 

15.Sl 
1!'.96 
9.23 
3.73 

5'0.'11 

26.09 

17.~2 

".2? 
19.81 

4.81 

2~.66 

140.06 

U 4.60 

95'.6') 

33S.73 
213.66 
143.98 

69.6S 

8~.1'1 

499.61 

3;;.~ 

1'+3.13 
25).15 

-132.6't-

126.3S 

5'S'1.1'1 

28.30 

15.57 

12.73 

t f). 6 .. 

37.31 
23.7S 
16.00 
1.'7'5 

100.00 

-
-
---
-
-
-

-

19.61 

14..30 

?. o/1 

6.lt.3 

;.31 

1~. 8~ 

12.00 
~. ne 

3.91 

28.06 

1?.99 
8.01 

14.33 

-7.4S 

31.32 

3$2.9R 

2S?.29 

141.51 

115.1e 

9$.69 

403. 43 
3'>2.20 

134.30 
167.90 

~22.13 

417.72 
1~.41 

29>\.;~ 

-U~.l3 

169.71 

24. 30 

1 3. 31 

10.93 

9 . C1+ 

3q.ll 
2~.~s 

12.69 
l S'. R6 

100.00 

-
-
---
-
-
-
-

5'.6S 

4.67 

19.69 
l lt.?lt. 
6.~; 

~.19 

48.3'-' 

2S.48 

20.3'J 
S.lO 

14.')'1 

- 5. 31 

32.6; 

67. 3S 73.91 l OSS.?.S -----------------------------------------------------------------1~20.23 • 100.00 16S?.91 - l Oj.OO 178~. 91 - l~.oo 2J49. 20 • l JO. OO 

---------------------------------------------------------------· 
Cmttd••• 



Table S.a: (ConUDued) 

A, Share Capital 
ot vbtcb 
'u. Pa14-up Co•popent 

eu 1D41an 

~2 ?oreip 

~2 Boag Cowpane.at 

a. ~esenea 
C. Loag 1'en Low 

Bank 

Non-bank 
" 

D • Total Capl tal Ea. 
ployed ( A+B+C) 

E, Otbe~ Liab111t1ea 
ot vblcbs 
!1_1 Sbort Ten Loa• 

'Salt 

ll oa-b.arak 

~2 Surad17 cred1 ton 

(Bet sundry creditors} 

~3 Otben (Ma1Dl7' 
prOYlsions) 

,- . Total Internal 
Ftnance ( ~2+B+~3) 

G, rotal ! aternal 
~1nance 
('u.+~Bl,l•B12) 

B. Total 1'1nance ( '!'+G) 

332.41 

lga,83 

llt9.S8 

9S.69 

~93.6S 
2,~.39 

18,00 

37.a.s 

29.(}~ 

1~.99 

13.09 

13.93 

10,82 

s.,s 
4.87 

3.11 

16.06 
?,20 
o.ss 
6,62 

332.4-1 

182.8] 

149.S8 
180.49 

449.08 
249.36 
24.20 

22S.l6 

42.34 

2?.a.t. 

1S.09 

12.3~ 

llt.90 

31.07 
20.S9 
1.99 

18,5'9 

Gro.ap I 

20.96 

13.S8 

'1.41 

1.38 

18,3S 
10.91 

0.99 
9.20 

SS2.10 

312 . .. 1 

199.4S 

132.96 

219.69 

s~.s1 

30l.SO 
19.60 

2Al.,90 

2 ...... ., 

llt.,68 

9.19 

.16.1"/ 
I 

31.16 
2,,19 
1,44 

2-o.?S 

18,66 

11,23 

6.?4 

4,49 

"/ ... 2 

17.06 
10,19 

'),66 

9.S3 

S12.10 

3S2,t..l 

214.9? 

137,4t. 

219.69 

599.83 
3S4.26 : .. 
20,63 

333.63 

37.49 

21. 09 

14.09 

9. 00 

llt.. 39 

39.30 
2),21 
1.35 

21.% 
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15."/2 

9.66 

5.91 

3.'18 

6.~ 

16 • ..a 
9.'13 
o.S6 
9.17 203.39 

8.37 

lt3.18 
19.37 
1.5'8 

11.79 
~ - ... - - - ....... - ...... - .. - ., ...... - ., .. - .. - ~ .. 4a ................. - .. - .. - - - - - .... - ., - .. - - .. ~ - - - ~ ......... - .. 

1930.31 

~9.68 

6rY/.31 
lt.2.31 
... ~5'.31 

695.2.6 

100.00 

-
-
-
·• --
-
-

62.81 

2t.-.39 

19.76 
4,63 

1S.'19 

.2.1S 

22,62 

41,80 

12ll.j. 

l23S.S. 

61.0,87 

$82.11 
SB .• lo 

SSS.2a. 

-62.39 

669.10 

100.00 

-
----
-
-
-

5'0.5'0 

26,19 

23.82 
2.37 

2:?,69 

1.62 

27.3'+ 

1600.61 

123.96 

~6.02 

'51.94 
SJt.S.t.l 

-201.,63 

100 • . 00 

-
-
---
-
-
-

54.09 

24,47 

22.~1 

1.96 
1~.5'3 

-6.~ 

11.09 

1S26.19 

2113.16 

741.13 

69~.98 

4~.?S 

619.29 

-15S.19 

?5?.1lt. 

1sn.66 

100,00 

-
-
----
-
-

58.06 

20.38 

19.12 
1,26 

19.02 
-

. lt ,26 

20, 66 

l"/8S,8S • S8,20 1717.88 - 72.66 1906.28 - 64,42 2067.69 • 5'6. 81 
~ . ~ --~ ~ ~ - ~ -- --- -

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 3639.3S -30?3.~S - 100.00 2~.98 • 100,00 29S9.08 - 100,00 100. 00 
~ - ... ~ ~ -- -~ - ~ -~ ~ - ~ - - -~~~-~-~--~~~~~~~~~~~--~-~--~~-~-~~~~-~---~--

Contd, •• 



Taole S1 2: (Continued) 

A. Share Capt tal 
or vhiell: 

'u P a14-p Ca~~popat 

au Iudian 

e:t2 Foret ga 

~ Bona Cepg!!!pt 

B. :aeserres 
c.. LG!II Ten L!M! 

S ank 
Bon-bank 

n. :-otal 'capital tt-. 
ploy-ad ( A+B+C) 

E. ) tber L1abU1 t1es 

ot vb1eb: 
E11 Sbort Ten toe• 

Bank 
l oa-baak 

!1_2 Stmdry end1 ton 

(lfet suodr;r credlton) 
~3 l tben ( Ma1Dl.y 

p1'1Wls1oas) 
F. Total Iaternal 

V1oanoe ( J.u+B+E13) 

G. Total External 
~inan08 

{~l+C+Ell+~2) 

H. Total 'Finance ( F'+C) 

1tlt3.31 

19~.5'2 

21t.3.8S 

l ..... Slt-

617.64 
llt-2.02 

3S.oo 
101.02 

1202.37 

390.16 
28?.95' 
lfl2. 21 

38;.~6 

-23.61 

426.6S 

1188.83 

136l.U 

43.63 

32.90 

14.81. 

18.09 

10.12 

.. 5'.83 
10.;4 

2.60 
?.C)l.. 

-
----
-
-
-
-
-

1?.38 

9.S6 

;.67 

22t.22 

s.~? 

1.31 
,. ·'4.20 

1S.30 
U.29 
a..ol 
1~.12 

-0 •. 93 

16.13 

100.00 

454.16 

20lt-.31 

249.?9 

lltl+.~ 

812.5'3 
1S<>.31 

3S.oo 
ll$.31 

1288.63 

469.19 
3S9.79 
l O<).lt-0 

382.76 

-47.69 

lt-36.68 

1393.7S 

28SO.l7 

29.08 

13.08 

16.00 

9. 26 

S2.03 
9.63 
2.~ 

1.38 

-
----
-
-
-
-
-

GfOap II 

21. )1 

1S.93 

7.11 

.16 

c;.w 
28.5'0 
S.27 
1.22 -..os 

16.t.6 
12.62 

3.84 
13.42 

-1.61 

48.90 

Sl.lO 

100.00 

610.70 

a..stt.l6 
211f-.31 

2lt9.?9 

15'6.S'll 

936.31 
1Stt.l8 

35 .. 00 
U9.18 

1631.88 

'51'5.9S 
lt.S1.S9 
118.36 
515'. 36 

-2lt-.13 

3333.fY! 

35'.90 

.. 26.70 

12.01 

1\.68 

: 9.20 

SS.04 
9.06 
2.06 
1.01 

-
----
-
-
-
-
-

18.32 

4.10 

28.09 
... 63 
1.05' 
3.5'8 

48.96 

17.28 
13.?3 
3.~5' 

15'.46 

-0.72 

16.22 

so.99 

100.00 

489.66 

225'.24 

26'f..42 

15'6.~ 

ll36.0l 

197.\t? 

-

l990.lt6 

746.26 
6lt..$3lt. 

131 ... 2 

~94.76 

-S3.98 

649.44 

1941.99 

202fl.l3 

3970.12 

32.64 

24.?3 

11. 38 

13.3S 

7.91 

'51. 38 
9.91 

-

-
----
-

. 
L 9 

-
-
-

12.33 

r;.6? 

6.66 

3.~ 

28.61 
4.97 

-

18. 80 
1'5.49 

3.31 
14.9~ 

16.36 

48.92 

100.00 

---------------------------------------------------------------
Contd ••• 



l ab1• s.a: (Ct.mt1oued) 

-~ ~ ~ ~ ~ - - ~ ~ ~ ~ - ~ ~ ~ - ~ ~ - ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ - - - ~ - ~ - - ~ - ~ ~ - ~ ~ - ~ ~ ~ - -~ ~ ~ ~ ~ ~ ~ -- ~ ~ ~ ~ - ~ ~ ~ -~ ~ ~ - - ~ -
1 2 lS 16 11 18 19 20 21 22 23 24 25' 26 -............ ,.. . - .. -~ -~ .. ~ . ._ ~ .. ~ - .. ., -.. ._ .. -.... - - ._ - .... - .. -- .. ~ ~ ~ ~ ~ ~ ~ ~ - -~ ~ ~ ~ ~ ~ -~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ --~ ~ ~ ~ ~ -

Orog II 
A. Shere Capt tal 131.]4 31.~0 16.29 861. 3lt 36.lt.3 17.~ 9<17.34 Y/.11 19.19 1o02.1S 3lt.l8 113.10 

or which: 

"l.l Pa1d-ap com-popept 489.66 21.02 10.91 489.66 20.~1 9.98 489.66 18.73 9. S2 5'~.47 1?.21 9. 11 

a.u ID~111D 22s.2-. 9.67 S.02 22S.2lt 9.46 a..;, 23S.04 8.99 '+.57 242.1~ 8. 26 4. 37 

flt2 F ore1aa 26lt.42 11.3~ S.89 264.lt2 u.u S.39 2~.62 9.7'+ 4.9S 262.32 8.95' .... ,.. 
At2 ~emu, ComP9J!!!t 241.68 10.38 S.36 311.68 1,-.86 7.10 t.<J?. 68 19.01+ 9.67 497. 69 16. 91 q. 99 

B. ~senea 1263.96 sa..,, 29.16 1 '39. 83 ~.OS 2S.27 135'n.34 Sl-.~9 26.31 1621.95' 5'?.~2 29. t.l 
c. 1ton2 ~erw &gans 3)11..08 llt.3'+ ?.a.t. 273.S9 U.lt9 s.~s 2?0.3a. 10.~ 5'.26 301.83 1 '>. 29 ;.4S 

Baak 30.00 1.29 o.61 46.00 1.93 o.94 lt.l.OO 1.;? o.~o 31.0() 1.06 0.5'6 
Ron-bank 3-~.08 13.05' 6.11 221.59 9.;6 4.61. 229.34 8.17 4.46 2?0.A3 9.23 4. 89 

~-~~-~~~~~~-~~~~~~~~~-~~--~--~-~~-~-~-~--~~----~-~~~~~-~-------
D. Total Capital R• 

l'].oyed ( A+B+C) 2329.38 1 00.00 23·80.?6 100.00 ?61~.02 1~o.o-~ 2931. 93 100.00 

·---------------------------------------------------------------
~. Other Llab111t1es 21S8.8? - 48.10 2S2,..12 - St.a..? 2SJ0.38 - l+C).l9 26')3.97 - 47.04 

or wbicb: 

~l ~hott Ttl! Lf!U 801.12 - 1?.98 134.tn - lt..9B 65'6.ltO - 12.16 6ltl+.89 - U .6S . 
• 

Bank 66't.;s - llt-.80 662.?3 - 13.Sl 652.16 - 12.68 61.1.25' - - u.~s 

Jfoa-l)aak 142.S7 - 3.18 12.08 - 1.4.7 3.64 l - o.CII 3.6't. - o.C11 
~ Srmdr, creditors 19'5."- - 17.72 '116.96 - 15.81. et.6.1'5 - 16. a.6 922.19 - 16. 66 

( !let sund17 cretlitora) -lO.IJ8 - 0.23 -160.~1 - -3.28 -1~.19 - - 0. 30 1.12 - - 0. 02 

z13 Jtbera ( Ma1a17 
SS6.31 12.39 l .o12.9S 20.65 11)?1.2) 19.91 l 036. A1 - 1Q.73 proy1a1ons) • · - -

F. Total Iatemd 
45.14 2630.t.6 S'3.62 2881.2S S6.0l )1.62.5'0 5'1.13 F1npee (~2+B+E13> 2061.?5 - - --

G. Total. !xtenal 
Pta ana S4.06 227S.02 lt6.38 2'63.1S lt. 3. 99 2373. 3~ 42. 67 < 'u. ... c. '11 +;.2 > 2 ... 26.30 - -- -. -~ -~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ - ~ ~ ~ -~ -- ~ ~ ~ ~ -- .. . -- ~ --~ - ~ - ~ -- ~ - ~ - ~ ~ ~ ~ --~ -- -- ~ - ~ 

H. "rotal 1"1nance (17+0) -....~8.25 100.00 490S. t..a l ll-"). 00 51'+4. 40 - 1~0.00 S~3S.~8 - 1 00. 00 - -~~~~~~-~~---~~~~~~~-~~-~-~~~~~~---~~~~----~~-~-~-~--~~~-~-~ -~~-

Con t.4 • • • 



T•bJe S-2: ( coatiaued) 326 

-- ~- ~ · - ~ ~-- ~ ~ ~ ~ ~ ~ ~- ~ ~ ~- ~ ~ ~ ~-- ~ ~ ~ ~ ~ ~ ~ ~ ~ ~-. ~ ~ ~ ~ ~ ~ - -~. ~ ~ - -·- ~ ~ ~ ~ ~ ~ ~- ~ ~ -~ -~ ~ ~- ~ -~- ~-

1 2 3 ~ s 6 1 s 9 10 11 12 13 14 
~ ~ ~ ~ ~ - ~ ~ -~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ - ~ - - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ -- -~ - ~ -- ~ ~ ~ ~ ~ ~ -- ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ - ~ -- -~ -~ ~ ~ -

grou2 In 
A. Sbare·capttal 2001.63 lto.86 2?.86 2008.81. ... 3.63 2S.OB 2196.3~ 4o.n 2S.21 2196.40 38.'1S 24.Sl 

otvb1cb: 
~l P&id-U CO!pO!!!nt 1391.20 28.31 19.31 1392.41 30.2lt. 17.38 l3C)2.t.6 2S.68 16. 02 1392.Sl 24. '57 lS.sa. 

~l ! ndian t.~.~.18 9.06 6.1S ~S.S1 9.68 ~-~6 "'"·'9 8.22 ~.13 ~S.6o ?.A6 4.91 
"1.2 V orel ga 946.02 l9. ' S 13.13 91t6.St. 20.S6 u.B2 946.9? 17.46 10. 89 946. 91 16.'11 10.S1 

Au BGJ!U! C;)!poDep. 616.»+3 12.54 s.ss 616 .... 3 13.39 1.10 803. 89 1 .... 83 
I 

9.2S 803. 89 1 ... 18 8. 91 

B. Resenu 2S92. ~8 S2.?S 3S.9'/ 226l.SO 49.12 28.23 2696.29 49.13 31. ·10 2930.10 Sl.?O 32.10 
e. k9e! TaN lAW 314.16 6.39 ... 36 33 .... 1 ... 7.26 ... 17 529.-20 9.16 6.09 541. 38 9.'5~ 6.~ 

Banlc 1 20.00 2.ltlt- 1.67 13S.oo 2.93 1.69 12s.oo 2.31 l.ltlt 108. 5'0 1.91 1.21 
NOD-bank 1,_.16 3.9S 2.69 199.14 ... 33 2.48 401.. 20 ?.4S ... 6~ 432.88 1.9+ ... 83 

--~~~---~~~~~~~----~--~~-~-~-~~-~~--~~~---~~--~~~~--~-~-----~--
D. Total Capital Rta-

pl07ed ( A+B+C) 4913.87 100.00 46-~.48 100.00 sa.a1.~ 100.00 S667.88 too. 0 
~--~--~-·-~~-~~~~~~--~-----~~--~-~~~~~----~-~-~~~~~~~~~~~-~--~~ 

E. Other L1abU1t1es 2291.79 - 31.81 ~.3S - t.2.5l 3270.05' - Y/.62 3293.66 - 36.1S 
or wh1cb\ . 
E11 !i_hort Ten Loans 911.93 - 13.~ 1142.9? - lt.-.21 1'61.~S - 1 ... S1 1076.*+1 - 12.01 

Bank 131.29 -. lO.lS B9 0.3S - 11.12 116.23 • - 8.93 518.21 - S.18 

No:o-bank 240.64 - 3.3lt 2S2.62 - 3.1S t..ss.o; - s.ss ss . 20 - 6. 23 

Ru o:J undry cred1ton 9ll.15' - 1 ?..6S 919.04- - l ;t.22 103 ... 71 - 11.-91 10lf.S.68 - 11.61 

(Bet sundry cre41 tors) -S'+3.3S - -1.~ -118.01 - -9.96 - 871.03 - -ll .02 -~36.33 - -9.33 

~3 -:')tbars ( Mainly 
t.08.11 S.66 1293.31+ 16.02 974.0., 11.20 tln.'5'1 - 13.C11 prov1s1cms) - - -

~. '!'otel Intemal 
~0.19 4161 • .27 n.9rJ ""'-'14-.18 5'1.4~ ~91)~.~6 ~.?a. ?1DaRCe ( '1,2+Bto~)) 3616.62 - - - -

G. Total External 
¥1oar;~ce 

lt9.81 J8lt.a.56 ,~s.os 4217.11 ~8.S2 4oS5'.98 45'. 26 
( "1.1 +C+Eu +E12) 3S89.04 - - --

... - ....... ._. ... ., ..... ., .- ... ~ 81 ~ ................ - ...... - - ......... ~ ........ -- ~ - .. .,. ., - - - - - ......... - - - _ ... ~ ~ .. - - .. 

li . tfotal 7 1D.anee ( P.+O ) 720S.66 106.00 8009. 83 - 100.00 B691.89 - 1 1)1). 00 8961.54 - lJO. OO -.. ~ - ......... - -- - ......... ., - .................... -... - ._. .. --.... ---... ._ -- - --- .., - ...... ~ --- ~ - ,. ~ .. ,. ,. - .. -
Cont d ••• 



321 -~ ~ - ~ - ~ ~ ~ ~ -- ~ - ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ -~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ 
~ - ~ ~ ~ ~ -~ ~ ~ ~ ~ ~ ~ ~ - ~ - ~ ~ ~ -~ ~ ~ -- ~ - ~ -~ ~ ~ -- ~ -

1 2 lS 16 11 18 19 20 21 22 23 24 2,- 26 -----------------------------------------
.A. Sbare Capt tal 

ot vbich: 

All P aJ.d-up Coapopent 

&u Indian 

~-?oreiiD 

Au §!t!ps coaponent 

B. P.esenea 
C • Lggg Tep Lqans 

D. Total Capital Ea. 
plo,.e4 ( A+B+C) 

E. Other L1ab111 t 1es 

ot vb1ch: 

Eu_ lbO£\ Ten kOUIJ 

Bank 
JJou-bank 

P"1.2 Sundry Cftdt ton 

(Bet s tmdry eredl ton) 
~3 ~then(Ma1nl7 prons1ons l 

F . Total Intemal 
Financ-e ( ~+B+~13> 

~. Total Extu'Dal 
ll'11laDM 
( Au.C.Ell+El2) 

B • Total F i:oanee ( P+G ) 

1392.~ 

44S.61 

<)1.6.9.3 

lfJ98 •. 28 

3099.~ 
lt92.72 
lOS.So 
381.22 

22.89 

1.32 

1~.S? 

l R.oS 
50.96 

8.10 
1.13 
6.31 

100.00 

1 3. 40 

4.29 

9.11 

l O.S? 

29.6lt-
4.71t 
1.02 

3.12 

-

l392.SS 

4ltS.62 

946.93 

1~03.28 

2701.63 
lt62.2? 
7.00 

t.SS.21 

2lt-.18 

7.,.. 
16.41. 

20.89 

4.6.91 

8.03 
0.12 
1.90 

- ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ -~ ~ - - ~ -~ ~ - ~ ~ ~ - ~ ~ --~ ~ ~ -- ~ 

~roup I I I 

23.69 

12.n 

4.0'1 

8.611-

10.98 

2lt.66 
t.-.22 
0.06 
4.16 

1392.5S 

44S.62 

946.~3 

1681.26 

299S.39 
478.93 
2S.oo 

ltS3.93 

46.99 

~1. ?'5 

. 6. ~~ 

1~ .... 5 

2!$.14 

.. ~.10 
. 7.31 
0. 38 

, 6.93 

6SS4.13 100. oo 

26.43 

14-.48 

2~.11 
a... u 
0.21 
3.')1) 

14?0.?3 

49+.63 

966.11) 

2?21.1~ 

2936.9'l 
.. 31.'5; 

25'.0:) 

406.~~ 

~1.9'5 

6.49 

1 3.1q 

31.6q 

4l.A9 
6.16 
0. 36 
s.eo 

100.00 

7.71 

11.73 

23.4S 
3.4~ 
0. 2 0 

3.2~ 

---------------------------------------------------------------
13-07.97 

?63.U 
S".e6 

166l...l? 

-330.92 

133lt-.61 

SS32.83 

-
-
---
-
-
-
-

12.5'9 

?.3lt 
S.2t. 

16.02 

-3.18 

Sl.96.10 

1189.42 

1~.34 

l !t-1.08 
1639.t..l 

-S36.28 

-
-
---
-
-
-
-

1o.es 
9.Sl 
1.3'+ 

11t.96 

- t.. 89 

21.61 

u~. Sl. 

1 009."-
13S'.31 

201"-.12 

-5"69.41 

1931.90 

-
-
--

.•, -
-
-
-
-

43.1~ 

9.83 

8.66 
1.16 

17.49 

.a..89 

16.63 

~6. 8 

1126. 6 0 

l OO't-.60 
122. 00 

2147.01 

-788.67 

2241.3S 

7399.43 

-
-
---
-
-
-
-

41+.03 

A.99 

~.G2 

?.97 
17.11t 

-6.30 

17.~9 

$9. 0S 

40. 92 

10393. 23 - 100.00 1~;;.83 - 100.00 11650.96 - 100.00 125'25'. 38 - 100. 00 
-~~--~--~~~--~--~~~~~-~-~-~-~~~-~--~-~-~~~~~~~~~--~~~~~~~--~---

Contd ••• 



Tabl! ~.2: ( C·Oft t1Daed) 328 

-------------------------------------------- - ~ - -~ - - ~ ~ ~ - - ~ - ~ ~ ~ -- ~ -~ - ~ ~ - - - ~ ~ ~ --
A. Share Ca!)1 tel 

or vhicb: 
Au_ Paid-up Coapop!Dt 

~1 Iad.iu 

~2 Foretgn 

'1.2 !OiHP c..ouoamt 
B. nesenu 
C. k9ft' Tm I..iW 

Baak 

lfon.bGk 

o. Total Capital~-­
ployed ( P'B+C) 

~. ~tber 1.1ab11t ties 
of vblch: 

En, port. ~ertt Loans 

Bank 
Non.baDk 

~ Sundry cred1ton 

(!Jet s\lfldl7 creditors) 

~3 :Jthe.n (Maialy 
proYlsions) 

F. Total Internal 
Finance ( "t2•B+r13> 

c. 7otal Rxtemal 
1'1aance 
( Au.C.~"ll+El.2) 

s. Total F1aance (F+G) 

20!2.17 

916.1.2 

U66.3S 

Blto.S6 

3393.11 
606.03 
2f8.69 
3'+1. 3lt 

30.09 

1 : .• 2 ... 

16.8S 

12.14 

lt9.02 
8.15 
3.7't 
s.ol 

26.16 

lO.t.4 

7.52 

30.)6 
5' ... 2 
2 .. 31 
3.11 

2095.97 

922.2) 

1173.11t 

8S6.66 

3331.20 
699.39 
323.02 
316.31 

3-'J.Ol. 

13.21 

16.80 

1'·" 
4-1.?0 
10.02 
4.63 
S.39 

23.S9 

16.~ 

1.31 

9.38 

6.1!4 

26.61 
s.s9 
2.ss 
3.01 

21a1.28 

92lt.S6 

1116.12 

105'6.12 

; ·ll6.9lf. 
S91.ot. 
303.98 
S93.06 

26.19 

U.52 

" 14.67 

1 3.16 

¥).1t6 
11.18 

3.19 
1.39 

lS.22 

6.70 

g.S'2 

'1.6Cj 

2~.~ 

6.So 
2.20 
4.30 

2139.46 

941.36 

119~.10 

11?6.12 

4469.~ 
101.1.03 

2lt.2.80 

798.23 

2lt.. '51 

1 . 81 

1 3.76 

n.3). 
11.96 
2.19 
9.17 

21.33 

?.OS 
29.81. 
6.9, 
1.62 
S.33 

---------------------------------------------------------------

l?'+S.n 

129+.09 
491.62 

160.0.89 

-~2o.1s 

9~.16 

Sllt0.43 

too.oo 

-
-
---
-
-
-
-

38 .• 06 

U.29 
... 40 

14.32 

.t..6S 

8.11 

S'+.oo 

:?Oit4.7lt­

l~S.66 
4tn.~~ 

1.690.2\. 

-78S.1S 

lOO.M 

-
-----
-
-
-

16.33 

12.3S 
3.98 ' 

13.5'0 

-6.211 

2336.90 

1S89.16 
'14'1.1\t 
18~.28 

·-l'l27.80 

16t.0.92 

n~o.;o 

-
-
---
-
-
-
-

16.93 

ll.S2 
S.41 

13.0~ 
.. 

-7.41. 

Sl.72 

6274.11 

2)44.80 

1S~0.11 

?9lt.13 
19~.99 

-l'ltJD.lt-4 

1990.92 

7516.,-8 

-
-
---
-
-
-
-

41.88 

1S'.6S 

lfl.)S 

5'.30 
12."" 

- 6 .. 68 

13.29 

lll?S.83 - 100.00 12Sl1.91 - 100. ?0 1380S'.8? - 10?. 0:) llt.990. <!6 - 100. 00 

---------------------------------------------------------------
Cont d ••• 
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-- --- - --- ~ ~ --~ - ~ ~ - ~ - ~ - ~ - ~ ~ ~ - ~ ~ ~ ~ -~ - - ~ ~ -~ ~ - ~ ~ -- ~ ~ ~ ~ - ~ -- . ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ --- ~ ~ ~ --
1 2 lS 16 17 18 19 2n 21 22 '3 ~ 2S 26 
---~~~~~~~--~~~~-~-~~~~---~~--~-~~~~~----~~-

. . - - - -- -- - --- - ------- --- - ---- --- -- -
Groui! I - I II 

A. share capt. tal 36So.26 38.~ 20.33 3916.0'1 42.5'2 21.12 4619.25' .. 3.88 23. 38 5' 16.16 .. s.•~s 24. ()4 
ot wb1e1u 

'u ? atf-up !f01tsept 2211t-.6l 23.18 1 :?.34 22l lt..62 ~3.68 12.10 2214.62 21.04 11.21 '217.61 19.~6 1 0. 5 

au IDdt• 9?4.t.) 10. , 0 S'.'-3 91~.1t.3 10.~2 S.32 1040.87 9.89 $.27 107'1.~ 9.33 lt. 93 

"tz Foreip 12'+0.18 1 :? .• 98 6.91 12t..O.l9 13.26 '·" ll73.7S 11.1$ 5'.94 12l?.13 l~.S3 5'. 5'6 
Au Bp!l CO!pcment l43S.6S 1S'.02 s.oo 1761.ltS' 18.84 9.62 2401..63 ~2.8t. 12.11 2938.SS 25".62 1 3. 54 

B. ~eservu 48S?.SS 50.83 27.06 4390.Slt- lt6.9S 23.98 485"6.60 '+6.1Jt. 24.S8 5164.68 lt.5'. 03 23. 80 
c. I:ons Ten L~es 1048.19 10.9"1 ~.ea. 98S.~2 l'l.S4 s. ~ l OS0.7'1 9.9~ ~. 32 1 1)A7.6lt- 9.4q 5'.01 

Batllc 15'3.SO 1.61 o. S6 71.20 o.83 o. 42 gs.6o o. 111 o.43 76.63 . 66 o. 3S 
!fon-b8Dk 894.69 9.36 4.98 908.02 9.?1 4.96 965'.1? 9.11 4-. 89 1011. 01 ~. 82 4.6S -~ ·• ~ ~ - - ~ ~ ~ - ~ - ~ ~ - ~ - ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ - - - ~ ~ ~ - ~ ~ - ~ - - ~ ~ ~ ~ - - ~ - -· - ~ ~ ~ - ~ ~ ~ -. -

D. Total Capital R11-
ployed ( A+B+C) 9S';6.00 l oo.oo 93Sl.~3 100.00 10~26.62 100.00 Ut.6~.49 100. 00 - - ~ ~ - - -~ ~ ~ -· - ~ -~ ~ ~ - ~ ~ - ~ - ~ ~ - - - - ~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ - ~ - ~ - ~ - ~ ~ - ~ - ~ ~ - ~ - ~ - - -~ ~ 

E. Other Llab111 t ies 

of vbteb1 

&u short Tera tog 

Baa 
flca-baDk 

Eu SUDClJ7 creditors 

(Bet sW'ld%7 c r-ed1 t on) 

~3 ~tbers (Ma1.Dl7 
prov1s10Ds) 

_ Y • Total IDtei'Dal 
FinaDCe ('J.2+B+~) 

c. 7ot al External 
ViDence 

839$.93 -
2964.'1'1 -
203~.91 -
829.80 -
2~.98 -
-407.12 -
2SB6.18 -
8879.38 -

-

lt6.71 S9S6.~ - 48.92 

1$.% 2S:6S.lo - 14. 01 

ll.l't 22S7.94 - l 2.SO 
4.62 271.26 - l.Sl 

16.40 2911.61 - 16. , 3 

-2.,., -?S9.48 - -4.1$ 

lt..Q-1 34l9.7S - 18..68 

1+9.46 95'1l.?lt- - ')2.28 

- ' 

9227.R2 - 46.71 10232.13 - 47.tS 

2S2'5.11 - 12.78 2Sl3.2~ - 11. ')8 

232B. :>2 - 11.79 2341.83 - 10. 79 
1.96.9S - 1.oo 1n • .39 - 0.19 

3409.28 - 1?.26 368S. $S - 11. 00 

-786.23 - - 3.98 - 942.74 - - 4. 1+ 

3293.31 - 16.67 4030.36 - l q. '51 

l OSS4.60 - ;3.t.3 t2133.S9 - ~5'.91 

9199.Bit- - 46.S? 9561. 02 -< 't.t.c•Ru•'!lU> .. ----.. ~ -- ... -.. -- .. -- -., --- .. - .. ~ ~ ... - ..... ---... -.. - ... ,. ----- ~ ~ -- .... -..., - ... -.. --.... ., --
n. -Total ~trumee (F~) 179Sl.93 - 100.00 l f-1 308.29 - l llO.oo 1915't.ltl. - · - 1 00. 00 217')-'J. 61 -- , t oa. oo .. 

. . ~--~-~~~~--~-~-~--.... - ~ ... ~ ........................ - ..... --- .... -- ...... -- .... ., ~ - - ...... - ... --- .. - ,.. .. -.... ---.. --- .. -
!lote : Paid-up COifPOnent ot share capital 'inoludes t b$ value ot shares 1sttttd tor non-cash eons1der a.t1ons also. The amount on tbls account 1s , 

bovewer, qUite satall ( See ?able S. 3). 
s ource : Co•pany Aanttal Accoats/Reports. 
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Table S,lt.: Prof1 t Appropriat ion by Prug :14Cs : 19?0-71 • 1917-78 • _ .-

- -___ • ______ _________ - · - _ _ _ _ _ _ _ (~s .ILakb ) 

~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ -~ ~ ~ ~ -- ~ ~ - - - ~ 
Tear ororl t be- Pr oti t :t tal -A - - - - - - - - - - - - - - - - - - - - - - -

fore tu ·tte t Tu (2-lt) Dividends .' e DVY Distr1but1?n Divid ends as ct "J1v1dends D1.,t\1ends ::> t.v1dends 

---··-------- !-~-~--- ------------ ---------- ~~~!____ ~!!,BT88t .. ,. .... : or sbare capital ast~ oftb pBT ot aa or :r. t al c!{ 1 .., t-, tt. 1 1 - \IV.... -~ -- ---------- ne vor PB ? AT 
1 

o , • - ~o &L _, + - t otal. f. +- Total f +/- Total !! +/- D1v: 'R'E ( < ) otal Paid- up 
2 3 .. 5' 6 1 8 9 10 11 12 13 14 15 16 11 -~ ~ ~ - - ~ ~ ~ - ~ ~ - - - ~ ~ ~ - -- ~ ~ ~ ~ -~ ~ ~ ~ ~ - ~ ~ ~ - --·- - ~ -- ~ ~ - ~ ~ ~ -~ ~ - ~ ~ - ~ ~ ~ ~ ~ - ~ ~ ~ - ~ -~ - -~ ~ ~ -- - ~ 

Q~up! 

1911J-11 227,28 - 9q, l 3 - 12A,3S - 21.?9 - 17.14 - S6tl0:34 6.6~ 39. <!6 4, 26 9.S9 2?, 03 
1911-12 247.71 8.99 117.49 113,16 130,2~ l.l+6 29.4-? 35',25' 88. 02 1'+.10 S3:12: 3S · Fol.~ 47.11 4. ~9 11. 90 2S, OS 
1972-73 21$.S4 11.23 116. ?9 -1,02 15·9.2S 22.29 37.72 27.99 ?t!,tJ7 -10.?4 58:14:28 i~11 4S.66 5'. 50 1 ) , 69 32. 41. 
1973-74 289.12 4.93 129.10 11,02 160,02 o.-..s 60,4S 60, 26 6S.6S -12,63 S5':21:2i+ 17.13 So.lS '1.99 20. 91 t.6. 82 
19'1lt-7S )09.~ 7.06 13?,69 6,6S' 171.8S 7.39 ~.02 -'+3.72 103,67 Sl.Ol $6:11:33 '1.9S 41 .... 2 3. 69 10.99 24. 11 
1915'-16 290,02 -6.31 103,12 -2S.ll 186,90 8.?6 S"6. !JO 64,61 47,1? -~.ss 6CS:19:16 9.83 31. 02 ~.24 17. 38 S4.31 
1916-17 lt26,S6 47.0-9 161,65' %.16 264.91 4-1.14 86 ... ~ ~.It] 14.99 59.1S 6,:20:1~ 1S,66 4q, 63 q.l8 20.21 S3. 5'0 
1911-18 ~1.92 s.ol 1?0.66 S.S7 271.::.6 ~.66 80, 69 - 6.70 89.97 19.98 62:18: 20 14.10 48. &.-3 6. ~9 l B. Ol 4?. 28 

·- - 10,67 184, 3S 12,40 - -
<1ro11p IY 

1911-n 6Y.), 41 - 2)4.60 - 39~.~1 - 113. 1-0 - 121 .. 60 - 63:1~:19 19,2' S2. 91 9. 31 17. 92 lt-A,l7 

1~?1-12 q2n,2s 30.11 301.95' 31. ?1 512.30 29 ... 3 119.25' s.s3 188,70 SS.l8 62:15': 23 19.1)2 67. 81 3. 4S 14. S4 31.'.72 
-

197?-73 ~81.2 ... 7.ltlt- 290.83 -$.~6 S90,Itl 1'·' 3 1S1,03 31.68 133.70 - 29.15' 6?:1e:1~ 2S.n (>!.. 04 10.1$ 1?. ~2 $3.99 
1973-74 996. 33 13. 06 334.15' 1S.lO 661.5"8 12,0$ 1'+1 ... 5' -9.92 193.30 "-.S8 66:141 20 21. ~9 6~. 36 7.~ 1\t.. :?t) 42,26 

1914-?5' <JS7.99 -3.JlS .291,18 -11 .• 22 66~.Bl - 0.1' 133.21 -S.83 163.97 -15'.17 69:14:17 18.21 60,69 6, 6q 13.91 44. 92 

197'5-76 1237.24 29.15' 41~.21) ~.70 S32S,ot+ 24,8S 219. ?1 67.09 192,29 17.21 67:18:15' ~~.35' ~.ta 10, 44 17.?? 5'3. 35' 
19'16-71 13&l.l8 ll.S'S 4?0,\6 llt-,13 ~09.12 10,26 233. 96 6.39 236.5'0 22.99 66:17:17 23.10 96. l'l8 9.9q l6.9S 4~ .73 

1917-78 1439.SS -..30 ,,,,t.lt. 11.90 913.ll 0,31 265'.94 l J,S8 266,1t.l 1,,6S 63:19:18 ~6.S2 1~.36 10.10 1"". 46 ~().1+-9 

~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ - ~ ~ - - - ~ - ~ ~ - ~ ~ ~ - ~ - ~ ~ ~ -- ~ - -~ ~ - ~ ~ - ~ ~ - ~ ~ -~ ~ - ~ - ~ ~ -- -~ - --~ -- ~ ~ - --
- 13.il - 11.19 683.60 13.15' - 15'.22 - 1S.t.8 65:17:1S 22.5'7 ?4. 8~ 9.1'+ 16.4-S 47.69 

CQn td, •• 
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• ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ _ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ _ ~ __ ~ ~ ~ _ ~ ~ ~ ~ ~ _ ~ _ ~ ~ _ ~ ~ (Ra.ILatbs ) 
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ - ~ ~ -~ - ~ ~ ~ ~ - ~ ~ -- ~ -

1 2 3 ~ ; 6 7 ~ 9 10 11 1' 1 3 ta. 1~ 16 17 
~ ~ ~ ~ ~ ~ ~ -~ ~ -~ ~ ~ - - ~ ~ ~ - - ~ ~ ~ ~ - ~ ~ - - ~ ~ - ~ ~ ~ ~ ~ ~ - ~ ~ 

~ ~ - ~ ~ ~ --- ~ --- ~ ~ - ~ ~ ~ -~ ~ -~ ~ -- - ~ - ~ -~ - - -
G·roup III 

191~11 18oS.11 - 730.)1. - lO?S.t. 3 - 361.SO - 362.8~ - 60:20:20 19.6~ S2. 5'o 9. 5'9 2l. ~q 5'0.32 
1911-?2 1?'3.86 -3 ... 3 196.18 9.1)1 9 .. 7.6R -1.1.88 366.?8 -~.20 429.t.O 18. :;t.. S4:21: ?5' 18.2$ 5'7.19 ~. 5'9 21. 03 1+6. 01 
19?2-73 1993.30 llt. 30 ~71.90 9.$1 1121.40 18.)3 390.Slt. 6.t..a 1t81.36 12.10 $6: 20:24 17.7A 6:?.62 1.9B 1<). 5'9 44. ?9 
1973-14- 199!'l.SO --0.14 782. 138 -10.21 1201.62 1.69 a.t.S.96 14.19 336.92 - 30.01 61-:22:17 20.)0 5'6.22 q.·?o 22. 40 5'6 . 96 
19?'t-1S 1699.10 -llt..61 722.18 -1.1'] 971.S2 -19.0' 3f1!.18 - 30.98 a.ta..a.o 23.00 ;a:~S:24 12.36 5'1.86 5'.5'1 18.11 42. 62 
197S-?6 Ult-7.SS -32.48 6S8.n -8 .. 19 a..ss.sa. -so.M a.61.?'5 so.02 196.98 .;2.47 lt-3: ~1:17 17.'!9 47. 30 8.?2 4 . , .. 10.00 
191~11 2427.05' 111.5'0 884.5't 3lt..28 1S't-2.Sl ·ns.sa. 499 ... 0 8.16 3-85'.l~t. . 9S.S2 61.:21:1; 16.22 63.5"2 8.22 20.$9 56.46 
1977-18 2823.5'9 16.31t 110?. 85 2t...68 1720.14. ll.S~ 600.00 20.14 S03.3S 3{).69 61:21:18 16.47 71.63 9.12 21.2; S4.4tl 
~-~~~~--~-~~~~~~~~~~-~~~~-~-~~~~~~~~~~~~-~-~~-~---~-~~~~~-~~~--~~~-~-~-~---~-· 

- - ,r - ' - - 2t..6B - - 13.M 5'7:23:20 11.36 , S2.?0 
I • 

(jroup I-II! 

1970.11 26f.3.46 - 1063.87 - 1S99.5'9 - 5'02.29 - S61.;8 - 60:19:21 1?.1~ n.oa 7.'52 1~.~6 4?. 21 
1971~12 2511.82 S.'51 1221.62 14.8 3 15'90. 20 -0.~9 ;1s.so 2.63 106.12 ~;.,.. ~7:18:2) 17.46 $e.2s q.20 1~. 33 42.20 
197~73 31So.os 12.03 121<).02 4.10 1~11.06 1?.66 SR$.29 13.~ 693.63 - 1.11 $9:19:22 18.;4 6~. n1 ~.21 1~. 58 4~.16 

1973-74 3275.95' t.. oo 12lt-6.73 -2.5'2 2029.2' q.lJ-'5 647.86 10.69 5'98. 81 -13.66 6,:20:18 20. 27 ')R. ?1 R.~s l «). ?q Sl. 96 
197lt-75' 2961. 23 -9.t.2 11~7.oS -7.19 1810.18 -10.19 ~7S.Ol -26.68 682.01. 13.A9 61:16: 23 1 3.01 ~2.2~ ~.ss 16.01 1•1 . oS 
191'5-16 267'+.81 -9.85' 1174.03 . 1.'+7 15'00.18 -11.09 131.6+ S$.29 .. 36.39 -36.02 S6:2Bsl6 18. 1.-l S3.01 a.?S 27.!1 62. 83 
1916-77 4233.79 ; 8. 78 1516.65' 29.18 27l?.llt- a1.o; 819.84 ll.llt. 696.6) 59.63 6a.:l9:17 11.'1'5 6S.~8 8. 6S 19. 36 ~.06 

1977-78 a:..ru.06 n.n . 1199.9S 18.68 2911.11 1.1 ... ~6.-.3 l,.t.~ 8S9.73 23.41 62:20:18 l S.t». ?9. 03 9.12 20.29 $2 . 5'8 

- e> - .... - ... ~ - - ..... ,_. ... .- ... ~ ~ .. - ~ .. ~ - ~ ._ .., - .... ., ,. - ... - .. - .. - ., .. - - ~ - ~ .. - .. - .. - ~ .. - .. ~ ... - - ..... ._ ~ .. - - ~ .. ~ ..... - .. ., - .. - I 

- 10.27 - s.a.s 2003.66 12.~ - 11.72 - 10.17 1·60:20:20 17.60 60.16 q. 06 19.92 ·~9.11 

- - ~ ~ ~ ~ ~ - ~ ~ ~ ~ - ~ - ~ ~ ~ - ~ ~ ~ ~ ~ - ~ - ~ ~ ~ - ~ ~ - ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - - - ~ - - - - - - - ~ ~ ~ - - - - ~ ~ ~ I 

Source : COGpany Annual J .. c:counts/Beports 
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I ablf S.l3: Uses "t T' WJda by Drug 11lCs : 19?0.11 - 1911-78 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ (Ra,/Lakb9 ) 

~ ~ ~ -~ -- - - ~ ~ - - ~ ~ ~ ~ ~ ~ - ~ Particu- ·~o .. ,--· - - - - - - - - - - - - - - - - - - - -
l
a- \it "Y6 "'""".w f1G88 e t C&'!'lli_. 
a.~ ~~-------••••••••••~~~---~~-~~~-~-~~~-~~- . r Total Increase Increase thron•~ ;-.-t--r1::·::-------------------------------------------------- t al f ..)Na-

r 
.. -A- ......... 1 al ¥cU Ioereue thri,Ugh n -~ ti'Jn 
~ over \oUV nten, · sources external so11rcea assets In~entor1es ~ebtor balances Otbers ( 8+10 ) 

previous ..,...,........,._............ ___ ..._. _ _._,.,._~............... .---~-._... ........... ~-.,.... ..._......., ... ....._ .. _~-----~ ~~-.-...--....-..~ .... - ~~-.._,..._. _______ ._.._... 

,ear Total Percen- Total Percer.a- Total PerceD- i ot.al Percen- Total Percen- Tlotal Percen-
tage tase tqe tage tase t age 

1 2 . 3 lt. S 6 '1 8 9 10 11 12 13 14 lS 16 - ~ -~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ -- - ~ ~ ~ - ~ ~ ~ ~ - - ~ - ~ ~ .. ~ --~ ~ ~ ~ ~ ~ -~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ -~ ~ -- - ~ - ~ . -
g~oup]. 

191?-11. llJ.20.23 - - - - - - "- - -· - - - - -
1971~72 1651.91 237.6S 91.S1 4l.OS 140 •. 11 58.9S so.46 21.23 130.91 s~.rn 91.?2 38.59 - 3S.'+l -l~t .90 l Sl. "!1 

1972-13 1180.91 123.00 1~.22 1 ·11.80 -2.22 -1.80 20.99 11.0'1 6~.31 ~5.54 39. 30 31.9~ -$.60 . tt..SS 89.30 

1973-,.. 2~.20 269.29 111..26 t.l .• 41 1$7.03 SB.S3 
/ 

66.a3 2' ... 91 83.82 31.2 .... 2'l.89 7.79 96.?'5 36.06 1S0.6S 

19~?; 3073.ltS 1~4.25' 61S.S1 60.10 403.68 39.90 n.oa 6.~ 280.68 27.-. ~) 9' . ?.1 9.06 S?9.6~ 56. 60 3Sl.?6 

1?75'-76 241t6.9R -626.4? ..615".~0 -98. 2"S -10.91 -1.1'5 3.11 o.so SS.l? 9. '9 66.14 10.~6 -7~3. ~9 "-120. 34 61.28 

19'1~71 29S9.il8 512.10 383.10 ?tt-.93 1 2A .• l;.() 25'.01 l23.S8 24-•. 13 2B.lS s.so 132,41 25. A6 221.?6 4t..~ 15'1.13 

1917-78 3639.3S 680.21 n s.86 76., 161.41 23.73 38,64 5'.6R 11] .13 16.?2 121+,41. 1R. 30 ~03.46 ~9.31 1,2. 31 

Group II 

19?0..11 2~.94 - - - - - - - - - - - - - -
1971-12 2SSO.l1 300.23 204.92 68.2S 97.31 31.'15 29.6'1 9.88 111.a.9 39.13 . 21,28 1.')9 131.19 43.90 1'+7.16 

191~13 3333.01 lt82.«n 2:39.67 49.63 243.23 so.37 108.90 22.$S 246.;; 71.06 ,2.00 10.11 · ?S.4S 15.62 3~S.,+S 

1913-?'t 391~.1, 631.0S 3()3.~7 48.44 328.1.,8 Sl.S6 127.10 19.9S 12?.00 19.94 1J9. ?S 17.15' 213.70 42. 96 2~.10 

19'74-7'1 ~f\8.2S 5'18.13 119.96 23.16 398.17 76.84 101.os 21:>.66 321.~ 62.10 56.78 1~.96 32.,6 6.28 42~.?9 

1915~16 49~.t.a J.17.23 S6f:!.51 136.?6 -1Sl.28 - )6.!:'6 93.72 20.01 6~.17 16.34 82.?5' 19.n l q3.0'l \e. 3. 88 1Sl.91 

19'7~?7 5'1\11..40 2'39.92 '-?'J.19 lo4.Q? -ll. tJ? -4.97 4~.94 19.23 131.16 S". 90 -1'5. ~3 -~1.,.. 1 Y,.65' '5'1.61 1?7.lf) 

1977-7~ 5~3S.88 391 ... q 2P.l.2S n.aa. 110.23 2JJ.l6. 1 04 .• 1'1 26.16 n o.lt6 ~.41 ~9.1 3 l!f.l~ -1::>2 . q~ -26. 28 43~.23 

------ -·----------------------.------------------------------------.------.----
298S.94 1973.67 66.10 1 01 2.2'7 33.90 601.1S 20.33 13 .. 2.5'9 lt4.96 304. ~6 10.21 731.3~, 24,49 l 9l19.?t+ -

' ---- - - --- --- - - - -- - - - - - - -- - - - ---- -- - - - --- - ----- - - - ---- - -- - - -- - -- --__ ._. .. ., .............. ~ ... 
Coa td ••• 
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Croua III 

197~71 72os.~ - - - - - - - - - - - - - -
1971~12 ~009.83 804 .• 17 ~.65' 67.13 2S9.52 32. , , n.t.3 9. P8 -326.18 - 40.5'6 ~4l. 'l5' 30. 09 '316.91 l :Jl. 5'9 - 2;t..?S 
1912-13 ~691.89 68:?.06 312.91 ltS. ~S 369.15' Stt-.12 7.61 1.12 3ql.l0 S'i.S1 l OA.?') 1~.9lt- 1~.60 21.C11 8.11 
1?73-14 8961.$4 269.6S ... 31.38 1;9.98 -161.13 -5'9.9R 6~.~8 25'.40 113.2~ 64.?5' - ?3.19 .A. ~2 51.71 19.lq 241.73 
19~?$ 10390.23 142S.69 621.27 t.3.91 B01.42 5'~.09 113.19 7.96 1162.00 Al. 33 23.o.q 1.62 129.Sl' 9 . 1)9 1 :'?5'.?9 
19~-76 1095'$. 93 ~6S.6~ 739. 3S 130.12 -173.7S -30.72 131.03 23.5'2 19, . 46 3t..03 ~'l.60 llt.2S 15'9.~ 2~. 20 325'.49 
1916-77 1165'0.96 695.13 ~8.~ $0.12 346.76 49.88 8l.. oo 11.65' 19l.OS 27.lt.S ~01.B4 5'~.6? 15'.24 2.19 272.0S 
1911-18 125'25.38 874.42 ?78. 88 89.07 9~.54 10.93 68.10 1.79 312.13 42.63 3$2.21 4-'l. 28 Bl. 38 9. 31 440. 83 

- 11.11 1S36. 91 

Groan ! -I II 

1910.71 1117S.B3 • - - - - - - - - - - - - -
1911-72 125!7.91 1)1.2.03 8'1-7.1\. 63.12 494.~ 36.88 151.,6 11.29 -11.19 -5.80 354.9~ 26 . .. 5' 913.3S 6!3. o; 73.13 

1912-73 13805.87 1!'~7.96 611.80 S2.63 610.16 &.1.31 137.50 10.68 695.96 $4.~ 2oo.o; 15.5'3 2~ . .. ,. 19.7'5 ~3).lf6 

1973-?lt- 14980.~6 11'14.99 8?1..21 7?.t.lt. 323.18 21.;6 26;.41 22.33 384.C'fl 32. 69 106.3~ 9. 05' 422.16 3S.93 646. 48 

1<)?~7; 1795"1.33 29n.f71 1362.80 t..S.86 16o8.27 51+.13 291.92 9.93 1761+.l•2 $9.38 112.67 5. 'll '142.06 24.9R 2~5'6.~ 
~ 

1975"~7~ 1830A. ?9 35'6.36 69 .36 191...29 -336.00 -94.29 219. 1:'6 61.70 31 q. J32 ~9.1+1 22Q. 99 64.26 . 411. 31 -11S'. 42 '3q. 6' 

191'-" 191S4.44 1446.15 982. A6 61.96 463.29 12.04 2So.,-2 17.32 35'0.36 2••.23 464.42 3' .11 ~o.q; 26. 34 600. 89 

1.917-78 217G0.61 1946.11 1S78.99 ~1.13 361.18 18.81 21.1.51 10.87 el6.92 '+1.98 ,-3S.78 27.53 381.96 19.63 1)28.43 

~ ...... ~ .. -- ... - .. ~ ._ ....... ~ ... - .. - - ... - .. ~ -- .. -.... ~ ~ ... - .. ., .. ~ ................... - ~ ~ - ..... ---.. .- --.... -- - ~ .... - .. ~ .......... ~ 
- 105'21+.?8 6993.16 66.4Jf. 35'31.62 33.56 1S, S.28 14.49 42S2.11 '+0.41 2063.21 19.60 26R3.S2 25'.5'0 577~. o; 

- ~ -~ ~ - ~ - ~ ~ ~ - ~ ~ -- ~ ~ - ~ - ~ ~ ~ - ~ ~ ~ ~ ~ ~ - ~ - ~ ~ - - - ~ ~ ~ ~ - ~ ~ ~ - --~ ~ ~ ~ ~ -~ ~ ~ ~ -- ~ - ~ ~ -~ ~ ~ - ~ ~ ~ - ~ ~ ~ 

~ource : Compaft7 Annual Aceounts~eports 



rus cbapter deals Y.~t1tb tbe 1apact of the operations or 
dnc tJ'aMtlatlcmal corporattODs on tad1a•s balaace or paywents. 

Atter highUgbtiDc the central proble•s asaooiated v1 tb an un4er­

taldag Gr sucb aD exeroue. we •asun tor tbe period 195'6-Bo, 

tbe shan ot dru1 'fiCa 1D the total relltttanoes trom tbe count17 

OD account or dt Yitlends, iBteHS t, tecbrtioal Jmovtwv tees an4 

~al tles. \ie tben esulne tbe outnov ot ttm<ls by 4rtag niCs 

oa tbeee aecouta agaiDst. their innov earntnp to see \lbetber 

tbey are net earners or speDden or rore1gn ezohanse. rovards 

tbe end we also dtscaa 1D pneral tbe iuue ot transfer pr1c1Dg 

related to nrcs• operattoas abroad end to drug mcs tn India. 

One of the priDcipal issues relatecl to the balance ot Pe.Y• 

aeDta v1 tb vb1c:ll bos t coun tnes are c,oncemed in the role or 

Trarumat1onal C~pPOrat1ons in their trade services and capt tal 

nows. "i'!!Cs are lmown to atfect a substantial l)~rtton of 

world trade and nnanet a1 novs and are tbus likely to have a 

sip1t1cant lnfillence ou the balance ot pq11ents or tbe coun­

tries vbere tbey operate. But any 8PlJt-a1sal. ot nJCs• 1nnuenoe 

OD tb~ balance Of payatent8 Of bost COU!!triGS 1DVO~Y8 fo~dable 

probleu. Tben 1s, tor inst ance, no general consensus oYer 

the inclusion ot factors atteet1ng tbis account. Different 
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rnul ta can be obtained by tbeir 1aelos1on or exclusion 1n the 

t nnov/outnov chart ot hos t aountrles• 'balanee or O&)'lMnts. 

For exaeple, it the evaluation concent rates on tbe capital tlov 

of direct 1nves ta&nt, tbe etfeet oa tbe bos t countr,. 1a un­

cloub~ly PGB1 tiYe. For, tbe 4e•elop1nc countries u a vh3le, 

dlnc~ iDYestant uoanted tot t. b1111on lo 1911 - al•oa t balt 

tbe total official bilateral and s ult 1lateral nove. 'But it tbe 

eaminp sene rated by past 1nwesteent vbl cb acerue to the 

tonip att111atea are dedtleted ti"OII tb1s now, the ne t result 

1a generally negat1•e tor hG-•t. count.rtes. Between 196S and 19?0, 

net foreign direct investant inflow into It) developing oountr1ee 

vas 30 pel" cent ot tbe lnYest~H,nt 1n001N outnov. It the o11 

producins CG&mtr1es 1n tbe same are excludea, innc.v vorks out 

to be 68 per cent ot outtlov.1 Bes14es tbe 1Dtlov or cap1 tal 

tunds, tbe atfUlates,also earn fore~gD eschuge by WfJ'T ot ex­

porta and soutt .. a b7 vq ot technical and/or marus.ge•ent con­

sul teney tees earned abroad. 

Tbe out.tlov ot roretp exchange ocwn by WflT ot rem1 t t­

uces on account or : (1) profits repatr1ate4 abroad bT brancbes , 

(11) d1v1cleDds disbursed abr~ by subs1cl1ar1es, (111) royalty, 

tecbnical am •anageeent c-onSlllt8Jl07 fees accruing out ot sale 

knowhow, (tv) iliPGrt• on acC()UDt or capt tal go~d.s aDd/or rav 

materials, and ( .Y) head ~trice ezpendi turea ot brancbea. 

The d1t'terence between tba tot al intlova and total out nowa 

1 U.N. !lult1nat1onal Corporations 1n world DewloP'ont, 
1973, p. ~. 
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sbovs 1n •onetar,r ter~s the positive or negative 1•pact ot 

TICs• operatlcms on h0$t cotmt r1es• balance or ~ents. AD 

i!lportant lssue bere is whether or not to i nclude on the tnnov 

side a wart of nt.aine4 earn1n1s ot toret.p eOilpanie~. I t is 

s=etlltes aqgested t hat 1n cesea where indi genous technology 

11 not &Vallable a t all, the vb-ole ot retained earnings s bolllct 

be deell84 as cootrloutioDs to foreign exchange. But where 

1D41gnoaas skills are a•a1lable, all tbe retained eamings 

should not be lncl.adecl on tbe 1nflov s tde. But so• people also 

argae tbat tbe retallted eam1np are ftmds renerate4 tr• o-pera­

tivns w1tb1D the coun~ V1thout 8Q1 t~anster ot resources hav-

1Dg taken place tra abroad and bence u such abo\lld not be 

deec;e4 equiYaleDt to fresh nov of ftmds from abroad. 

Tbe deteN1natlon ot positive OF Degsttve t•pact ot 'niCs 

on bost countries• balance ot p&:Jll.ents ia further co•p11cate4 

by the tact that tbere are oerta1n 1nns1ble costa ot foreign 

capital vblob tboagb not precisely quaat.1t1able ha~e serious 

balance of paywents 1•-pl1Cat1ons in tboat. These are tbe t.rane­

tar pr1c1nc practices followed on a lar;e seale bf toreign 

eo~~pan1es all over the vorl4. Host cotm trtes vulnerab111 ty to 

transfer pricing arise rro~~ the ract tbat a laree part of trade 

tbese 48)'& ia repre-sent ed by 1ntra-co11pany aal~s. In tbe n.K. 

tor iDstance, halt or the eaports ot :J.s . atf111ate:a are •ad• 
to &rr111at ed tins; 1n Caaad.a as s uob as three-fourth or all 

exports or rore1p att111ates vere account ed ror b1 1nt ra­

co•pany sales 1n 1969. ;\s re&ar4 l~ports, three quarters or 
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tbe 1•ports of toreisn atfillates tn Canada (vh1ch • ount to 

one-tb1M ot their t.o( al purcb.ues) or1g1Date v1tb other 

att111atea and aleost all tbe imports of u.s. att111at es or1-

g1oate ira tbe bo•e couatJ"T. 2 !he eap1twle in India •a¥ be 

relatively saall. 

Ariotber proble• in deterllin1ng tbe 1~~P&Ctt ot 'MtC1 Oft the 

baltmce Of IJ&ylleftta ot bost COUDtr1es arise due to backward and 

torvard 11Dkqes caused by TICs 1D tbese countries. 'l'bus, tor 

1Ds tanee, to tbe 41reet etteets could De a44ed tbe indirect 

ettects· naul t1DI fr011 the tact that. tbe inCOIIes ad sales 

proaotton cenarated: by atf111ates ratse tbe lewel or tnco•e 

and tbqs induce hllber eonsu•ptlon ot tttpOrts ot ftfttlhed or 

1DU:r.ed1ate goo<is and possibly even lover tbe aport. supolJ or 
soee donst.ically produced roods. At the sue t lu, t.nsorar as 

tbe att111ate •ay sene as • growtb pole" s t1•ulat1Dg the es­

tabllsbunt ot COIIpleHDtBJ7 dotlestie indus tries t i t 1181 al.~O 

generate additional exports tr011 tbe local producttoa ot st.teb 

r1r••· !as1c to the entire calculation of total trade ettects 

1s tbe question, at present. unanswerable, whether tbe rore1p 

att111ates output is entlrel:r add1 t-1onal tc. vbat VC)uld otber­

v1.se be prochtced or whether local nplace•ent ot output can be 

-·-d.3 
2 Ibid., p. S6. 
3 w A.P. Manser "The Financial Role of Malt1aat1onal 
Enterprise : Recruil•ent ot Capital" 1n J.s.o.W1ls·on a c.P. 
s cberter ( ed.) Mul t1nat1onal Baterpr18!1 Fiaanctal and 
Monetary Aspects, London, Sl~thott, 19-,.., P• SS. 
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Thus 8DT atte.pt to aeasure tbe 1•paet of lfiCa oo tbe host 

co~tr1es tn vblob tbey operate bristles wltb dittlcult1es. 

Bence the resul ta arn-.ed at bave t o be interpreted v1 tb cau­

tioa. Before w set out to analyse tbe i•pact or drug trans­

oat.lonal COFpot"atiOJta OA tDdta• a balance ot p~nts, ve vtll 

b1&bl1Bbt aou of Use probleu spec1ticall7 aaaoc1ated w1 tb tb1a 

euJ-ciae. 

ID India, till 19?S. t.ben vas no co•puls1on tor tbe 

etlllpan1n to dtaelose tn tbelr annul aeeounts, tbe intonation 

cODcern1nc eU"DiDga and upaDdituns involving roretgn exohanre. 

As a reaul t no sys tetat1c d•ta on ttlese 1 tema ulst 1ft tbe 

&Dnual aecoats or tbe COIIi)anles. Whatner 1nfonat1on 1a avail­

able u;>to 191S le scattered 1a ~ Sabba 4ebat.e aDd a rev 
Govenmezat ot India and itBI reports. And tbe earliest year tGr 

vb1cb data cgul1 be bad 1s 19S6. But whereas the aggregate 

data ti'08 l9S6 ouverds OD outflov or var1oaa iteu tor all the 

foreign cOut~aniea cosb-1ned could be searebed tr011 Lok Sabba 

debates tbe outnov data ot drag coapard.u llben p1eoe<1 together 

could be ba4 only tl"'OI 1960 onwari•• but that .. oo not tor all 

the coapaoios. The data tor 1960.?0 could be eulled o11t tr011 

RBI eollaboratioa reports ... But this data is onl.T for •aJority 

and c1Dor1 t 7 foreign eqm ty bolting oo•puies. Jfo data is 

&Yallable ror b?ancbes. More#er, since 1 t is not lmovn as to 

vblcb toretp cOtlpanlea t his data belongs ao tbat the data on 

It 'Ruene Bank flt India, Report of the .Suney of r ore1gn 
Collaborat1MJ 1D In41an Indu.stJT, 1968 and 1914. 
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retained eemiuga available fro• other sources cannot be aude 

use or. Tbe data on outtlov tor tblrty tvo firms tor tbe period 

19'10.?5 vu traced tro. another source.$ But the •alue ot ta­

ports and npol'ts or these rtras could not he lmovn. These could 

·Only be roughly pieced together f'r011 'tables 3.19 8Jid 3.21 of 

Chapter III of tbe present thesis. Tbe coa~lete 1otlov.outflov 

data tor the period 1975'-16 - 1977-78 was available only tGr our 

selected 21 c011pan1ea. Wt't.b all these const raints ve w re soae­

bow able to ~ a co•plet e innow/outnov obart ot earnings 

ad nat ttancu 1n rorettJD exebaup by drug T!Cs ln I n41a tor 

tbe period l9S6-80. Needless to eepbastae that tho net ( nega­

tive) 1apact arr1ftd at atter p1eo1D! t.osetber totlow-outnov 

t11urn or euntngs 8l'lt1 n•1ttaaces in rore1p;n exChange or drus 

att111ates tor this period vodl.d be gNasly under-as t1eated. 

Tb1s ia l>ecaase ot the very fact tbat tbe data tor all the 

ton1p 41'111 c011pafties eould not be accounted tor. Secon~y, 

none or tbe 1mls1hle costs sucb as tbase ort account of transfer 

pricing ban been t.aken into accoUDt. !be sue of course can be 

said or tbe 1nd1reet betl1tt1 ts generated by these coepantes "hicb 

would be sou extent reduce tbe nepti'Ye balance • 

.Betore ve proceed to exuine tbe positive or negative 

t.•pact ot roPe1go dru1 coa~aniea on India's balance ot payments, 

we viU eeasure the relat ive share or re•1tt ance ot 4rug com­

panies ta the total nli1ttanns by all the torelga eoepantes. 

S M1D1stry of Petroleu. Cbellicals and ? ert111sers, OI, 
Iftdian Drugs s tat1st1cs, 1911. 



@bare or pry mcs tp Total Relli ttuce! 

Table 6.-~ (in tbe appendix) sbr.wa the a«fmtcate data oD 

· account of ralll t\aeu by all the tore1gn e011pan1ea vte.a.na tbe 

clrar cospaies tm<ler tour hea11ngs : dlvtdends, interest, tecbnt. 

cal lmovbow tee~ and royalty tor the tvent~toar year penod, 

195'6-S? to 1919-80. Tbe attlftlat.e t1pn Oft account or d1Y14end 

Ntl1 t teaea tor all the caputes shove tbat tb87 increased tro• 

••· 1 •. 10 ororea 1D t he llid •SO's to ns. 19.40 orores 111 the 1114 

• 60•. aDd. further to e. . )1..1.. oro·na by tbe en4 or '10' •• ?be 

d1nclacl reld.ttaoeea by 4TUI OOIIPard.ea also registerd a steady 

rise 4uriDI tbts pel1.ods troa I s. o.;o cnru to -ss. 2.)1. crores 

aDd t~tber to Is. 3.SO orores. Drus· e011pan1es account tor 

a l.ar,er shan (betv8811 1 per out to 1~ per cant) 1ft the tot.!. 

cl1w14eDC! ntl1 ttaaoea tJtolt tbe oountr,r. . Tbe qgngate for tbe 

-period 1~6-S? - 1919-80 ahova that the total outnow or torelp 

ezeban1e on acCOUDt of d1Yitlend_ nllittalces durtns tb1s perlod is 

na. 624.69 ororu in which the share ot drq eot~~.-Jiea is 

.as. S9.63 en-ores (9.SS per ce-at). Tbis •ens tbat al.thougb the 

now fi~UZ"e on aaaual baa1s looks ••all• tbe cd ulattve burdeu 

r~ tbe period 19S6-~1 - 1979-lo 1a quite leee. 

qgre&at.e rem ttancea OD accoet ot interest payoents by 

all the roretp eo•pa!es rose ste11Cl117' troa !is. 2.10 crores in 

19S6-S1 to Ra. 9.40 arorea in 196S-66 and oearly doubled to 

as. 1?.60 erorea the Yert nest year. l'bey continued to rise, 

rather erratieally till 1919-SO, tbe year in vb1ch tb87 are 

placecl at lls. 34-.29 cmwes. Ibe interest relli ttances b7 drug 

oo•p•les tbougb nse atea4117 durin& this period, troll Rs. o. Ol 
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crorea in 19~6-S? to around Rs. o.~o cre»res 1n t.b.e •?o•s, had 

usually less than ooe per cent share 1n tot al interest remtt­

encea tra the COUDt.ry. '!'be qgregate 1n teres t real t tances by 

all tbe eoapeles during tbe per1~ 19S6-S1 - 1979-80 are 

placed at ns. It 31.\t. 3 crone. In this th-e share or drtlg cOli­

pules is Rs. lta.23 crores ( o. 91 per cent). 

The col\lzm depicting tbe remittances on a~eount or 
tecbnieal knovbov fees sbowa tbat all the cospan1es togetber 

reattted around Rs. 3.00 ct-ores nery year till l961t-6~. But 

! be rea1 ttaees ere tban doubled to Rs. ?.€X> orores tbe •er:r 

next year followed b7 a cODt1nsaous 11.se tbereatter. They were 

expected to reaeh Ra. 27.61+ orores by the end ot 1919-80. !be 

re•1 ttauces on u-couot of technical lmovllov tees bT drug co• 

pates bad been usually less tbaa Rs. 1.00 crores dunng tbe 

period 19~6-S'? - 1979-&?. But tbe1r share to the total re•1 tt­

aaeea vu u blah as 6.61 per cent 1D 19S6-$7 and was t10re than 

S i'er cet t1U 1963-64 atter vb1ch 1 t steadily tell and ranged. 

bet w .. a 0.16 to 2 per cent till 1979-80. The acgregate rem1 tt­

Bftces on acoount ot technieal knowhow tees by all the toreign 

co~apanles, tor tbe entire tventyfoaar year per1 ~d, 195'6-S? -

19?9-80-, are place4 at .as. 294.1S crores. ID this the share 

ot 4ng ~•pan1es is Rs. a..ol orores (1.36 per cent). 

Finally, the aggngate raa1ttances on account ot royalties 

by aU the toret.gn eos-panies r()s e tr011 iis. l.?t) vore 1n 19S6-'S7 

to Ra. S.?o c-rores 'in 19f'-9-70 and rurtber to Rs. 12.?0 cn•ores 



bJ' tbe end or 1979-80. And e.l though tbe drug ea~~pantes re~1 t ted 

leas tban Rs . l..O.l erores armu'8lly on tbts aceoemt dtlr1ng the 

entire period 19S6-S1 t.o 1979-801 their share 1n t he total re. 

al ttan:eas 1n 110at or the years is 110re than 2 per cent. And 

1 t vent u bilb as l ;l.l8 per oent 1n 1969-70 and stood arot.md 

S per eent in tbe second bal.t ot tbe seventies. Tbe aggregate 

n•t ttances oa aoeooot ot royal ties ror the tvent7f'our year 

period 19S6-S? - 1919-RO adds upt o Rs.138.4n c~ores, 1n vhidb 

tbe share of drag co.-pantes 1a !i s. 6.6lf. crores (4-.'19 per cent). 

AD t•port.ant po1ot to be noted bare ts regarding a dis tinct 

rise 1D outward r .. 1ttanees on account ot dividends, interest, 

t echnical knovbov reea end royalties rrom 1966 onvar4. In41an 

rupee vas devalued in 1966 and since the s•rv1ee paYQents are 

uauall7 dnoted in toreiga etarrenoy, a tall in exchange rate 

1nvariabl7 rest.llts in an increase in ootflow incurred in local 

curreru:y. In the last cbaptep ve bu poi.nted out that parent 

orsan1a$t1ons and alao sister atrtllates would t ransfer funds to 
-~ 

their tellov atrt.l1ates 1f 1t is expected tbat tbe currency ot 

tba country or t he debtor att111ate 1s on the verge or deYalua­

tlon. The reason being that afte r deyaluatlon tbe credit or 

et.mcern woul~ get back maeh tWOre than vhat 1 t voul<J have lent. 

Tn t he absence or tJDY ractual data ~ cannot esl)batica11y say 

that this vould. b&Ye happened in the ease of foreign tlff111atea 

operating ·tn Infl1a in 1966. ! b1s possibility, however, cannot 

be ent irely ruled out stn.ee the devaluat i on ot Indian rapee at 

tbat tt•e vas ex~cted. AD 1n11rect evidence that l ends st:~pport 



to this bJ'potbesla ts the l.Dterest ,.,_.,ts on leans vb1cb
1 

as 

ve •• above, nearly doubled in 1966-67. 

~otal rea1ttances oa all the r_,t.tr accounts : d.lvtdenda, 

int erest. technical knovhov teaa 8l'ld royal t ies ror tbe etltire 

21+ year period 19S6-51 - 1979-Bo stands at Rs. 1••95. 3S crons 

( Col.lS>. ?be a bare ot dru, eo.panies in tb1s is n a. ?If.. 5'1 

crorea (Col.l6). This uans that tbe annual outnov ot roreip 

excbange rroa tbe country on these four accounts 1s a stagger­

ing na. 62 crores and tbe sbare ot foreign drQ.g compen1es 1n 

tb1s is As. 3 crone - S per cent. The 7earv1se data (Col.l?) 

sbov tbat durtq this tventytou.r year pertod tbe annt~al percen­

tage sbare or f'oreip drtt« co•tum1es to tbe t()tal ree1ttuce• 

has been .ore or less eonsistent around S per cent. 

In the precedtag section ve examined the extent or re-

111 ttancea under various accounts by rore1«n corapanles Yis-a-vts 

drus c01tpantes. iJe nov examine an tnnov/outnow chart ot 
I 

rore1p eubaage earnings and ezpendl tures at tbe lat t.er to see 

1r tbey bave been oet earners or spenders ot tore1gD( excbanp. 

"JD the lnnov side ve place earnings on account ot exports 

and ltisoaUaeous receipts (e.g. consul.tancy and cou1es1oa 

rees) and 011 the ~tnov side t be oGtgo or foreign enban1e 

on accoa.mt or laports, diY1d.ends, 1aterest, toebn1oal 

kDovboV tees, royalties and m1ace1laneous p&y~Dents. ·.Jwlnc 

to tbe 11111 tattons of data explained earlier inflows oa 

account or original foreign eqld ty are not tnclwied tn the 



ehart. HoveYer, as Table 5.3 of Chapter v ahova tbe 1nnova 

ou this account are not substantial. 6 

Table 6.2 4eptcta tbe vartou 1tea or earnings and re-

111 ttueea of fore1gc exchange by rore1gn drug co•panles 1 tbe 

ven4a ot whteb over tbe peri-od 1956-S? • 1979-8o have just 

baa explained. Colwm 12 in tbe table sbova tbe trade balance 

or these corapan1es, wbicm 1t eaa be ~••• is negative tbroogbo\lt 

tb1a 2lt year period. And this negative trade balance dQJ1ng 

each year 1s substantial. lbe annual average for 24 yean 

shove that 1eports or roreip clrug oospaniea oatve1gb exports 

by Ra. a. erores. Sbare ot 1sp>lrts in tbe total outnov ts also 

the blgbest (?ll.24 per cent) tolloved by diVidends (20.10 per 

eeDt) royalties (2.24 per cent), 1ntere~t paymats (1.43 per 

cent) 1 teobn1cal Jmowbov tees ( 1. 35 per ccmt), and •1scallaneoua 

expeDd.1tures ( o.64 per cent). 

A breakdovn ot laporte for the three par period 1915-?6 • 

1917-?8, ror our tbree groups or ecmpanies appear below in 

Table 6. 3. This table sbovn that rav •atertals and eCK~ponents 

cons t1 tute the b1gbes t percentage ot total iwports - aroww1 9; 
per cent ot the total, followed. by 1•ports on account or capital 

goods
9 

a tores and spares. t t ls ieportut to note tbat t o t ho 

extent imports ot rev materials are essenUal they ralse tbe 

yalu.e ot doHs tic produet in vbtcb ease 1•ports are a net rorelp 

exchange saYer. At tbe saae tiree tr tbe exports of affiliates 

6 It vas est111ated tbat \be • actual• contrlbutlon (exclwl· 
1Dg boau.s) or parents ia total share capital ot tbetr subsi­
diaries in In.dta is only erouud 10 per eent. 



j'ablt 6, )1 Breakd.own or Ieporta ot t ranenatlonal Drug Coepanlea 

(Rs./Ldhs) .. --- -- -- - -·-- - - -- - - . - - - . ----- - -- -- ------ - ---nroup & Raw •ate- Capital s tores a Mtacella- 7otal 
year rials coa- aoods a pane neous 

ponents eto. 

---· - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -- - - --- - -
G£0MR 1 
197S-76 166.13 i'7.24J 1.1s ~2.31~ 0,16 (0.45'~ - 1?1).84 
1976-1'1 2•\lB,zl 9~.S1 12. 9 "·" lc,61 (ll.?2 - 2~3 ... 1 
1911-?B 25'7. 0 , , .29) o.41 (0,16) .o6 (1.55') - 261.8'1 

!i£0Up II 

197'5-76 332.05 ~96.15~ 6,83 ~l·xe> 2. Yl ( 0,69) a.. o9 (1.18) 34~.34 
19'16-7'1 ~6. :i 3 96.27 3.2S o. ~> u.oo (2.81) o. 32 ( 0,()9) 390.80 
1911-18 S8,82 91.96) 4.S7 ( 0.9) 4.6; (0.99) o. Jl4. < o.o?> 468 • .38 

2toYR J.Il 
191S-76 690.0? (91.08) 2.09 ( 0.29) S.96 co.a~> 12.11 (1.?9) 110.8) 
1976-7? 85'1.02 (93.09) a.9.ot. <S.§6> a.~o co.93> ~.63 ( 0,6, ) 91 ... 19 
1911·1~ 1206.22 (95'.~) 23.33 ( 1. !)) 11.9'5 (0.95') 22.80 (1.80) 126••· 30 

OtoliPJ I-III 

197S-76 llS8,2S (96.81t.) 12.81 (l.OS) 9.09 < o.?lt) 16,80 (1.31) 1221.01 
19'/6-11 1436.16 (93.96) 6~.18 (4.26) 21.11 (1. 38~ S.9~ ( o.t.o> 1S28,4o 
1977-78 1922.1.4 (96.38) 2 • 31 ( 1. lt-2 ) 20.66 (l.Ol. 23.1 (1.16) 1994.SS 

- - - ~ - ·- - ~ ~ ~ ~ ~ ~ ~ ~ -~ ~ ~ - -~ -~ ~ - -- ~ ~ - - ~ - ~ ~ - - - - - ~ ~ 
Note 1 'P1~tures in brackets tndtaate paroentqes 
Joufca s Co•pany Annual Accounts/Reports. 

to the total. 

~ 
"' 
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an aabatant1al they voW.d not. ()1'117 cover t be C3st ot 1~~PQrted 

rav sater1.als but would also bring 1n &ddt tional rore1gn u­

,cbup. But it 1~t:ports tend to outvetgll espt)rta am 1t this 

continue• o.er a long period of tltte tb1s calls tor an exaslna­

t1on of eontttraints OD drug ezports. ~o analyse the cons t raints 

on uporta one would like to knov t10re abotJt tbe potent ial •arkets 

Tbese potntlal &aarkets (net lfiPOrters ot drugs and phvaaeeut1-

eala) ean be ucertained tro• a network table on Intematlonal 

Trade 1D drup and pbaraaceut1eala. S.ucb a table w1cb woulcl 

list out tbe a.ovces and des t1net1oos or drup and !lbart~aceu­

t1cala vill rew·al vh1cb coUDtJT 1s d()fllaant in tbls trade. It 

1 t turns eat tbat. tbia trade 1s atnder tbe tbaab ot penn t coa­

pan1es 1 t would be then d1tficul t t o accept tbat suba141ar1es in 

tb• rest of the world vould ro to tbe'e •a-ke ts 8D4 •ake tn-roa4s 

into the c1Ha1D ot their parents. Such a struotaral factor ll&y 

baYe lnblb1ta4 export growth ot Indian subs141ar1es or drug 

?liCa. 1o test tbe veraetty Gt tbls poaelblllty requtres, as 

sateS ab~ve, a world network or 111P0rts or drugs and phartla­

ceuttcals. Yor vant ot detailed 1ntoreation ve eoul.4 not under. 

take tbis exercise. 

anertlng t.o Table 6.2, ColWIDS 10 ct U sbov respectively 

uae aggregate 1 teo o£ a nov and outtlov and colw.m 13 tbe 

balance ot tb~ two. Tbia balanee, 1t eo be seeD 1e negative 

tor tbe entire period, 195'6-S1 - 1979-80 (also T'1SW'"8 6.1). The 

total excess·out tlow ot tore1gn exchange daring tb1s period 

•tads at a stag·ger1ng t1gu.n ot Rs. 1?2.53 crores. This •eaas, 
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FIG- 6·1: Foreign exchange inflow and outf~w by Drug TNCs: 

19 56 / 57 - 19 79/80. 



oD an average, durtnc this per1o4, the font dng eo11pan1es 

b&ve annually re•1tted Rs. ?.19 crores ta ezeess ot \lbat they 

•ante4. 

It sboul<l be ooted 1n paasina tbat tbe out now Uftder tbe 

be ad1ng 'aiscellaneou • in Col wm 9 lhovs t hat the expend! ture 

under this account ror t.b8 three year period 191S.16 _ 19??-?8, 

tor which tbe t1g&&rea are available, are no less tbau as. 1.90 

crorea. On the other band, the earnings under th1a •mtscou .. 

neou• bead.1ng tor the a1allar ,ears are only Rs. o.Slt- crores. 

It proper tlguns tor the entire period under study were aYa11-

able, th• outflow ot tore1gn exchange under tb18 a1acellaneous 

beads coul4 be substalt1al thereby 1ftCHas1Dg tbe total net ot.at-

nova. 

ODe of the fiOSt eff"ective ttetbods ot transferrtng funds 

troa one country to another, used extans1Yely br TICs the world 

oYer is tbat ot under and OYer 1n"fo1e1ng of trade transactions. 

!be proeesa is called as transfer pr1c1Ds and is WJed not only 

v1tb ngard ·to intra-fin trade ot goods vbetber finished, 

tateftlediates or rav •atenale, but also tor services including 

royal ttes, •anageatent end teobnical lenowbov reos, and interest 

on loaDS. 111Cs resort to traftefer pricing tor follov1ng ad­

vantages : (a) To attain or •a1nta1D the earket power or to 

peDe.trate into the nev •arkets; (b) To lessen tbe 1apact ot 

pnce controls; (e) To 'S1111a1se taus and otber J>ayhDts to 



&OYei"DDIeata; (d) To c1rcunent ezcbage ecmtrola ancS to he4ge 

qa1Dat curreftey changes. Besides tbese ad"Yantqes tranater 

prices •• be ••tpulat ed ror a Yariet}' ot otber reasons saob 
~ -

- : ( 1) In order to dlsctU.~-~ tbe level or profits of t.be sub-

s 14181"1 and 1ncnase tbe sban of prot1 ts of the parent coe~paoy; 

(11) In order to sbift protita troll tbe sub.s1d1aJ7 to the parent 

0011-pany so as to reduce tbe pressl.l?e troe labour unions tor 

bl{!ber vqes or trot~ pvem11eats tor bi,ber local participation 

or nat1ooal1sat1on.7 

W1 tb an increase 1n 1Dtra-f1nt trade tbe tnduce-eent to 

reaort to transfer prtctDg la «nat. The tnduee•ot to OYer­

priclfta or umt.eFprtel.''lg or goods and sent oes •ay be greater tn 

· 4welop1ag then in de-.elot»ed countries tor a aasber or naaoas 

1nelud1Dg t~• roUoving t ( a) TICs 1n developinl countries 

frequently bold wnopoly pos1~10D8t beoaase ot the relat1Yeq 

seall s1n ot internal earkets; (b) Ieport cODtrola preYent 

111port capettt10D and enable eonopoly prott ts to be arade tbat 

en perbaps bigber than voGld otbervtse the case; (c) L1•1ta­

t1ons, 1D~er alta, on dividend re•lttances and royalty p~.ants 

iDduce corporations to look tor al ternative wars or re•ltting 
8 

prof"ita aD4 pay&~ants; (d) Prlce controls 11•1t prof1 t •ar&lfts. 

1 mJCTAO, Dold.nant Post t1on ot Market Power ot Transrsattonal 
co.,oratioos, !Tse of Truster Price Mecban1s•, 1978, P• '1. 

8 Ibld., P• 8. 



Tbe taternal 11111. ts to tbe use ot transfer pr1c1Ds U'lse 

tro• tbe tact tbat if tbe fin baa local equity part1c1pat1on 

tbe loeal sbanbolders •81' obJect to the blatant use or transfer 

prlctnc s1Dce 1 t woold aean a reduction tn prot! ts ot the tina 

and a tall tn t he dt Yldends tor the shareholders. 'ftven tr the 

ttr. baa no local eqUity part1ctpat1oa, the co~un1cation ot 

reqa1s1 ts knovled~e ( oa taus - tarltts, cont rols, policy) rro• 

subsidiary to parent Md tbf! capacity Qf the parent nn to 

proeese the vut quantlt 7 or lrltonatloo on dttrerent subs1tlia. 

ries an4. to arrive at a detenioate set ot traoster pricing 

requires a lftat deal or skills and can work as an otteet1Ye 

internaL U.1tat1on. The external 11ra1ts to the use or transfer 

pricing a~ay arlse rra tbe tact tbat tba C\lStoft and tax au tho­

Fities 1n botb the bost and the b-oae countries bave to be sat1s­

f1ecl that there are no too vide a tluctaatiODs in the prices ot 

111ports aDd exports ot mcs. 9 

There are eYidence• ot WJe ot transfer pricing b7 !BCs 1o 

a nuber ot o.ount r1ea. ~ne ot tbe best known cases ot 1 ts use 

in tbe ease or drup (Ctte4 earlier tn Chapter ·IV) t s that or 

Roche• a tnmqu111sers cblor41azepox1d.e an4 dtqepa11 vbicb 1 t 

•arkete4 Wider tbe braad oues or L1br1WI and Val.iu in t.be U.K. 

It was tomld by the ~onopoly CoH1ssr1oD that the parent sapj)Ued 

to 1 ta u.K. atlbs1d1ary tbe ingredients ot these two drugs at 

9 sanJaya Lall, "'l'ran-ste~ Pr1c1ng tJy Mult inational M.anu-
tacturlng 'P'1r•s," oatord Bulletin ot Rcono~~1es and S tatis t ics, 
'lol. JS, At.tgl1St 1973, p. 180. 



reapect1Yely £ Y/0 and £ 922 per kg. against tbe s tandald inter­

nat1<mal price or £ 9 and £ 20 per kg. And tbe ruMs tbue trans. 

rerred b7 tbls overpr1etng during tbe -,eJ1.a4 1966 to 19?2 were 

estteate<l at£ 22 lllllion, in contrast to the declared profits 

ot only £ 3 ~lion. Roche bad ultiaatel7 agreed ~ pay£ l.AS 

llilllon to the tax 81ltbor1t1ea in ed'pensatlon. Another best 

lmown case ot the use of transfer pricing relat es to Col~bla. 

The invest1rat1ons c~ied out for 1968 by tbe planning ottiee 

discovered a welgbted average or overprlc1Dg ot 15' per cent ror 

a v1da range C)f ph8J'llaceut1cal lrlports. '!be s aYtnga acb1eve4 

by subseqtaeDt govemaat• s aet10JJ e811e to t 3. 3 •11Uon annually 

1n tbe pbaNaeeuUcal sector, out ot a total. l•port bill or 
t lS a.Ullon. lO 

The iaaue ot tr8D3t'er pr1c1ng 11 h1gbl.7 sean ti ve and 

CQns14erable secreey shrouds 1 ta operation~. Unless purposely 

disclosed it 18 very d l.ttleult. to deten1ne tbe depth or its 

prevalency •oag TRCs. It ta, tberetore, not surprising tbat 

despite the awareness of 1 ts exi~tence no 81ltbent 1c estiwatee 

bne been •ad• so tar to asses• 1 ta 1•paot on bos t countJ7' s 

balance of payments. 1'be case ot I!ldia is no d1ttennt tro• 

others. lfo eati•ates bave so tar been •Ide regarding the exteDt 

of transfer prlc1nc pJ"actlcu ot torelgn c011pan1ea operating in 

Inclia. I» tbe case of dnp, despite best ettom ve could 
.I ,__J. I c. 

locate onlt tbe tolloving /wbleb g1Yes eo• 11!ld1cat 1on to tb.e W1e 

10 I bid., P• 186. 
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of truster pr1c1ng by rorelgn drug eotl~anies. 

Colwm 1 1a table 6.t. sbovs the planned 1•ports or t1~e 

drugs 1a 1977-?S. Coluan 2 sbova tbe o.t.r. price at which tbese 

dNga were l•ported by ao-ttr.tal wsers before canaltsattoo and 

~olurm 3 shows the c.t.r. at vbtob S7C imported t bese 4rt~p 

atte.r e.analls at ton. It can be seeD tr011 Colw.m ~ that tbe 

ezteDt or overpricing OD tbese tl Ye t!r!lgs ranges rra 2.. per 

oent (ln tbe case o£ Netrcm1daaole) to UOO per eeat (ln tbe 

case or Inda.etbac1n). Tbe average overpricing on tbese drugs 

vorks out to be 30-0 per ceDt. Assa1Dg that t hese drugs wen 

l•ported b7 actt&al wsera before coal1sat1on. at prices 1ft 

Colua 2, tbe total otatflow or torelgn acbange on these drugs 

would be ns. 1925.22 lakbs (Coluan ;>. B:;,vever, tbe sue qt.aantu:a 

ot tllports by State f radiug Corporation (STC) would ooly cost 

fts. 156.11 lakba (Colurm 6). 'Tbus the ucese out flow ?n rl•e 

<!Pugs 1n one year by vay ot over pr1c1Dg would be a s t aggertna 

'Ra. U72. OS lakbs. At present then are s011e 300 bulk drugs 

iJiported by both the STC and tbe -,n.vate usen. 

It one as,swaes that the trade and services tranaaet.ions 

or forei@ll dru« co•panies operating in Indta are •atnly vith 

t heir puent coepan1ea and siBter et't111at es abroad and tbat 

tbese tranaactioas are eanipulated by a ~nal ~s per can~ 

then tbe net aegat1Ye balance of tbese companies estisated 

earlier at Bs. 112.S3 crores woW.d be ru~ther enbaneed by -



- - - -- - ------- - - - - - - - - - -- - -- - - - - - - - - --- - -----Drug Quant1.ty e.t .~.prt.oe c .I.P .price PerQat Total oost Total eost Ditter. 
ot 111- - at vbicb 1•- or 1•ports ditter- at ""teb it 1•poJ-t- ence 
port dur- ported bJ atter cum .. enoe actual. ed ~ITO (lt..S) 
1nr 1917- actual usera 11aat1on betveen uera (lz3 
18 plann- /imported tbrouch 2 a 3 ool114 baYe 
eel kgs) before c .. 8TC 1•P<Jrte4 

nal1sat1on (Rs.lkg.) ~1X2) (Jitg. 
(Re.lkl.) ns.lakbs) (Jts.lakba) lakbs) 

1 2 3 4 s 6 ? 

- - -- - - - - -- - - - - -- - - - - - - - - --- .. -- -- - - - -- - - - --- -
Indo-
Htbacln 907.18 lt-320 )64..83 l~f\4.11 391.90 3. 31 ]88.~9 

'I'rime- w tboprtm 1814.36 2060 S61.3 .. 266.99 313.76 1o.1a 363.,8 V\ 
w 

Gent .. 
IIJ'C1n 90.72 ? 0180 31378.30 98.)'1 636.61 320.9$ 31~.?2 

ooxr-
eye 1ne 90"1.18 2037 1608.88 26.61 184.79 14S.9~. 39.8Je. 

Metro-
n14uole 18143.6 12S to 

2SO 
1S2.oo 23.36 341.10 21~.18 6S.32 

- - - ~ -- -- ~ -~ - -~ ~ --- ~ ~ - ~ ~ ~ - ~ - ~ ~ ~ - - ~ - ~ - -~ ~ - ~ ~ - -
Total - - - - 1928.22 7S6.1'1 U72.0S' - - - ~ ~ ~ - ~ ~ - ~ -- ~ - ~ ~ - -- ~ ~ ~ - -- - - -- ~ ---- - -~ ~ ~ ~ - - -
1Joureet Lok Sabha neba1 es. Quest.1ons/Ansvers ()n Drug Industry, llove~ber 1911. 



Ra. 89.66 crores.
11 

rbe to ~al excess outtlow daring tbe period 

1956-'S? - 1919-SO would tbu vork out to be Rs . 262.19 orore.s, 

enbanctng the aYerage annual aet oattlow rro• Rs. 7.19 erores 

to Rs. 10.92 crores. 

The preceding dis®esion on t be t•pact ot drug 'THCs on 

India's balanee or payonta shova that 4ttrtna t be 2t. year 

period 195'6-1980, tbo total rea1ttances rroa tbe country on 

r our accounts : DivideDda, Interests, Teohntcal Knolllhov tees 

and ROJ'alt1es MOunted to as. l&t9S crorea 1n vbicb tbe sbare 

or draa.g T!ICs is Bs. 1~ Cl'Onte. Thus out or average annual re­

•1 ttanees or Rs. 6?. erores on tbese toar UCOtlnts, tbe 4rua 

ntCa account tor Rs. 3 erores - ; per cent. Trade t ransactions 

ot drus TJiCs t or the 21t- year perio4 sbov that. t he7 1" ported 

~oo4s vort.b Ra. 220 crores an4 exported goods vortb Rs . 12lt 

crores leo1ng a trade def1c1 t or Ra. 96 crores. This tteans 

annually t•ports Olltwe1sbed exports by R•• lt. en-ores; 9; per 

cent ot tbe 1zports ot drug niCs account tor rav •at el'1ala and 

co:aponent s, tbe nat by capital goods, s t ores and spares and 

ad.scellaneous 1 tess. 1bt1s t.b.e total annual rera1 ttauces ot 

Rs. 3 ororea are turther enhanced by as. a. erore.s on aeeotmt 

ot t rade balance depleting that ~re tban 5'0 per cent of t o t al 

11 r:xports Rs. 220.21 erores + .I mports P..s. 12 3. ~S crores • 
Royalt ies as. 6.~ crores + Interest Rs! 4.23 crores • Teebnlcal 
knQvhOV fees R~ . ~.ol crores. Total • ns. 3S8.~ z 2S per cent 
a Rs. 89.66 crores. 



annual outnov or Ra. 1 eJ"Gres b7 dru1 TliCs 111 accolltlted tor by 

1aports. Witb '5 pe.r ce.nt adjost•nt tor transter prtctog on 

aen1ces and t,rade trensacttoas tbe anoaal net outn.ov or fuDcSa 

troll tlut coUDt.ry by drug TIC a vork out to be Rs. U orores. 



Table 6,l.: R•1ttances on Aecomat or sentce P.,auta by all TICs ns-a.-vis one m ea 1n !fldi_a : 1956-51 t o 19?9-80 

•• ____ • _______ • __ • __________ • __ •• .• _ _ _ (Rs. 1ft erorea) 

~ D1Yidera4s - ·· Interest Teobnlc~-bo.;v· ~ ·--- • -R~i,-- .. --- .. --- .. · ; iai .~ .- --: ~ - .. -
-----·-·-··· .. ··---··-·- -----------------·· ---- - --.. Total DNC 3 u « Total Dl'a11 6 as ~ T;t;;:•···;;;····;·;;·i ;~--~~ -··-i-;·-;,_.-·--f! ·;i;d····-D;~;···-is-~·( 

~ca otlt.2 ~ ~a ot1~ TICs of 8 • s ot 11 Ca or llt. 
1 2 7 8 9 10 11 12 13 14 15' 16 

~- ~ -·- ~ ~-------- ~ ~-- ~ ~----- ------------------------------------------------- . 

19S6-S'7 

19S7-5'8 
1~8-~9 

19$9-6.0 

1960-61 

1961-62 

1962-63 

1?63-6~ 

196~~ 

196$-66 

1966-67 

1961-68 

196~69 

1969-70 

1970.71 

1971-12 

1972-73 

1973-~ 

197\-?S 

?.10 

a. so 
8.30 

.U.'/0 

12.60 

18.SO 

.2l.SO 

18.80 

22.00 

.l9.ll0 

-28.80 

32.70 

. 30.20 

. :n..t.o 

.a.a.so 

. 38.90 

39.00 

: 3'1.~0 

~ 18. 30 

o.so 
0.66 

o.68 
1..00 

-1.09 

2 ... ?0 

2.78 

~3'1 

~.4 .. 

3. 83 

3.\lt. 

'+.19 

t.os 

?.00 

1.so 
8.~ 

s.~o 

s.6S 
7.03 

9.30 

8.99 

U.21 

12.06 

8.99 

8.26 

9.21 

10.1.3 

9.~~ 

9.8S 

13.82 

11.17 

S'.?'t 

2.'10 

2.60 

S.2o 
6.20 

7.60 

1.20 

•.so 
10.!\0 

6.20 

9.t.o 

1?.60 

l9.t.O 

19.90 

19.30 

20.20 

18.20 

21.20 

2l.SO 

46.30 

o.o't. 
o.06 
0.()\) 

o.!Yl 

o.os 
o.rn 
0.06 

o.o8 
o.11 

o.11 

0.18 

o.~s 

0.26 

o.so 

0.37 

o.38 
o.~1 

0.6S 

o.S3 
0.83 

2.00 

o.6S 
o.81 
o.,a. 
o.3't 
o.ttl 

l.SO 

l..?S 

2.00 

2.5'0 

3.10 

2.80 

2. 30 

3.6() 

?.oo 
lO.ItO 

llt-.?0 

18.00 

13.10 

20.60 

13.90 

u.a.o 
llt-.10 

12.60 

o.o8 
o.1o 
0.12 

o.lS 
0.19 

0.23 

o.13 

0.13 

0.06 

o.u 
0.16 

o.o3 
o.2-. 
0.2 .. 

o.1o 
0.24 

0.28 

0.02 

6.67 

1.30 

6. 96 

?.So 
1.6J 

7.a.2 

lt.&a. 

S.6S 
1.61 

o.n 

1.09 

0.11 

1.1!3 

1.11 

0.72 

2.U 

1.99 

0.16 

1.20 0.03 

0. 90 0. 02 

1.30 0.·05' 

1. ~-o B. 06 

2.so o.('f! 

2. 40 o.lo 

3. 60 0.01 

t..6o o. 06 

a...•.-o o.l9 

3. 00 0.13 

5.1~ o.l .. 
1t.. 30 o.1o 
t...?o o.1o 
s.1o o.sa 
;.10 o.l6 
S.90 o.2S 
1.30 o.3S 
6.2o o. , t. 

s. s-o o.ol 

3. 95' 

).,30 

2.~0 

t..l? 

1.9\1. 

1.30 

.... 32 

... 33 

2.75' 

2.33 

2.13 

10.18 

3.1 .. 

.... 2 .. 

4.19 

3. 87 

12. 20 

13. 80 

16.SS 
21.70 

25'.20 

31.20 

32. 4 0 

36. So 
36. 20 

38. 80 

61.90 

11.10 

72. 80 

69.SO 

9'+. 40 

76. 90 

18. 90 

79. 30 

SS.10 

o. 62 

0. 79 

o. 98 

1. 2s 

1. 39 

1.69 

2. 29 

1.95' 

2.78 

2.59 

2.90 

3.~ 

3. 02 

lt. 36 

5.~ 

4. 36 

4. 28 

t.. 97 

5'. 08 

5'. 12 

5. 32 

S. 76 

5'. 5'2 

S. 42 

1. Cf1 

5'. ~ 

7. 68 

6. 6? 

\.. 68 

4. 28 

t..lS 

6. 21 

s.~ 

'). 6? 

s.a.2 
6. 21 

1. 84 

------------------------ --- ------ ------ -- -- ------- ---- - --- ---- --- ---- --·---- Contd ••• 



;I'@le 6.1: (Contlmled) 

~ 

----------------------------------------------------~---------------------1 2 3 -. S 6 1 8 9 to 11 12 13 14 lS 16 

1915'-76 21t-.8"l 2.li7 9.~ 32.10 <>.89 2.?7 2S.60 o.t.2 l.A 1.0.5'0 0.13 6.9S 93.00 4.5'1 a..s~ 

1916-11 lt8.5"0 3.9S' 8.1 .. Y..?o 0.15' o.t.3 3'1.80 0.33 o.81 1S.9o o. SJ. s.,s 136.90 ~.21 3.8S -
1971-78 32.28 ... 51 14.16 33.6S o.u 0.33 22.5'3 o.11 o.t.-9 10.28 o.~ 9.14 98.14 S.13 s.so 
1978-19 . 30.9'1 3.01 9.72 36.69 o.t.l 1.12 2a...63 0.22 0.89 11.30 o.63 S.S"8 103.S9 4..21 4.12 
1919-80 . 3't.llt J.SO 1o.2s )11..29 0.39 1.1 ... 27.6'. 0.2? o.98 12.00 o.?9 6.SS 108.07 4.9$ a.. sa 
-------- ·------------------------------------------- -·--- ·-------------------
Total 62t..69 5'9.63 '·" lt-3? ... 3 4.23 0.91 2,...'1S ... 01 1.36 138.t.S 6•~ ... 79 149S".3S ?4.Sl 4.<}8 

---------------------------------------------------- .----------------------
Votes 

1 (a) Tbe relllttaDCea ot drq mea tor the period 1960.-61. - 1963-6t. include data tor 36 co•paa1ea: 2fl •a.tority eq\d.ty subsldiarles 
(forelp equity aboYe SO per oat) -aDd 16 naortt1 tonica eqatt7 sUbs141ariu (foreip equity upto SO pe.r cent>. AD4 the 
data tor tbe period 196lt-6S - 1969-?0 laelu.dea real ttaacu bJ' 1t.o COIIpaa1us 20 a&Jorl ty c4 20 •1Dor1 ty equt ty bol41Dg 
COIIpalies. 

(~) '!'be data tor 4nc TWCa tor the period 1910.11 t~ 19?2-73 1s tor .a.o coapante•, 32 vitb rore1gD equity aboft ~ per ceut aDd 
8 vitb rore1p eq\d.ty Qt() t.o per cent. - ... 

(e) : otal re81ttancee or prot1te by all TIC. tor tbe period 19S6-5''1 - 1979-96 1a Rs. 316.1S crores. Separate-data l)erta1n1n« to 
re~tl tt&nce OD ucoat ot J)I'Oti ts ot brancbea or dnJ ~•cs 1s not available. Bove•er, f'or the period 1970..?1 to 191?-16 tbe 
diYidtmd relli.ttancea 4eta ot toreip drug coapan1ea 1s 1DC:lu1•e ot profits l'M1ttaae&s. 

2 The data trom 197'5-76 to 1911-18 ls ror oar s.-..le 2? drug eOttpanles Oftl.y. 

(1) Lok sabba 8H ReJya Sabha Debates aeYenl 1seuea. (2) nesene Bank ot ImU.a eoUaboration Repons (1968 a 1914) en4 
ButletlD Yarlou.a tsauea. ( ]) Ministry ot Petr~leu, Cbe.tcals and Fert111:~en. GOI, Ia41a !>rugs Statistics, 1977. 
( lt.) COII1)8ft7 #.mtual. ACOOUD ta/aeports • 

3'51 
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iabl! iai: Aa tanow/Outnov Chart ot Foreiga ! xobange Earaiaes u4 Beld.ttancea of Traft1Jnat10Dal Drug Coepanies 1D Im1a: 
19S6-S7 - 1919-80 . . 

( • • 1a crorea) 

-------------------------------------------------------------------------IDtlov Oattlow Total 'Total Trate ~alanee 
Teas- ·----··-·--··--·- -·-·· I.---······-····-·····------ a • ..._ ....... __________ ., ____________ laflov outnov balaoe lnnov (+) 

~zporta IU.sc. Iaports ll1Yl- lDteJt• T.Kaov- B078].ty Hue. (2+3) (t..t;; (2-4) outni)V(-) 
cleada ftt hew 7+ ) (10-11) 

1 2 3 .. s 6 7 8 9 10 n 12 13 
-----------~-------------------------------------------------------------
19S6-S1 0.31 - s.1o o.so o.ol o.o& 0.()3 - 0.31 ).12 .... 19 -s.-.1 
19S1-S8 0.32 - S.€11 o.66 o.o1 o.lo 0.02 - 0.32 S.86 -4.7S .c;.sa. 
19SB-~9 0.32 - ... 86 o.68 0.03 o.12 o.os - 0.32 ;.1\ .4.54 -S.42 

19S9-60 o.l9 - ... 68 1.00 o.ot. o.1~ o.06 - tl.29 S.93 - 4.39 -S.6lt 
. I 

196o.61 ·0.30 - 6.10 1.09 0.0\. 0.19 o.l? - 0.30 ?.lt9 -5.80 -?.19 

1961-62 0.30 - ... 80 1.30 0.06 0.23 o.lo - 0.30 6.'+9 .4.So -6.19 

1962-63 o.a..o - 4.90 2.-oo 0.09 6.13 o.rn - o.lt.o ?.19 .a..;o -6.19 . -
196~ 0.)0 - ).f!3 1.69 o.rn 0.13 o.oo • 0.30 S.?S -3.~0 . $.4S 

-
196\-6S 2.00 - a..oo '•"-S o.os 0.06 0.19 - ,.'lO 6.78 -2.00 ..... 18 

196s-66 2.20 - t..?O 2.~ O.fr/ o.~ 0.13 - 2.20 7.29 -2.~0 -S.O'J 

1966-67 3.40 -- 6.20 2.S9 o.06 0.11 o.1to. 3.40 9.10 -2.80 .s.1o 
196'1.68 3.60 - 6.t.o 2.70 o.oa 0.16 o.1o - 3.60 '·"" -2.80 _,_.,. 

·• 

1968-69 1.30 - 6.30 2.78 o.u a.o3 0.10 - 1.30 9.32 -~.oo . 8.02 

1969-10 2.10 - 6.10 )..J'/ o.l? 0.24 o.ss - 2 • . 1:0 11.06 - lt-.60 . q.96 

1970.11 4.51 - e.oo ........ o.2o 0.2 .. ().16 - a..St 13.~ .).-.., -8.S3 

1911-12 t..S6 - a. so 3.83 o.lB o.1o o.2S - 4.S6 12.86 -3. .. -8.30 

1972-73 s.oa. - 9.1S 3. ... o.as o.2-.. o.3S - S.dt- 13 ... 3 -&..u -8.39 

-- ~~~·~~~~~---~~-------------------------------------------------- ·--- -.-- -
CODt.d••• 



-------·------------------------------------------------------------------1 2 3 ... s 6 1 8 9 10 u 12 13 

-------------------------------------------------------------------------
1913-?'t ' 6.5'0 - ., .... , ... 19 0.26 0.28 0.2 .. - 6.5'0 12 ..... - 0.97 -s.,a.. 
19'14-?S ?.80 - a. so 1.05" 0.50 0.02 o.01 - ?.8& 10.08 .. 0.'/0 -2.28 
191S-?6 u.s2 0.13 12.27 2.'-? 0.89 o.42 0.13 o."8 11.6' 17.26 -0.7'5 -~.22 

19?6-"1"1 13.S8 o.n 1S.28 3.9S O.lS 0.33 o.at. o.65' 13.69 21.20 -1.?0 -6.S9 

191'1-18 16.2:.' 0.30 19.95' ... , o.u o.u 0.,... 0.11 16.S~ 26.a.s -3.13 -9.20 . 
1918-79 11~30 - 2lt..99 3.C8. o.~t-1 0.22 o.63 - 1?.30 29.26 -7.69 -11.96 

' 
1919-80 19.38 - 32.\9 3.5'0 0.39 o.'-1 0.19 - 19.~ 37.ltlt -13.U -18.06 

------~-------------------------------------------------------~------ - ---123.S~ o.s-. 220.21 5'9.63 •• 23 ~+.01 6.6'1. 1.90 12~.0, 296.62 -96.66 1'12.$3 

-------·------------------------------------------------------------------



CBAfTRR VII 

CORCLU'SIOR 

The a t\ldy b1ghl1 u.hts tollovloc facta and conclusions. 

Drug t raoanatlonal eorporatioas eaj~y treaeoc1ous • sarket 

pover• 1D India. This • •arket povert ls renee ted in their 

raonopol1stic and ol1copol1st1o bold on various drug speelttc 

sub-•arkets in the country. Furtbersore, ~ving to tbe1r ex­

tensive proaot1onal cupalpa and established brand naaes these 

corporations successfully d1tferont1ate their products rro. 

otbers even 1n a cotlpeti ti ve ser•nt ot •arket erovded by 

•Ult1plieity or producers. These factors and a fast grovtnc 

Indian !larket protected by high taritt valls and otber l•port 

restrictions have helped them to record aD 1•press1ve • real' 

anct • t1nancial' growth in their bus1Dese in India. Drug nJCs 

necount ror nearly fifty per cent share in the total drug sales 

ia t he eountry. A bigb rate of proti ts on tbese sales has 

rao111tated tbe tinancial growth or tbeae corporations Vbo 

bavo syate•attcall7 ploughed back rtft7 per cent or their 

attar-t ax profits. As a result tbey have been able to build 

up substantial res•rves vbieb are subsequently capitalised as 

and when required. l n tbe ease or twentyseven capanles · 

vh1cb we studied the sl&e ot net vortb in their bGSiDess 1D 

India curreot.l7 stands at Rs. S,no lakb:S • all against an 
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orialaal equlty 1Dvest>:2ent or Rs. 161 lalcbs. 1 !lot only a •ub-

s tantial. part or expansion or 4ru.g ·mea 1o In11a bas occurrecl 

by vay ot ploughed-but earnings, th~ ban al$0 relied equally 

heully on tbe locally borrowed capital ror tbls purpose vtd.cb 

accounts ror around fttt7 per cent $b&re lo tbe1r ~tal rtnances. 

'!'bas 1 t can be asserted tro• these tacts tbat a greater put Gt 

expansion ot "rq TICs• busJ.Des• 1D I!id1a bas occuned tbrough 

locally • generated• an4 • raised• rtnances trGtJ v1 thin the 8001l018y 

v1 thout any rnsb capital flowing 1D fro~ abroad. ld4e4 to tbls 

ls tbe taet that tbe outnov ot tunda rro:a tbe counti"J' by vay or 

d1v1d.ends 1 t.ecbnical. Jmollbov tees, royalties aDd 1nt.erest pay­

aaenta hne beeu eftOriiOU5. These pay'Mftt.s tor the 2'- year period 

( 19S6-~~) vork out to be ns. 76 crores. At t.be san t1•e tbe 

outnov durinf! tbis period on account or negatt •e international 

trade balance in drqs an4 pbanaeeutloala stands at Fs. 9'1 

erores. And these are by aDJ' ••asure conser.at1Ye est1•atea on 

tbree 1roUD4s. First, the data does not pertain to all tbe 

foreign drq companies operating in India. Secondl71 the period 

COYere4 is 19S6-8o whereas IIOS t ot tbesa coepan1es already had 

a place or bus1Desa 1D Iadia ncb before 19$6. !b1r4ly, no 

aclJutzaeota on account or transfer pr1c1n&a are •&de. 
The conclus1ous tbat. can be drawn troa tbe foregoing 

results are clear. /Rot oaly the :lrug 7RCs bave raised locally 

a larce part ot their total tunda employed as capital, over 

the years ot their operations in tbls c.otmtry t.boy hoe also 

acted as net exporters or tunds by way or exceaa or re•1 ttances 
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oYer eam1Dgs 1D foreign exchange. To tbese results oan be add­

ed their conspicuoug ~allure to undertake any maJor ResearCh and 

Developunt work 1D tb1s eoantry, tbeir tacreulog 111pc:Jrt depeDd­

enee, pr\)(!uotion or drtlf!S ottea tiUCh io exeesa or their 11cen,;e<l 

eapao1ty, and a bev1lder19g array of braud.ed drags lotr~ducetl by 

tbett. All these facts vheu viewed obJeetiYely could be disturb­

ing. However, before any Judgetlent 1s llaie, the pos t t1 ve aspect 

or drug T!JCs• operations should also be looke4 into. 

Any eornents on tbe posi t1ve aspects at dru.g TICs opera. 

t ions sbould begin vtth tbe realisation that t.bere vas bardly 

anyt bing like pbarraaeeut1cal industry by the t1a India got 

its political independence. Tbe act1v1t1es ot tbe industry were 

•ainly concerned vt tb tbe proceaalng and COtQOundillg ot tt~ported 

bulk drugs tor t be production of tablets, oapaules, powders ami 

various 11qu14s. Foretgn drtlg coapaaies that case to I ndia after 

independence greatly fulfilled th1 11J vaoca. ':'bey brought in the 

necessary tecbnology and h&Ye accordingly introduced a vide 

s .z>eotrum or drl.lls rang1ng tro" sie~ple t.o ~1te-saY1n8 1D natQre. 

r o t be extent t.hese co•pan1es brought 1D tbe lmowbov tbe credit 

goes to thea. Tbe ot.ber aspect ot their brlndng 1n substantial 

eapi tal ftmds, vbich ts often cited as a poverttd factor along 

wi t h t heir teeholeal kDovhov 1:~, bovever, as ve ba•e seen, not 
r 

correct. \~ developant or the pbanaceut.1eal indust.17 v1tb 

t he help or 4Rg ·mea bas also g1 ven a t n•ndous boos t t o 1 ts 

parent - eh&flical indus try and als o to a boat of otber ancrtllary 

ln4us t r1es . Large s aYings in rora1gn exebange brou ht about by 



1•port stabs t1 tut1cm are alao to be noted.. Purther.or-e, tbe 

entire rMge ot YIOdem wanqMent pract1c.es 1nelwl1ng sclat1t1c 

•anpove? dnelopaaent, t ratniag ot technical penormel, ~em 

•arket1ng eettlods, and UllltS w1 tb key vottld •arketa can also be 

Cited 81 1DtaDgible beDef1ts Ot tresendOUA 1sportanee generated 

by clrttl TlfCs• operatiODfJ. Clearly, saDy ot these plus pe»ints 

c1 te4 1n 4etence ot 4rq nrcs caoDot be cballuge4 a1 tboup 

1 t would be •&st dtttteult to quuttry •8D7 or tbese. 'FC)r one 

tb1ng, accor41nr to our v1ev, it not auytbug else, the yery 

fact that 4rup an atne .s95 l12ll ror buan sunlval aDd tbat tbe 

drua TICs bave all along been F.oduci.Dg qualt ty drup could be 

the c1ngle wost iaportet taetor that em be torcetully stat ed 

1n their tuor. M1lllona ot vorklnc hoUTS sued aD4 also tbe 

welfare puaratetl thereor by ..Slctaes ia so t re•adous tbat it 

we regud • people• and their •veltare• as oar •a1n concern, 

t hese tacts 1n 1 tselt sbotdd perba})S be enougb to v1pe O'lt all 

the negative aspects ~ druc TJJCs operations. lat1oaal1saUon 

is otten ctted by caany as a Ylable Mthod to ch~ek tbe 1Dcreas-

1Dg dGSilnaDC8 ot tbe industry by dru1 nfCe. Tbla, bovever1 can 

be debated oa a Ddbe:t ot gro\IDU. For instance, such a step 

will attect tresb !low ot technology troa abroad. Sec0&.1l71 , 

1 t is pos sible tbat the IDdian subs1d1af7 1s dependent on 1 ts 

Parent and/or sister af't111ates ror bulk drugs. Aftd it the 

Parent. has woMpoly bald in that dr~s, tbe natiorlalisation or 

Indian subsidiary co~d stop tbe production of for.alat1ons 



utaa s uob bUlk druas. The sbort.q-es tbus created could give 

rise to boarclmg, blackaarket1ng ami all other suob vices to 

vbich ou •arke ts are so prone to. This could easily bold even 

tbe rich l)atlota t.o ransoe not t,o talk or Ulose belonging to 

tbe poonr aeet1oa. To cooeluae, U.retore, beto're ~ 4rut1c 

stelJ sucb u tbat ot nat1ona11a1ng tbe lndutry ta taken, the 

IndiaD f'1ns, espeo1ally tbe public sector UDClertaJd.np should 

co•e to ovn a •aJor share 1ft tbe total productt1oa ot 4naas ta tbe 

country. But tb1s ovlag to a DtlllbeF of factors vhl ell we haw 

exu1ne4 in the precedlns cbapters, could be a loac vcr. !'he 

si tuat10D is part.lc-Ularly grl• 1D .,1ev or the abJs•al failure or 

OW' pubUc •ector undertak1Dp.• Wbat snms optt•al at tb1s 

moment 1s tbe 1apl...,.tat1GD ot a set ot prapatlc poUclea to­

wards the whole 1•at of 1ssaes related to the 1D4utry - tbe 

n tl D issues, the vrtee pol1GT, sraootll supP17 or lite S&Ylftl 

and noa-11te saYing draca, carefUl rqalar1sat1on or exeeas 

production, decreu 1ng 1•port 4epeftduce, and uSUJ1.ag a 

• rea.so.sable' rate ot grovt.h to tbe industry 1D COIIpG'ison to tbe 

grovtb or other pri-wate sector wadertald.DIS in a •atrix ot 

pr1 .. ate sector eapire in the COUDtry. 

• IDPL bu been reported to boe lnctUTed 110re Uum Rs.30 
crores los a 1 as t yearl 
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