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Joint Ventures and Technology Trade

By

Frof. M.C. Bhatt

The fundamental task before a adeveioping country, next only
to its security, is that of economic growth, meaning thereby,
process or structural transformation {.e. Trom agro-based to an
incdustrial economy. trom importer ot tinished products to
exporter of 3uch products, traditional to modern technoiogy. To
pbring about such a change Iin any economy requires huge resources
botn rinancial ana managerial, besgides a total ' transtormation of
traditional technolqu. In the case orf developing couptries,
witn their existing lowl tevels of investments -the need of
mooiiising resources through radical and innovative measures 1is

very great.

in the context or the shrinkage or avaiiability of resources
tnrough officiai deve lopment agencies, joint ventures,
particuiariy those which bring in fecreign investment, play an
important role in bridging the gap in resource requiremencs,
Joint wventures have been recognised by the UN. World Bank and
almost all the countries of tihe world, 53 an important mechanism
of mnot only technology and capital transres, but also providing
mucn  needed managerial ang ovrganisationat skilis and access Lo

internationai markets.



international economic and technical cooperation 1is the
gine-qua-non of economic and industrial growth of any country.
Tragitionaily there hasa been cooperation, though in wvarying
degrees, ‘petween deve loped and deveioping countries,
Trangnationai corporations played a key roie in the fiow of
technoiogy and capital in sucn cooperation. Wnile international
cooperation 18 recognised, the role orf transnationai corporations
nas been the subjéct matter of debate at the U.N. Commission on
TNCsa, necessitating the evolution ot a Coade or Conduct for TNCs.
There has been a weli entrenched view that heavy depenasnce on
trangna;ional corporationa carries a high price and should be
avoiaed as rar as possiblé. Une of tne conacliusions drawn is that
the economic cooperation among the South or developing countries
wiili nave to be strengthened. The need tor greater

fnterdependence and collective gseif-reliance among developing

countries themselves, has now been fuliy recognised.

This concept gathered ﬁomentum in 1970s. At the conference
heid at Lusaka in 1970; developing ocountries piedged themgselves
for a programme of fostering mutual cooperation among the
geveioping countries to impart strengtnh to their materiai
‘endowments and to contribute to their economic and Ssocial
progress, the Second General Conference of UNIDO heild in LIMA
11875) adopted LIMA Deciaration for raising industrial production
and achlieving greater cooperation among aeveioping countries.
Special mention was made of the Utilisation or know-how, skiils,
macerisai resources, tecnnoiogy and funds availabie within the

develioping countries. -



india has played an active roie in promoting the above
concepts. Thig approach 18 based on the realisation that trade
relations with developing countries had to be fogtered in a wider
perspective ocommensurate with their economic aspirations. This
concept was trangiated {nto practice by India's ability to
undertake technology transfer and project exports. Thia
capability was achieved through remarkable progress made by India
in atl induetrial fields through successive Five Year Plans.
buring this period, India hags not only undergone a rapid
transrormation from an agro-economy to an industrial natldn but
aiso gmerged ag one of the leading industrialized countries among
the developing countries., The indusatrial and economic progress
achieved by India has helped in the deveiopment of an extensive
infrastructure and a sound technological base. India not only
absorbed these technologies, but also adapted tgem to suit her
own requirements in the context of a very large pood of trained
fabour available 14 the country. India thus developed high
technologies 1in certain rields and also some technologies which
do not require high degree orf sophistication either in the method
or management or in actual operation of the plant. This latter
type of technologies are considered as ideaily suited to the
economic and social conditions of many developing countries, asg
they are relatively cheap, could easily be absorbed as they are

"appropriate® to tnelir needs.

With economic advancement, India gradually nassumed a certain
amount oi responsibiiity to share her experience and expertige of

its industrial and ‘technologicai development\ with other



countries. it was aiso increasingly recognised that Joint
Ventures were a most signiricdnt means to tnis end and also could
contribute to her balance of payments since promotion of joint

ventures besides projecting indla's image &as a supplier of

capital goods and technoiogy, would also bring continuous
penerfits in tne rorm of dividenas, KNOW-now, royalties, and
additional exports. And above alil, this wilil foster and

strengtnen economic relations witn otner developing countries.

The poiley or the government of India with regard to Indian
overseas ventures has always been congisgtent witn the broad
ecconomic aspirationsgs of the deveioping nations, and at the same
time, aoes not invoive any unacceptaple strain on the indiandh
economy. Special care has been taken to ensure that the indian
entrepreneurs participate in the joint ventures as partners in

"deveiopment" and are not expioitative,

. a

in early 603, the Indian Government policy tor approval of
joint ventures abroad was in a formulative stage and was open and
fiexible. Approvals were granted liberally. However, it was
reailged later by hindsight that during this initial phase, many
Indian companlies embarked on joint ventures without an in-depth
study of all agpectsa of their joint wventures in proper
perspective, resulting in either abandonment or raiiure of some

or theae joint ventures.

Adequate tax concessians and fiscal incentives are given to

Indian promoters for establishment of joint ventures abroad.



sovernment has kept under constant review the guipelipeo)?g

approval of joint ventures and has carried out changes gﬁd-
modirications keeping iIin view various operational aspects of
joint ventures. General guidelines governing Indian

participation in joint ventures were rformulated and announced 1in
16708, which were reviewed at regular intervals, in order to
remove some of the constraints, and shortcomings experienced
during the operations, the guideiines have recently been reviged
based on the pracfical experience gained and feedback received

from entrepreneurs.
The salient features are as under:

1) indian participation 1in equity should pbpe in tne form of
indigenous machinery and equipment, equity participation by
way of capitalisation or fees, royalties, and other .

entitlements being al{lowed on merits.

2) Machinery exported should of [Indian make and new.

3) No cash remittance towards equity will ordinarily be allowed
except for small amounts (1) for preliminary expenses and

(11) for trading and consultancy ventures.

4) indian equity participation should be in accoradance with the

laws of the host country.

5) Indian promoter s8hould be a corporate entity and should have

necessary expertise in the area of operation.



Recently Government {8 considering Iliberalising these
guidelines. They are contemplating to aliow Rs. 2.5 c¢rores
az equity participation with automatic olearance within ;
period of 90 days. Also the directorship of joint ventures
abroad wouid be permitted automatically once the project is
approved. Thnis will heip a great deal in encouraging

establishment of joint ventures abroad by Indian companies.

in essence what is necessary i8 the concept of gingle window
clearance ghouid be fully implemented so as to encompass all
approvai1s required including FEkA, RB1, Companies Act, which can
be accorded by the Secretariat of the IMC with advance to atll

concerned.

‘The beginning of direct investment abroad by an [ndian
company may be associated with the Establishment of a textilia
miil in Ethiopia in 1855 by the Birla Group. Since _then the
concaeptrt of joint ve;turen slowly plicked up and a nuﬁber of
entrepreneursa lined up to estabiigh joint ventures. gver all,
Africa seems to be the major host to such an [ndian activity
betfore 1870. Next in importance are clearly South East Asgian

Countries, U.k., and iran.

The dramatic Iincrease in expoéure of [Indian firms overseas
has been matched by a simultaneous shift in geographical focus.
Although 1investment from [ndia in the early 50s started with
entry into Atrica, tne position of‘lndian joint ventures as on
31.12.1988 showed that out or a total of 179 joint ventures, 59

are for joint ventures in South East Asia, 27 tor South Asia, 15



tor West Azta, 31 for Africa, 41 ror Europe and USA, and © tor
Oceania. 0t these, 152 ventures are in operation and 27 under

implementation.

’ VNERAM SARABHA! LIBRARY
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* The total Indian equity Iin the {52 joint ventures 1in
operation amounts to Rs. 9678 lakhs. The snare of Africa in this
13 Rs. 4063 lakhsa, while that of South EFast Asia 1is Rs. 4012
lakhs, South Asia Rs. 826 lakhs, USA and Europe Rs. 474 lakhs,
West Asia Rs. 274 lakhs and Oceania Rs. 28 lakhs. The mode of

contribution of the equity 12 as below :

Through Export of Machinery Rs. 4889.5 lakhs

Know-now Rs. 520.7 lakhs
Cash Rs. 2574.6 lakhs
Others - capitalisation of fees

royaities and other entitliements Rs. 507.0 lakhs
Bonus shares . Rs. 1586.; akhs
] The approved Indian equity in the joint wventures under

implementation amounts to about Rs. 1679 iakhs,

* The Indian equity is thus concentrated in Africa and South
East Asia. Within these two principal region shifta in rocus may

be expected.

n The focus in Africa i3 shifting from East Africa to West
Atrica (Nigeria). Within South East Asia, Thailand, Singapore,

and Malaysia are again becoming the principal focus.

~J



* Indlan Joint ventures are dispersed over 37 countries. More
than 80 per cent of operating ventures are concentrated in twelve
countries such as Malaysia 17, Sri Lanka 16, UK and Nigeria 3
each, Singapore 12, Indonesia 11, Thailand 8, kenya and Nepal 8

each and. UAE and USA 7 each. Z

2 Indian joint ventures abroad cover both the Industrial and

the service sectors.

* While there are a large number of projects in relatively
simpia, low technoliogy areas, there are a significant number of
p?ojgcts in the large scale and technoiogically sophisticated
areas. These include projects set up to manufacture jeeps,
trucks, precision tools, steel tubes, mechanical seals,
rertiiisers, pharmaceuticals, diesel engines, man-made Tlibresg,
carbon olack. and mini computers. The divérsity or these
projects points to an important process of technoiogy_devezopment
ana skills accumuiation bv {ndian rirms, and thrir ability to
transrer them erfectiveliy. The deveiopmental trenas 1in the
developing countries will provide many more opportunities of this
nature 1ir a sgcientific study 18 continuousiy carried out to‘
fdentiry the technologlies needed by developing countries and
technological developments in India, for which a guitable

mechanism has to be evoived.

* Regarding the type of Indian entrepreneurs that have been
involved in joint ventures which are impiemented, it i3 observed

that the fieid is predominantliy dominated by businesses with a



sound track record and well established presence at home, Some

of these rirms tend to be a.part or targe industrial nouses.

» A newiy emerging reature or Indian joint ventures abroad has
been tne establishment of a few ventures with thirda country
participation. In other words these schemes have collaboration
with not only the local promoter but aisc with companies of other
geveioped countriegs. Association with these developed nations
heips India to contribute in projects where otherwise India wouldga

not have participated. Such projects have been set wup 1iIn

indonesia, Thailand, Malaysla and Singapore.

The Indian Joint Ventures abroad have been steadilly
improving their pertormance in the lagt few years. The
cumuia;ive dividend from equity of Indian Investment came to Rs.
1759 i1aknhs and the fees repatriated t(cum.) came toaRs. 4828 lakhs
and the aaditional export generated (cum.) came to Rs. _Rs.21.672

lakhs.

The additional exports by way of spares and components etc.,
were made possible only because of the promotion of these
ventures. Apart from this some of the Indian ventures have done
very well and were able to get bonus shares issued. The prorata

allotment of bonus shares to the [ndian companies has exceeded

Rs. 1586 lakhs.

It one look at the perrormance of joint ventures the concept
and performance ot joint ventures vindicates the reallty or
economlc cooperation within the developing countries and points

to 1its untapped potential., A number ot projecta operating



succeasruily have contributeg in a signiticant measure to the
economic growth ot the country concerned bpesides béing
instrumentai in promoting and forging new economic {inks and
strengthening the exisgting ones betuween I[nadla .and the host
nations, some of the ventures which are operating successtully
and which have not oniy made a name for themseives but aiso

contributed to the economy ot the country concerned are :

i. Newsprint project operating in Kenya promoted by Biria Group
and the textile unit or JK group.

11, S;eel furniture unit sponsored by Godrej in Maiaysia.

i{1. FPalmoil rerfining unit sponsored by Bi}ias in Malaysia.

iv. Spinning unit by Kwality Textiles in Malaysia.

v. Synthetic fribre unit and carbon black unit by Birlas, Pulp
unit by Thapars, Dyestufft unit Dy tfafatlal and

-

Pharmaceutical unit by Ranbaxy in Thailand.

vi. Steel bar unit gy ASC Enterprises, Steel file unit by Jksa,
Textile by Birlas in Indonesia.

vii. Pharmaceutical unit by Ranpaxy, Consultancy units by BRirias,
Teiecommunication Consultants India Ltd., in Nigeria.

vili.Aszsembly and manufacture of commerciai vehicies by Tatas 1in
Malaysia.

ix. Machine too!{ complex by HMT in Nigeria.

X. Hotels by the Operols {n Australia, Egypt., Nepal and
Singapore.

xi. Manuracture of electric motors and diesel engines by

Kirioskars in Malaysia.
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Au rugurds the ratiure which are often aaked to make a dngdae
against promotion or joint véntures, a critical examination or
various gtudies undertaken and discussions with experts 1in the
riela thatkthe failures are not confined to the small ventures or
those with low -level of equity of Indian entrepreneurs. Nearly

45 per cent of the ventures which have been not impiemented or

apanaoned had fairly signirficant indian financial participation.

Many ot the internal reasons such as lack of proper planning
and management, inadequate pre-investment preparation,
insurfricient understanding of the conditions prevailing in the
hoat éountries, lack of expertise in financial management and ot
commitment are the principal factors that have contributed to the
tafiure or joint wventures. The external factors in¢lude
unfavourable changes in economic conditions in, and policies or,
gome oOFY the host countries and lack of understanding with the

-

joint venture partneré.

A3 regard2 the rinancial difficulties one orf the reasons
attributed is the restriction on remittance of fresh capital out
of [ndia to revamp jolint ventures which were in obvious financial

dirriculties. Fortunately the policy has now peen revised and

adequate support wiii be given to the Joint Ventures by the

Government.

[f you take the example of some of the develioping countries
it 1is interesting to note that these countries have established
incentive schemes whicn orffer a broad range or facilities to

3

" their - investors for investment in aevelioping countries.

11



Some OrI the investment incentives provided and measures taken DY
the UECD countries are: Investment guarantee sScheme, friscal
benerits, inveatment income, promotional activities and official

financial support.

fiecently South korea had aiso initiated steps to promote
joint ventures in other developing countries. For this purpose,
it has get up an UOversgeas [nvestment Promotion Centre to provide
information to Korean firmg about investment opportunities in
sl hor duvelopling countrieud. it has wlogy wased (he teatrivtions
on overseas investments by South Korean firms. In India EXIM Bank
18 also providing various facilities to the services of other
sectors. such as export credit to indian promoters ror their
equity contribution to overseas joint ventures, dererred payment
terms to their cilients. EXIM bank aisoc provides tinance in
roreign currency upto 50% of the cost of activikies such as
market research, minor product adaptation, justitied oversess
travei by indian company executives, product inspection services,
training related to export marketing etc. Assigtance would be

in the rform or grants. The baiance 50% would have to be met by

the inaian company seeking rinance.

Thege financial facilities though targeted to promote
exports are also of direct agssistance to overseas investment

component orf Indian joint ventures.

International Financial Institutions iike IFC (Washington:
and Asian Deveiopment Bank aiso give selective assistance fror

promotion of joint ventures in deveioping countries,



What 13 required ror pro@otion or jolint venturesd abroad is a
well planned strategy 1ar investment as well as transier ofr
technoiogy from lndia to developing countrises and vice-versa. It
wili induce new aynamism into indian inaustry and also contribute

to its own acceieratea industrial growth.

soutn-South joint ventures have a sound economic pasis. The
growing invoivements of Indian rirms in developing countries

cBnNnnt, he BEcribed only to polilitical conalavwrationa.

In addition the technology transrerred from one developing
codntfy to another 1is easier to absorb. This absorption of
tecnnoliogy again leads the deveioping country to a higher levei
of seit-reliance, an accepted goal af the Uni;ed Nations. India
anouid evolve a positive anad forward (ooking pélicy instead of a
passive joint venture policy; promoting sound joint“ ventures
abproad rather than reacting to proposais which may be madé by our
entrepreneurs. The importance of joint ventures is increasing.
paraiiei to the growing recognition or the need for a globally
more competitive and productivity oriented deveiopment gatrategy.
Experience in the European community ana the Noraic Council as
ailso 1in Latin America suggests that cooperation in deveiopment
orten becomes a cumulative process or growth rrom within, with
expanaing coverage and a degree of tolerance of dittferences of
poiitical and economic systems. Developing countries like India,
korea, Hong Kong and Taiwanese provinces or Cnina, and Singapore
in Asia, Egypt in Africa, Brazil, Mexico and Argentina in Latin

America should survey opportunities for joint ventures and

13



overseas investment cooperatively and thus help their companies
in every possibie manner 1In promoting them and also nurturing

them.

As far Transrer of Technoiogy is concerned Technoiogical
deveilopment 18 taking place in the developed countries to the
extent OI about Y0 per cent orf technological deveiopment. it is,
thereiore, necessary to import technoiogy rrom abroad keeping 1in
mina the interest of the development of the indigenous
tecnnology. Government have recently liberailzed polliey for
import of technology glving much frfreedom to the importers.
Sihifar)y consideraple technological deveiopment has taken piace
in [ndia Iin the selected tields and a conscious programme should
pe drawn up for technological deveilopment in such a manner that
apart from meeting the requirements orbhthe gountry, the
technoiogles can pe exported to other devegoping countries to
aeveioped countries, Technoiogy should be consid;red as a

“commodity" for export just as agricultural commodities which are

exported from the country.

The various obsgservations made above rind enough support from
international organisations iike UNCTAD and others. ln one of
the recent reports on Transrer and Development of Technology in a
Changing Worid Environment, prepared by UNCTAD, it is stated that
*"The transtfeyr and develiopment of technology i3 an essential
component of a successtfui strategy of sustainable deveiopment.
The application of environmentafly sound technoiogiegs -- whether
importea or deveioped locally -- can contribute gignificantly to

raising the productivity and sustainability of resources in such

14



areas as agricultural production, renewable energy generation and

.

poifution control. A large part of the challenge will be to

ag3gure the widest possible dirrusion or the technologies,
overcoming such obstacies as lack of knowiedgeé and ability to pay
for them..... Acquisition orf knowledge through technology
transrer permits a country to complement 1t3 own erforts Dby
taking advantage of the accumulated experience of others.
Tecnnological dynamism ana participation in the {international
traocing sSystem reinrforce one another reciprocailly. On the one
nana, attainment of a certailn level of technoiogical capability
helpas: a country's enterprises meet the price and quaiity
stanaards required in order to penetrate international markets;
on the other bhandg, the very 3struggle to become more
internationally competitive stimulates the efricient accumulation

or gkiila and drives i1ts enterprises to seek and adopt new

innovations.

it wili thues to be seen that with the concept or
globaiisation, india shoulid taunch a special programme for
attracting rorelign investment and technology as well as for
promotion or joint ventures abroad and transrer of technology ana
management and marketing skills to the other countries of the
worla, both developea and developing. Such a planned strategy
will make substantial contributfon in its accelerating the pace

of its industrial development and sustaining itz economic growtnh.
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