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MNCs AND INTERNATIONAL BUSINESS

A number of industries are dominated, globally, by large corporations known by such names
as international corporation, multinational corporation, transnational corporation and global corporation
(or firm, company or enterprise). A significant share of the world’s industrial investment, production,
employment and trade are accounted for by these more than one lakh MNCs with over 9 lakh affiliates.

According to the World Investment Report 2011, of the nearly 9 lakh foreign affiliates of MNCs,
only about 3.7 lakh were in developed countries. China alone accounted for about 2.86 lakh (compared
to about 2,200 in India).

The value added by all foreign affiliates of MNCs as a percentage of world GDP doubled from
about 5 per cent in the beginning of the 1980s to nearly 10 per cent in 2008 and remains so today.

Box 3.1
International Production and Marketing

The growth of international production is an important part of the process of globalisation. International
production refers to that part of the production of goods and services of countries that is controlled and
managed by firms headquartered in other countries. Firms can exercise control of production in countries
(host countries) other than their own (home country) either through the ownership of a minimum share of
equity — that is, a minimum share in the capital stock or assets — of the enterprises in which the production
takes place, or through contractual (non-equity) arrangements that confer control upon them. Exercising
control and having a voice in the management of an enterprise located abroad (foreign affilitate) — whether
through capital investment or through contractual arrangement — leads to international production.

Firms that engage in international production — transnational corporations (TNCs) — establish, under
the common governance of their headquarters, international production systems in which factors of production
move, to a greater or lesser extent, among units located in different countries. These systems increasingly
cover a variety of activities, ranging from research and development (R&D) to manufacturing to service
functions such as accounting, advertising, marketing and training, dispersed over host country locations
and integrated to produce final goods or services. They are also increasingly being established, especially
in developed countries, through mergers between existing firms from different countries or the acquisition
of existing enterprises in countries by firms from others. Once internationally dispersed production units
under common governance are established, mobile and location bound factors of production to which a
TNC has access in home and host countries (and sometimes even third countries) are combined in each



114 International Marketing

unit in ways and for production that contribute the most to the firm’s economic and strategic objectives.
From the perspective of factor use - as distinct from that of location as host or home country for enterprises
engaged in international production — all of the production that takes place in these TNC production
systems (in parent firms or home-country units as well as foreign affiliates or host-country units) constitutes
international production.
Courtesy: UNCTAD, World Investment Report, 1999.

Foreign investment has been growing substantially faster than world output and export. Production
of foreign affiliates of MNCs has been growing faster than world GDP and exports. International
production is substituting exports (i.e., foreign markets are served by producing there rather than
exporting to them).

Although the multinational corporation took birth in the early 1860s, it was after the Second
World War that multinationals have grown rapidly. In the early days, the United States was the
home of most of the MNCs. Now there are a large number of Japanese and European multinationals.
However, the number of multinationals from developing countries has been growing fast. South Korea
has, for example, well-known MNCs like Samsung, Hyundai, LG, and Daewoo.

MNCs of the US are more focused, i.e., they confine their business to one industry or product
category. In fact, several American MNCs which attempted diversification, mostly by the acquisitions
route, reverted to focus, after bitter experiences with the diversification. Compared with the US MNCs,
most European companies have a much broader product line. Japanese companies, generally, have
product lines that are much too broad. Of the top ten corporation in the US, only one (General
Electric) is a classic conglomerate, while in Japan eight are conglomerates and only two are not
(Toyota Motor and Nippon Telegraph and Telephone). Similarly, the Korean corporations are far
too diversified. Recent trends indicate that the diversified corporations have many odds against them
and the focus strategy is more successful.

Definitions
There is, however, no universally accepted definition of the term multinational corporation. As

an ILO report observes, “the essential nature of the multinational enterprises lies in the fact that its
managerial headquarters are located in one country (referred to for convenience as the “home country”)
while the enterprise carries out operations in a number of other countries as well (“host countries”).1

Obviously, what is meant is “a corporation that controls production facilities in more than one country,
such facilities having been acquired through the process of foreign direct investment. Firms that participate
in international business, however large they may be, solely by exporting or by licensing technology
are not multinational enterprises.”2

Jacques Maisonrouge, president of IBM World Trade Corporation, defines an MNC as a company
that meets five criteria:3

(i) It operates in many countries at different levels of economic development.
(ii) Its local subsidiaries are managed by nationals.
(iii) It maintains complete industrial organisations, including R&D and manufacturing facilities,

in several countries.
(iv) It has a multinational central management.
(v) It has multinational stock ownership.
James C. Baker defines the multinational corporation as a company:4

(a) which has a direct investment base in several countries; and
(b) which generally derives from 20 per cent to 50 per cent or more of its net profits from

foreign operations;
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(c) whose management makes policy decisions based on the alternatives available anywhere
in the world.

Terms such as international corporation, multinational corporation, transnational corporation and
global corporation are often used as synonyms. However, several multinationals have evolved into certain
advanced stage of transnational organisation and operations that it becomes necessary to draw some
distinction between these terms.

A company with manufacturing investment (or service operation) in at least one foreign country
may be regarded as an international corporation. However, multinational implies international operations
of more significance than this, as indicated in the definition of the MNC given above, such as direct
investment in several countries and a considerable share of the total business being in foreign countries.
A multinational corporation is, obviously, an international corporation. Only those international corporations
which satisfy certain criteria, as described above, may be regarded as multinationals.

It would be useful to draw a distinction between the multinational corporation and transnational
corporation.

“Multinational companies are usually organised around a national headquarters, from which
international control is exercised — they still have a national identity, even though their subsidiaries
may not always care to allow that identity to obtrude in the markets they serve.”5 A transnational
company is a multinational “in which both ownership and control are so dispersed internationally.
There is no principal domicile and no one central source of power.”6 Examples include Royal Dutch-
Shell and Unilever.

The term global corporation is also often used to mean more or less the same thing as the
transnational corporation. However, as pointed out in Chapter 1, some people make some distinction
between transnational and global corporations.

It may also be pointed out here that some marketing and management experts add some essential
dimension to the term global corporation, although it is not agreed upon by many others. According
to them, a global corporation is one which views the entire world as a single homogeneous market
which should be catered to by globally standardised products. Theodore Levitt, the world renowned
professor of marketing who has championed this line of thinking, observes that while “the multinational
corporation operates in a number of countries and adjusts its products and practices in each — at
a high relative cost”, “the global corporation operates with resolute constancy — at a low relative
cost — as if the entire world (or major region of it) were a single entity; it sells the same thing the
same way everywhere.”7 According to Levitt, “the world is becoming a common marketplace in
which people — no matter where they live — desire the same products and lifestyles. Global
companies must forget the idiosyncratic differences between countries and cultures and instead concentrate
on satisfying universal drives.”8 Levitt who says that “the world’s needs and desires have been irrevocably
homogenised” argues that this “makes the multinational corporation obsolete and the global corporation
absolute”.9 Levitt’s theory has been strongly criticised by several experts. For details, see the chapter
on Product Strategies.

Organisational Transformation
As pointed out above, many of the multinationals have transformed themselves to transnational/

global corporations. Whatever may be the differences in the nomenclature or the views regarding
the strategies of the multinational, it has reached a new watershed in its evolution. Dunning observes:
“From behaving largely as a confederation of loosely knit foreign affiliates, designed primarily to
serve the parent company with natural resources or local markets with manufactured products and
services, to its maturation over the years as a controller of a group of integrated value adding activities
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in several countries, the MNC is now increasingly assuming the role of an orchestrator of production
and transactions within a cluster, or network, of cross border internal-external relationships, which
may or may not involve equity investment, but which are intended to serve its global interests.”10

He further adds: “From being mainly a provider of capital, management and technology to its
outlying affiliates, each operating more or less independently of each other, and then a coordinator
of the way in which resources are used within a closely knit family of affiliates; the decision-making
nexus of the MNE in the late 1980s has come to resemble the central nervous system of a much
larger group, independent but less formally governed activities, whose function is primarily to advance
the global competitive strategy and position of the core organisation. This it does, not only by, or
even mainly by, organising internal production and transactions in the most efficient way; or by its
technology, product and marketing strategies; but by the nature and form of alliances it concludes
with other firms.”11

Globalisation of Business
These corporations which have become transnational/global, “stop thinking of themselves as

national marketers who venture abroad and start thinking of themselves as global marketers. The
top management and staff are involved in the planning of worldwide manufacturing facilities, marketing
policies, financial flows and logistical systems. The global operating units report directly to the chief
executive or executive committee, not to the head of an international division. Executives are trained
in worldwide operations, not just domestic or international. Management is recruited from many
countries; components and supplies are purchased where they can be obtained at the least cost;
and investments are made where the anticipated returns are the greatest.”12

Globalisation is indeed a strategy to gain competitive strength.
Globalisation, in its true sense, is a way of corporate life necessitated, facilitated and nourished

by the transnationalisation of the world economy and developed by corporate strategies. Globalisation
is an attitude of mind — it is a mindset which views the entire world as a single market so that the
corporate strategy is based on the dynamics of the global business environment. International marketing
or international investment does not amount to globalisation unless it is the result of such a global
orientation.

Box 3.2
Dimensions of Globalisation

1. Doing, or planning to expand, business globally.

2. Giving up the distinction between the domestic and foreign market and developing a global outlook of
the business.

3. Locating the production and other physical facilities on a consideration of the global business dynamics,
irrespective of national considerations.

4. Basing product development and production planning on the global market considerations.

5. Global sourcing of factors of production, i.e., raw materials, components, machinery/technology, finance
etc. are obtained from the best source anywhere in the world.

6. Global orientation of organisational structure and management culture.

Several Indian companies have also adopted a global strategy of their business. The strategy
conceived by the Arvind Mills for globalisation, given in Box 3.3 makes it clear.
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Box 3.3
Arvind Mills

Renovision on the Art of Global Dominance

 Source raw materials wherever they are cheapest.

 Manufacture wherever in the world is most cost-effective.

 Sell in those global markets where prices are highest.

 Raise finances globally.

 Forge international strategic alliances.

 To manage all these, take on the best talent from all over the world.

And you will have achieved the stature of a true multinational.

Multinationals develop integrated international production logistics and marketing system. The
production sharing between various units in different countries. For example, take Toyota, Japan’s
largest and world’s second largest automobile company. About two-thirds of Toyota’s total business
is outside Japan. More than half of its vehicles sold overseas is manufactured overseas and the
remaining exported from Japan. Toyota has established integrated manufacturing systems in all three
of its main markets — North America, Europe and Asia. Plants in China, Indonesia, Malaysia,
Philippines, Taiwan and Thailand turned out nearly a third of the company’s overseas production.
These manufacturing units are interlinked by flows of components/parts, production planning etc.
To cite a different example, Mazda’s sports car, MX-5 Miata, was designed in California, had its
prototype created in England, was assembled in Michigan and Mexico, using advanced electronic
components invented in New Jersey and fabricated in Japan, financed from Tokyo and New York,
and marketed globally. The global sourcing, described in Chapter 1, throws light on some other
aspect of global integration.

Dominance of MNCs in Global Economy
The global liberalisation has paved the way for fast expansion and growth of the MNCs. According

to UNCTAD's World Investment Report (WIR) 1997, there were about 45,000 MNCs with about 282,000
foreign affiliates (FAs), but according to the WIR 2011, the number of MNCs were more than one
lakh and of FAs nearly 9 lakh. Developing countries now account for nearly 30 per cent of the TNCs
worldwide, compared to less than 10 per cent in 1992. Majority of the FAs of TNCs are in the developing
countries. Interestingly, nearly half of the FAs in the world and about 85 per cent of the total number of
located in the developing countries are in communist China.

The value added of all foreign affiliates of MNCs as a percentage of world GDP increased
significantly over the last few decades.

The socio-economic and political clout of TNCs is  growing. The GDP of most of the countries
is smaller than the value of the annual sales turnover of the multinational giants. In 2016, there
were only 23 countries (including India) with GDP bigger than the value of annual revenue of Walmart
($ 486 billion), the largest MNC. There are also developed countries whose GDP value is lower than
the annual sales of the largest multinationals. In 2016, the GDP of India, the 7th largest economy,
was $ 2,264. The revenue of State Grid, the 2nd largest TNC, and value of the output of the entire
manufacturing sector of India (the 9th largest manufacturing economy in the world) in 2016 were
more or less equal. The annual revenue of Walmart is larger than the SDP (State Domestic Product,
i.e., the state's share in the GDP) of every Indian state.

Walmart employs more than 2 million people across the world. This is more than the total
population of many countries. In 2016, it generated a profit of about $ 13 billion.
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The size of the largest retailer ($ 485 billion) may be compared with the estimated size of
India’s organised retail sector of $ 60 billion which is only 9 per cent of the total sector ($ 641
billion in 2016).

With the proliferation of MNCs and rapid rise in FDI, the share of multinationals in global
production has been on the increase. According to recent estimates of UNCTAD, value added by
TNCs worldwide, in their operations both at home and abroad, accounted for more than a quarter
of global GDP. Foreign affiliates accounted for more than one-tenth of global GDP and one-third
of world exports. In 2016, foreign affiliates of TNCs employed about 82 million people, compared
to about 21 million in 1990.

State-owned TNCs
An interesting development is the growth of State-owned TNCs [defined as enterprises comprising

parent enterprises and their foreign affiliates in which the government has a controlling interest (full,
majority, or significant minority), whether or not listed on a stock exchange]. In 2010, there were at
least 650 State-owned TNCs, with more than 8,500 foreign affiliates, operating around the globe.
While this makes them a minority in the universe of all TNCs, they nevertheless constituted a significant
number of the world's 100 largest TNCs (19 companies in 2010). SOEs from developing and transition
economies have a larger share in their top 100 TNCs (28 in 2009). While relatively small in number
(less than 1 per cent of all TNCs), their FDI is substantial, reaching roughly 11 per cent of global
FDI flows in 2010.

State-owned TNCs constitute a varied group. Developing and transition economies are home
to more than half of these firms (56 per cent), though developed countries continue to maintain a
significant number of State-owned TNCs. In contrast to the general view of State-owned TNCs as
largely concentrated in the primary sector, they are diversified and have a strong presence in the
services sector.

State-owned TNCs tend to be most active in financial services and industries that are capital-
intensive, require monopolistic positions to gain the necessary economies of scale, or are deemed to
be of strong strategic interest to the country. In 2010, roughly 70 per cent of State-owned TNCs
operate in the services sector, led by financial services.

As Table 3.3 shows, four of the seven Indian Global 500 companies are public sector enterprises.

MNCs and International Trade
Peter Drucker remarks that multinationalism and expanding world trade are two sides of the

same coin.13 He points out that the period of most rapid growth of multinationals — the fifties and
sixties — was the period of most rapid growth of multinational trade. Indeed, during this period the
world trading economy grew faster — at an annual rate of 15 per cent or so in most years — than
even the fastest growing domestic economy, that of Japan.14

It is estimated that between one-fourth and one-third of manufactured goods now moving in
world trade are being shipped from one branch to another of the MNCs; that is, they are intra-
company shipments. The sale of foreign subsidiaries in the host countries in which they are located
are three to four times as large as total world exports.15

The TNCs are present in virtually all countries and economic activities, rendering it a formidable
force in today's world economy.

GLOBAL FORTUNE 500
The Fortune Global 500 is an annual ranking of the top 500 companies worldwide as measured

by revenue compiled and published by the Fortune magazine of USA.
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The Fortune 500 ranking was first created in 1955. Over the years, the composition of the
business sectors covered in the list underwent changes and now the coverage is comprehensive encompassing
manufacturing, banking, trading, etc. and companies fulfilling the norms from across the world.

In 2016, the 2017 Fortune 500 companies generated $ 27.7 trillion in revenue (more than
one-third of global GDP) and $1.5 trillion profits and employed 67 million people across the world.

In the early decades, the Fortune 500 had been dominated by USA, the predominant industrial
power of that time.  However, the geographical distribution of the Fortune 500 has undergone substantial
change in the last two decades. A very remarkable change is the fall in the number of companies
based in the advanced economies and rapid rise of emerging economies in the list. The number of
North American companies decreased from 215 in 2001 to 143 in 2017 and the number of Asian
companies increased fast from 116 in 2001 (mostly Japanese companies) to 197 in 2017. Most of
this growth was contributed by the phenomenal rise in the number of Chinese companies reaching
109 by 2017 (the number becomes 115 if Taiwan is included),  from only 10 in 2001. The share of
European companies declined  from 158 to 143 over the same period.

Table 3.1
TOP 10 FORTUNE 500 COMPANIES, 2017

Global Fortune Company Revenue Industry Country
500 rank

1 Walmart 485,873 Retail USA

2 State Grid 315,199 Power China

3 Sinopec Group 267,518

4 China National Petroleum 262,573 Petroleum China

5 Toyota Motors 254,694 Automobile Japan

6 Volkswagen 240,264 Automobile Germany

7 Royal Dutch Shell 240,033 Petroleum Netherlands/United
Kingdom

8 Berkshire Hathaway 223,604 Conglomerate USA

9 Apple 215,639 Consumer electronics USA

10 Exxon Mobil 205,004 Petroleum USA

Source: UNCTAD, World Investment Reports of different years.
As Table  3.2 shows, 10 countries account for  425 companies  (85 per cent) of the Global

500. India with 7 companies was in 15th position in the Fortune 500 list.

Table 3.2
TOP 10 COUNTRIES WITH LARGEST FORTUNE 500 COMPANIES, 2017

Rank Country Companies
1 United States 132
2 China 109
3 Japan 51
4 France 29
5 Germany 29
6 United Kingdom 21
7 South Korea 15
8 Netherlands 15
9 Switzerland 13

10 Canada 11
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FORTUNE 500 INDIAN COMPANIES
The position of India in the Fortune 500 is disappointing. At one time, India had 8 Fortune

500 companies. But the 2017 list has only 7. Tata Steel dropped out few years ago. ONGC which
was in the list for several years is not in the 2017 list, but Rajesh Exports entered the list.

India's picture of Fortune 500 is dismal.

Table 3.3
FORTUNE 500 INDIAN COMPANIES, 2017

Indian Rank Company Global Rank Revenue (US dollar million)
1 Indian Oil Corporation 168 53,562
2 Reliance Industries 203 46,931
3 SBI 217 44,533
4 Tata Motors 247 40,329
5 Rajesh Exports 295 36,114
6 Bharat Petroleum 360 30,316
7 Hindustan Petroleum 384 28,116

There was a very significant increase in the export intensity (i.e., the percentage of exports to
total sales) of the foreign affiliates of many MNCs. The export intensity of foreign affiliates of US
MNCs, for example, increased from less than 20 per cent in the mid-sixties to over 40 per cent in
the early 1990s for all economies; it doubled from about 20 to 40 per cent in the case of developed
economies; jumped from about six to 22 per cent in the case of the Latin American affiliates and
from 23 to 64 per cent for developing Asia. The average export intensity of all the affiliates has,
however, remained between 21-24 per cent for a long time. In the case of India, however, it was
very low. More than 40 per cent of the total exports of China is done by MNC affiliates. The export
contribution of foreign affiliates in China is far larger than the total exports of India.

Apart from trade in commodities, other transactions also take place extensively between the
different parts of these enterprises — for example the granting of loans, the licensing of technology
and the provision of services. In all such transactions, transfer prices may be settled which are different
from the price which would have been the case between independent parties operating at arm’s
length. Such differences may reflect the legitimate concerns of the companies but are also capable
of being used in order to shift profits from high to low tax countries or to get around exchange or
price controls or customs duties. As the Brandt Commission observes, the ability of multinationals
to manipulate financial flows by the use of artificial transfer prices is bound to be a matter of concern
to governments. The monitoring and control of transfer prices involves inter-governmental cooperation
and measures to secure due disclosure of relevant information by companies. This is necessary to
make effective tax laws covering transfer prices which exist in many countries. Intra-firm trade also
opens up the possibility for corporations to impose restrictive business practices within their own
organisation; they can limit the exports of their affiliates; allocate their markets between nations or
restrict the use of their technology or that developed by their affiliates. Such practices, although
best pursued in the best business interests of the companies, may conflict with the developmental
objectives and national interests of host countries.16

MERITS OF MNCs
As the preface to the ILO report on Multinational Enterprises and Social Policy observes, “for

some, the multinational companies are an invaluable dynamic force and instrument for wider distribution
of capital, technology and employment; for others, they are monsters which our present institutions,
national or international, cannot adequately control, a law to themselves with no reasonable concept,
the public interest or social policy can accept.”17
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The important arguments in favour of and against the MNCs are mentioned below. MNCs, it
is claimed, help the host countries in the following ways:

1. MNCs help increase the investment level and thereby the income and employment in the
host country.

2. The transnational corporations have become vehicles for the transfer of technology, especially
to the developing countries.

3. They also kindle a managerial revolution in the host countries through professional management
and the employment of highly sophisticated management techniques.

4. The MNCs enable the host countries to increase their exports and decrease their import
requirements.

5. They work to equalise the cost of factors of production around the world.
6. MNCs provide an efficient means of integrating national economies.
7. The enormous resources of the multinational enterprises enable them to have very efficient

research and development systems. Thus, they make a commendable contribution to inventions
and innovations.

8. MNCs also stimulate domestic enterprise because to support their own operations, the MNCs
may encourage and assist domestic suppliers.

9. MNCs help increase competition and break domestic monopolies.

DEMERITS
MNCs have, however, been subject to a number of criticisms, like those mentioned below:
1. As Leonard Gomes points out, the MNC’s technology is designed for world- wide profit

maximisation, not the development needs of poor countries, in particular employment needs
and relative factor scarcities in these countries. In general, it is asserted, the imported technologies
are not adapted to (a) the consumption needs, (b) the size of domestic markets, (c) resource
availabilities and (d) stage of development of many of the LDCs.18

2. Through their power and flexibility, MNCs can evade or undermine national economic autonomy
and control, and their activities may be inimical to the national interests of particular countries.

3. MNCs may destroy competition and acquire monopoly powers.
4. The tremendous power of the global corporations poses the risk that they may threaten

the sovereignty of the nations in which they do business.
5. MNCs retard growth of employment in the home country.
6. The transnational corporations cause fast depletion of some of the non-renewable natural

resources in the host country.
7. The transfer pricing enables MNCs to avoid taxes by manipulating prices on intra-company

transactions.

PERSPECTIVE
Future holds out an enormous scope for the growth of MNCs. The changes in the economic

environment in a large number of countries indicate this. For instance, the number of bilateral treaties
that promote and/or protect FDI has increased markedly in recent times.

The World Investment Report 1992 described several developments that points to a rapidly
changing context for economic growth, along with a growing role for transnational corporations in
that process. These include:

1. Increasing emphasis on market forces and a growing role for the private sector in nearly
all developing countries;
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2. Rapidly changing technologies that are transforming the nature of organisation and location
of international production;

3. The globalisation of firms and industries;
4. The rise of services to constitute the largest single sector in the world economy; and
5. Regional economic integration, which involve both the world’s largest economies as well

as selected developing countries.

CODE OF CONDUCT
As the Brandt Commission observes, there is now much interest in trying to formulate international

codes of conduct for the transfer of technology, for restrictive business practices and transnational
corporations. Definite progress has been made in some of these negotiations. Any code, of course,
will only work if it can influence the actual behaviour of home and host governments and of investors.
The major elements of any effective code should be capable of being eventually translated into agreements
between governments. Such an overall regime will have to have elements of both persuasion and
effective implementation, with flexible approaches and attitudes on all sides. The participating governments
will have to consult with labour and business to find the means to reconcile interests and to monitor
and implement the arguments. The ILO has created a committee for consultation and monitoring
the code of conduct relating to multinational enterprises. This offers one model.

According to the Brandt Commission, the principal elements of an international regime for
investment should include:

1. A framework to allow developing countries as well as transnational corporations to benefit
from direct investments on terms contractually agreed upon. Home countries should not restrict investment
or the transfer of technology abroad, and should desist from other restrictive practices such as export
controls or market, not restrict current transfers such as profits, royalties and dividends, or the repatriation
of capital, so long as they are on terms which were agreed when the investment was originally approved
or subsequently negotiated.

2. Legislation promoted and coordinated in home and host countries, to regulate the activities
of transnational corporations in such matters as ethical behaviour, disclosure of information, restrictive
business practices, cartels, anti-competitive practices and labour standards. International codes and
guidelines are a useful step in that direction.

3. Cooperation by governments in their tax policies to monitor transfer pricing and to eliminate
the resort to tax havens.

4. Fiscal and other incentives and policies towards foreign investment to be harmonised among
host developing countries, particularly at regional and sub-regional levels, to avoid the undermining
of the tax base and competitive positions of host countries.

5. An international procedure for discussions and consultations on measures affecting direct
investment and the activities of transnational corporations.

MULTINATIONALS IN INDIA
Comparatively very little foreign investment has taken place in India due to several reasons,

as stated in the previous chapter (like the dominant role assigned to the public sector in the industrial
policy and the restrictive government policy towards foreign investment). Some multinationals, Coca
Cola and IBM, even left India in the late 1970s as the government conditions were unacceptable to
them.

A common criticism against the MNCs is that they tend to invest in the low priority and high
profit sectors in the developing countries, ignoring the national priorities. However, in India, the
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government policy confined the foreign investment to the priority areas like high technology and
heavy investment sectors of national importance and export sectors. Firms which had been established
in non-priority areas prior to the implementation of this policy have, however, been allowed to continue
in those sectors.

The controversial Foreign Exchange Regulation Act (FERA), 1973, required the foreign companies
in India to dilute the foreign equity holding to 40 per cent (exceptions were allowed in certain cases
like high technology and export-oriented sectors).

An often heard criticism is that multinationals drain the foreign exchange resources of the developing
countries. However, Aiyar’s study indicates that, contrary to the popular belief, foreign companies
are less of a drain on foreign exchange reserves than Indian ones. He also points out that the public
sector has a higher propensity to use foreign exchange on a net basis than multinationals. In fact,
the foreign exchange outgo of the public sector alone is greater than the entire trade deficit of the
country.19

It is not a right approach to estimate the net impact of multinationals on the foreign exchange
reserves by taking the net foreign exchange outflow or inflow. If a multinational is operating in an
import substitution industry, the net effect on the foreign exchange reserves could be favourable
even if there is a net foreign exchange outflow by the company.

Multinationals in several developing countries make substantial contribution to export earnings.
The performance in the case of India has, however, been very dismal. This is attributed mostly to
the government policy. “We have consistently followed policies in India that discriminate against
export production and in favour of production for the local market. In this milieu, it has not made
sense for the Indian private sector or public sector to focus on exports. Naturally, it has not made
sense for foreign companies either. In 1947, foreign companies did not have an anti-export image.
Indeed, the most prominent ones were engaged in the export of tea and jute manufactures. Only
after Jawaharlal Nehru decided to emphasise import-substitution at the expense of exports, did foreign
(and Indian) companies shun exports.20

Although export promotion has been pursued since the Third Plan, the highly protected domestic
market and the unrealistic exchange rate made the domestic market much more attractive than
exports. However, since the mid-1980s with the economic liberalisation that increased domestic competition
and the steady depreciation of the rupee, exports began to become attractive and several foreign
companies and companies with foreign participation, as well as Indian companies, have become
serious about exports. This was reflected in the acceleration of the export growth.

The new policy is expected to give a considerable impetus for MNCs’ investment in India. However,
foreign companies find the policy and procedural environment in India still so perplexing and disgusting
that a multinational, Motorola, even shifted some of the projects, originally earmarked for India, to
China where the government environment is much more conducive.

Several Indian outfits of MNCs are in the low technology consumer goods sector. There are
many MNCs which are in high technology area. There are several MNCs in the pharmaceutical industry,
like Glaxo, Bayer, Sandoz and Hoechst. Some MNCs like Marubeni and Nissho Iwai confine to
foreign trade.

Since the economic liberalisation ushered in 1991, many multinationals in different lines of
business have entered the Indian market. A number of multinationals which were in India prior to
this have expanded their business. As indicated by Box 1.1 (Chapter 1), the Indian market is invaded
by MNCs.
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