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ABSTRACT

This paper addresses the essential policy reforms for attracting
foreign investments into India. The government of India has been
changing economic environment system and policy configuration to
attract multinational corporations (MNCs) in various sectors of the
economy. Until the early eighties, the economy was highly protected.
To modernize the manufacturing industry, the government of India
relaxed the restrictions on technology transfers and royalty payments
during the early eighties. The paper starts from assessing the exit of
several MNCs during the sixties and seventies and re-entry or new entry
during mid-eighties. In 1991, India embarked on ambitious economic
reforms to transform the import-substituting regime into an export-
oriented regime. Most reforms during this period confirmed to trade
liberalization. Starting from 2000, the government initiated reforms in
the FDI regime. As a result of these policies, not only nature and
ownership advantages has changed but also the presence of MNCs in
various industries changed. Two broad dominant patterns of MNCs are
visible. First, are those industries which were dominated by MNCs during
the sixties and seventies and at present (2016) dominated by domestic
companies (Pharmaceutical Industry). Second, are those industries that
began with domestic companies, but are now increasingly dominated
by foreign MNCs (Motor Vehicles Industry).

Keywords: Government Policy and Regulations, FDI, MNCs, Share of
Indian Industries

JEL Classification: L88, 038, 016, F23, L6



1.1. Introduction

Government policies play an essential role in the process of growth
and development of economic activities. Since independence, India
has been introducing various policies for the growth of the economy. In
the 1960s, India followed an extremely cautious and selective approach
given the dominance of ‘import-substitution strategy’ of
industrialization. The foreign inflows, through collaboration, was
allowed in some high technology areas. The liberalization process of
foreign direct investment (FDI) policies as one of the significant part of
economic reforms have been a notable trend in developing countries.
Many developing economies are attracted to multinational corporations
(MNCs) mainly because of the FDI that they bring. Financial aid and
grants have declined since the 1980s. Therefore, many developing
countries are increasingly focused on FDI through MNCs (WIR, 2007).

This process of liberalization started in many developing countries
in the early 1980s and strengthened in the 1990s. India also followed
the same process. It started liberalizing her FDI policies since economic
reforms of the 1990s. Most of the reforms took place during this period.
As a result of these economic policy reforms, the FDI inflows have
grown noticeably since the early 2000s. India now becomes one of the
top destinations for foreign investors in the world (WIR, 2015). This

enormous inflows of FDI into India could be as the increasing presence



of MNC:s. As the number of MNC:s increased in India from 300 in 1990-
91 to 6433 in 2015-16 (Finances of FDI Companies, 2016). The share of
MNCs in the manufacturing sector has also increased from 18.70 per
cent in 2000 to 23.42 per cent in 2016 (See Table 1.6) although it varies
industry to industry within the manufacturing sector. We have examined
the share of MNCs that have an essential place in the industrial economy
of India at the disaggregated level. This study found that the share of
MNCs in the Indian manufacturing industry in terms of their share in
sales has changed. The study has been compared with some existing
studies mainly Nagesh Kumar’s 1994 study on ‘Multinational enterprises

and industrial organization: the case of India’.

Previous studies find that MNCs mainly operate in only those
industries where they find themselves more competitive over existing
local competitors. It implies that the industrial distribution of MNCs
would be uneven and will not reveal their true importance until the
foreign shares in all individual branches of manufacturing industries
will be analyzed. Therefore, to understand the true contribution/presence

of MNC:s, intra industry foreign shares need to be analyzed.

This study is organised into three broad sections. Section 1
delineates the changing economic environment system and policy
configuration to attract foreign MNCs in various sector of the economy.
It consists of major economic policy reforms that include both pre and
post-reform period. It also provides information on some major MNCs
entry into or exit from India before and after economic reforms. Section
2 provides overall and sectoral shares of MNCs in various industries. It
reviews the existing estimates of the economic significance of MNCs in
the country and provides current estimates of the shares of MNCs in the
industrial sector as a whole. Section 3 explains the identification of
different patterns of MNC domination in individual industries (See Chart
1.1 for a detailed framework of the study).



Chart 1.1: Framework of the Study
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1.2. Economic Policy Reforms, FDI Inflows and Presence of MNCs
in India

This section provides a brief overview of the evolution of
government policy (pre and post-reform period) towards foreign investors.
It is meant to serve as a background for the later analysis. The process of
liberalization of foreign direct investment (FDI) policies as part of
economic reforms has been a notable trend in developing countries. It
started in many developing countries in the early 1980s and strengthened
in the 1990s. There is a growing appreciation of the decisive role that
FDI can play in catalysing economic development by providing huge
foreign investment, transferring skills and latest technology and creating
income. Attracting foreign investment by MNCs in a highly competitive
market requires locational advantage. Unless, economic reforms
accompanied by political, social and legal reforms and infrastructure
investment, FDI response would be limited. However, the literature
suggests that host government policy plays an essential role in
influencing the magnitude, prominence, pattern, form and impact of
FDI (Kumar, 1994).



The regulatory framework consolidated after the enactment of
Foreign Exchange Regulatory Act (FERA-1973), wherein foreign firms
were allowed a maximum share of 40 per cent in their Indian subsidiaries
till 1991. An ownership stake of between 25 per cent and 40 per cent
had implied (Chhibber & Majumdar, 1999). It includes restrictions on
the ownership control, entry of MNCs, setting up of joint ventures with
domestic partners. Majority ownership, where any foreign investor can
hold up to S1percent equity shares holding in Indian firms, is a relatively

recent experience.

This section consists of major economic policy reforms that include
not only economic reforms of the 1990s but also FDI policy reforms.
Because it is not merely reforming in FDI policies that attracted foreign
investors to invest in India but also other government policies. Policies
have given more liberal rules and procedures for foreign multinationals,
more particularly, focus on the economic and institutional changes in
India from the period of import substitution policies to the period of
reforms in the 1990s, in which the country implemented a new model of
development based on free competition, fiscal responsibility, and

economic openness.

1.2.1. Pre-Liberalisation Period

Historically, India had followed an extremely cautious and
selective approach while formulating FDI policy given the dominance
of “import-substitution strategy” of industrialisation. Intending to
become “‘self-reliant”, there was a dual nature of policy intention-FDI
through foreign collaboration was welcomed in the areas of high
technology and high priorities to build national capability and
discouraged in low technology areas to protect and nurture domestic
industries. The regulatory framework consolidated through the
enactment of the Foreign Exchange Regulation Act (FERA-1972),
wherein foreign equity holding in a joint venture was allowed only up
to 40 per cent. It means a foreign investor cannot invest more than 40

per cent in total equity share.



Subsequently, various exemptions had extended to foreign
companies engaged in export-oriented businesses and high technology
and high priority areas. Further, an ownership stake of between 25 per
cent and 40 per cent have implied that MNCs can regulate exercised
operational control. This40 per cent ownership assumed to imply not
only operational control but also control over strategic decision making
and property rights (Chhibber & Majumdar, 1999). The policy had
characterised by de-licensing of some industrial rules and promotion of
Indian manufacturing exports as well as emphasising on the
modernisation of industries through liberalised imports of capital goods
and technology. It supported by trade liberalisation measures in the
form of tariff reduction and shifting of a large number of items from

import licensing to Open General Licensing (OGL).

1.2.2. Major MNCs Entry into or Exit from India before and
after Economic Reforms

Until the early fifties, the economy was open for foreign investors.
It was a relaxed FDI regime because of the tax incentives for FDI in

selected technology-intensive industries.

The FDI regime had been fairly restrictive in India between the
late 1950s and the mid-1980s when ‘technological self-reliance’ adopted
as one of the critical objectives of the growth strategy. During the
restrictive regime, many big MNCs left India including General Motors
in 1954, Ford Motors in 1954, PepsiCo in 1961, Exxon Mobil in 1974,
IBM in 1977, Coca Cola in 1977. The period from the late 1950s to
early-eighties was the period of close economy. Although there were
some industries, including the IT industry, where multinational
companies like IBM and ICL, provided the software until the 1960s.

Again the government introduced the partial liberalisation policy
in the exports and investment in the early 1980s to enhance export
competitiveness, modernisation and marketing through MNCs. To
increase the export and quality of production, the government opened

the door for foreign investors. Further, the government had established



10

four new Special Economic Zones (SEZs) and provided other liberal
policies with some incentives for promoting FDI through MNCs in these
SEZs to promote exports. As a result, many MNCs came/re-enter into
Indian market including PepsiCo in 1988, IBM in 1992, Coca-Cola in
1993, General Motors, Ford Motors and Exxon Mobil in 1994 (See
Table 1.1). Some other new MNCs enter into the Indian market with

joint venture and as wholly-owned after mid-nineties.

Table 1.1: Major MNCs Entry into or Exit from India

Name of MNC Year | Entry or Entry Main line of activity
Exit Mode
General Motors | 1928 Entry Solo | Sales, Manufacturing
1954 Exit
1994 | Re-Entry v
Ford Motors 1926 Entry Solo | Sales, Manufacturing
1954 Exit
1994 | Re-Entry v
Exxon Mobil 1933 Entry Solo | Sales
1974 Exit
1994 | Re-Entry Sales, Manufacturing
IBM 1951 Entry Solo | Sales, Services
1977 Exit
1992 | Re-Entry JV Sales, Services, R&D
Pepsi Co 1956 Entry Solo | Manufacturing, Sales
1961 Exit
1988 | Re-Entry v
Coca-Cola 1956 Entry | Franchise| Sales, Manufacturing
1977 Exit
1993 | Re-Entry Solo
HP 1989 Entry Solo | Sales, Manufacturing
Digital Equipment | 1988 Entry JV Sales, Manufacturing
3M 1988 Entry Solo | Sales, Manufacturing
Rockwell Automation| 1991 Entry A% Sales
Honeywell Int. 1988 Entry IV
Motorola 1989 Entry Sales

Source: Company’s Annual Reports.
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1.2.3. Post-Liberalisation Period

The entry of foreign MNCs into India has seen a marked increase
since the liberalization of the Indian economy, which has dismantled
the licensing system for setting up industry and encourage FDI. Therefore,
there has been a sea change in India’s attitude towards foreign investment
when it began structural economic reforms containing almost all the
sectors of the economy. In 1991, India embarked on ambitious economic
reforms to transform the import-substituting regime into an export-
oriented regime (Aggarwal, 2007). Most reforms during this period
confirmed to trade liberalization. For the first time, manufacturing sector
opened for foreign MNCs aiming to raise its growth potential and
integrating with the world economy. These policy reforms gradually
removed restrictions on investment projectsand allowed increased access

to foreign technology.

After 1992, government of India allowed foreign MNCs to make
a joint venture with domestic companies!. However, now joint venture
and a wholly-owned subsidiary of MNC can come and set up business
in India. General Motors (USA) entered into India as a joint venture with
Hindustan Motors in 1994. Other foreign MNCs like Daimler Benz
(Germany), Ford (USA), Honda (Japan), Fiat (Italy), Toyota Motors
(Japan), Hyundai Motors (S.K.) and Mitsubishi Motors (Japan) entered
into Indian market through a joint venture with Indian companies after
1994.

A series of measures that were directed towards liberalizing foreign
investment included: (a) introduction of dual-route of FDI approval —
RBI’s automatic route and government’s approval routes (b) automatic
permission for technology agreements in high priority industries and

liberalization of technology imports (c) permission to Non-resident

1 In the Automotive sector, the joint venture with Japanese company Suzuki
Motors was an exception. Suzuki entered India through a joint venture with
Maruti Udyog.
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Indians (NRIs) to invest up to 100 per cent in high priorities sectors.
These efforts had boosted by the enactment of the Foreign Exchange
Management Act (FEMA2-1999).

There are two major routes through which any foreign investor

can invest in India.

First, Under the automatic route, it does not require any prior
approval either by the government or the Reserve Bank of India. The
investors are only required to notify the concerned regional office of the
RBI within 30 days of receipt of inward remittances and file the required
documents with that office within 30 days of issuance of shares to foreign

investors.

Second, Under the government approval route, the proposals are
considered in a time-bound and transparent manner by (Foreign
Investment Promotion Board) FIPB. Approvals of composite proposals
involving foreign investment/ foreign technical collaboration are also
granted on the recommendations of the FIPB. Now 90% FDI is coming
through automatic route only 10% FDI has to go through FIPB route.

1.2.4. The Special Economic Zones (SEZ) Act-2005

The Act supported by SEZ Rules came into effect on 10th February
2006. The primary objectives of the SEZ-Act are, to generate additional
economic activity by the promotion of exports of goods and services, to
promote investment from domestic and foreign sources and to make
friendly relations with foreign investors. Another objective of setting
up of SEZs in India is to serve the promotion of manufacturing of exports
oriented goods. The government also asserted that these SEZs would
attract a large amount of FDI, create an environment for the transfer of

technology and will lead to incentives for infrastructure development.

2 An act of the Parliament of India to strengthen and amend the law relating
to foreign exchange with the objective to promote orderly development
and safeguarding of foreign exchange market in India.
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The government has provided the unique facility to foreign companies
to set up manufacturing establishment in SEZs as branch operations on
a standalone basis without the necessary approval from the RBI. FDI up
to 100 per cent allowed for the development of townships including
housing, commercial and recreational facilities on a case-by-case basis.
Special tax incentives have provided as exemption and relaxation for

foreign investments in the SEZs.

1.2.5. Make in India Initiative

The government has opened several sectors for foreign investors
to make India as an international hub for manufacturing products, designs
and innovations. The Prime Minister of India has launched the ‘Make
in India’ initiative on 25th September 2014. The aim was not only to
promote India as an investment destination but also to establish it as a
global hub for manufacturing design and innovation. It is an international
campaigning tag to attract businesses, investors and companies from
around the world to invest and manufacture in India. This campaign
also aimed at eliminating unnecessary laws and regulations, making
bureaucratic processes more straightforward and shorter. Further, it makes

government more transparent, responsive and accountable.

It is an initiative by the government to create not only long-term
growth but also stability in the manufacturing sector in India. The
manufacturing sector has the potential to push both employment as
well as growth in the India economy at the same time. The programme is
initially open for twenty-five sectors, including pharmaceuticals,
automobiles; textiles, chemicals, and information technology have
identified as focus sectors. For promoting this initiative, the government
is providing some extra incentives to foreign investors to invest in
India. These incentives include unit-based incentives like Special
Economic Zones (SEZs) and area-based incentives like the unit set-up

in the northeast region, Jammu & Kashmir, Himachal Pradesh,
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Uttarakhand. To make ‘Make in India’ more successful, the government

has liberalised FDI limits in various sectors.

It has led by the FIPB, Department of Industrial Policy and
Promotion (DIPP), Ministry of Commerce and Industry. Now 90% FDI is
coming through automatic route only 10% FDI has to go through FIPB
route. Also, this is the reason; the government is trying to abolish FIPB.
The main objective to abolish FIPB is to make massive FDI. Moreover,
approval route smoother procedure for foreign investors who are looking

to invest in India.

1.3. Changes in the FDI Limit in Major Sectors and Inflows of FDI
into India

The 1990s have given a sustained rise in annual inflows to India.
From 2000 onwards, the government of India has been liberalizing
several sectors for foreign investors. Today, almost all sectors are open
for 100 per cent FDI through automatic route (See Table 1.2 for details).
These amendments in policies meant to liberalize and simplify the rules
for investors to provide ease of doing business in the country. This is the
reason; the government of India has liberalized several sectors for foreign
investors. The government has increased FDI limits in defence sector
from 26% to 49%, and 100% FDI has been allowed in the defence sector
for modern & state of the art technology on case to case basis. Further,
100% has permitted under automatic route in construction, operation
and maintenance in rail infrastructure projects and liberalization of
norms for Insurance and Medical Devices. The government has recently
liberalized her FDI limit by relaxing 100 per cent in civil aviation (See
Table 1.2).

Government of India has recently made changes to the FDI policy
and allowed 100 percent foreign investment by opening up several
sectors like civil aviation, rail infrastructure projects, airports, single-

brand retail trading, chemical industries, pharmaceuticals etc.



Table 1.2: Changes in the FDI Limit in Major Sectors
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Sr. Sectors FDI Permitted
No. Limits Route
1 | Alcohol-Distillation & Brewing 100% Automatic
2 | Coffee & Rubber Processing 100% Automatic
3 | Defence Production’ 49% Automatic
4 | Hazardous chemicals 100% Automatic
5 | Industrial explosive-Manufacturing 100% Automatic
6 | Drug & Pharmaceuticals* 100% Automatic
7 | Civil Aviation Sector 100% Automatic
8 | Railway Infrastructure 100% Automatic
9 | Brownfield Airport projects 100% Automatic
10 | Oil Exploration 100% | Government
11 | Petroleum Refining 49% in PSUs | Government
12 | Single Brand Retail Trading 100% Automatic
13 | Multi Brand Retail 51% Government
14 | Private Sector Banking 100% Automatic
15 | Insurance and Pension Sector? 49% Automatic
16 | Teleports, Direct to Home, Cable 100% Automatic
Networks, Mobile TV
17 | Up-linking of Non-‘News & 100% Automatic
Current Affairs’ TV Channels
18 | E-commerce 100% Automatic
19 | Asset Reconstruction Companies 100% Automatic
20 | Private Security Agencies 74% Government
21 | Agriculture & Animal Husbandry 100% Automatic
22 | Plantation Sector 100% Automatic
23 | Industrial Parks (new & existing) 100% Automatic
Contd.....

FDI limit of 100% (49% under automatic route, beyond 49% government
route) for defence sector made applicable to Manufacturing of Small Arms
and Ammunitions covered under Arms Act 1959.

74% FDI under automatic route permitted in brownfield pharmaceuticals.
FDI beyond 74% will be allowed through government approval route.

FDI Policy on Insurance sector was reviewed in view of amendment to the
Insurance Laws (Amendment) Act 2015 to increase the sectoral cap of

foreign investment from 26% to 49%.
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24 | Public Sector Banking 20% Government
25 | Power Exchanges 49% Automatic
26 | White Label ATM Operations 100% Automatic
27 | Food products manufactured or

produced in India 100% | Government
28 | Manufacturing of Medical Devices 100% Automatic
29 | Duty Free Shops® 100% Automatic

Source: (DIPP,2018; Make in India, 2018; SIA Newsletter, 2015) various
policy circulars.

1.3.1. FDI Inflows into India

Foreign direct investment (FDI) defined as an investment reflecting
a lasting interest and control by a foreign direct investor, resident in one
economy, in an enterprise resident in another economy (foreign
affiliate).FDI inflows comprise capital provided by foreign direct
investors to a foreign affiliate, or capital received by a foreign direct
investor from a foreign affiliate (UNCTAD, 2017).

These FDI policy reforms (Table 1.2) have boosted India’s image
as a preferred destination for foreign investment. Presently, India ranked
5% as a preferred FDI destination among host developing countries
(DIPP, 2016). Now India is among the top ten countries in terms of FDI
inflows globally and the fourth in developing Asia. The share of world
FDI inflows has also increased in India, it increased from 0.78% in 2005
to 3.19% in 2015 (UNCTAD, 2017). We can see there is stability and a
positive trend inflow of FDI in India as it is evident from the fact that
FDI has increased from $ 28 billion in 2013 to $34 billion in the year
2014, $56 billion in 2016 and $60 billion in 2017 (RBI, 2018). The
World Investment Prospects Survey 2015 says that India has shown
improvement in ranking of the most favoured FDI country. The share of

the world’s FDI inflows has also increased in India; it increased from

6  Duty Free Shops located and operated in the Custom bonded areas.
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0.78% in 2005 to 3.19% in 2015 (UNCTAD, 2017).In response to the
new policies and amendments of old policies, there is a significant
increase in FDI inflows in India with continuing liberalization of the

FDI regime across a wide range of sectors.

Figure 1.1: Gross FDI inflows in India
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Source: (RBI, n.d.) https://rbi.org.in/Scripts/Publications View.aspx?id=
17931 accessed on 20 September 2019.

The FDI inflow into India is growing very significantly. In the last
19 years from 2000-01 to 2018-19, India received $601.79 billions of
FDI. About 53 per cent ($319.94 billion) of total FDI inflows in India in
the last two decades has come only in the last 6 years (DBIE-RBI, 2019).
Another remarkable point is that 92 per cent of this ($319.94 billion)
came through the automatic route, that means it did not require any
specific approval for foreign investors to invest in India. India has now
become one of the most open economies on the planet. Further, 40 per
cent FDI in the last six years came in greenfield investment, which
means that the foreign MNCs are willing to take a long term goal in
India. Foreign MNCs believe that it’s not just an opportunity to invest
but also an ability to access the opportunities which are now becoming
easier in India.
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1.3.2. Definition and Presence of MNCs in India

There are two prominent and standard definitions of MNC
available in India. First, as per the Reserve Bank of India and Second, as

per Companies Act-2013, Ministry of Corporate Affairs (Govt. of India).

As per RBIs Balance of Payment manual (5th edition 1995),
“FDI companies are identified based on 10 per cent or more equity

holding by foreign investor/s’.

As per the Companies Act-2013, Ministry of Corporate Affairs
(Govt. of India) definition, “Foreign Company” is defined to mean any
company or a body corporate incorporated outside India and which has a
place of business in India whether by itself or through an agent, physically
or through electronic mode or conducts any business activity in India in

any other manner is called foreign company or MNE (MCA, n.d.).

In November 2017, RBI came out with a different way of identifying
FDI when it issued the Foreign Exchange Management (Transfer or
Issue of Security by a Person Resident Outside India) Regulations, 2017.
The revised regulations defined FDI as an “investment through capital
instruments by a person resident outside India in an unlisted Indian
company; or in 10 per cent or more of the post issue paid-up equity
capital on a fully diluted basis of a listed Indian company.” It explained
that even if the investment in a listed Indian company falls below 10 per
cent of the post issue paid-up equity capital on a fully diluted basis
subsequently, such investment will continue to be treated as FDI (Rao
& Dhar, 2018).

Table 1.3 shows the sample of MNCs working in India. The
Reserve Bank of India releases MNCs data through their annual reports.
RBI release sample of MNCs data annually through Finances of Foreign

Direct Investment Companies. The number of FDI companies in India

7 Finances of Foreign Direct Investment Companies 2008-09, RBI Monthly
Bulletin March 2011.
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increased by about 81% from 2003-04 to 2012-13 and about 572%
from 2013-14 to 2015-16. This significant growth in the number of FDI
companies after reform and international pervasiveness in India reflects
both an increase in the size as well as several MNCs and more
importantly, the growing diversification of enterprises across economies

and industrial sectors.

Table 1.3: Number of MNCs in India (1990-91 to 2015-16)

Year Number | Number Year Number Number
of MNCs | of MNCs of MNCs | of MNCs
(RBI) (MCA) (RBI) MCA)
1990-91 300 489 2003-04 508 1654
1991-92 321 507 2004-05 518 1840
1992-93 305 529 2005-06 501 2040
1993-94 275 565 2006-07 524 2310
1994-95 241 619 2007-08 502 2609
1995-96 255 679 2008-09 533 2903
1996-97 268 772 2009-10 681 3050
1997-98 284 871 2010-11 745 3127
1998-99 321 956 2011-12 766 3191
99-2000 334 1045 2012-13 917 3799
2000-01 447 1141 2013-14 957 3854
2001-02 465 1285 2014-15 3320 4038
2002-03 490 1497 2015-16 6433 4165

Source: (Finances of FDI Companies, 2016) various reports and Ministry

of Corporate Affairs (MCA), various Annual Reports.

RBI has been conducting the surveys and sends a questionnaire
to all foreign companies, but sometimes companies don’t respond. So in
some years, the number of MNCs has declined (e.g. 305 in 1992-93 to
241 in 1994-95). This declining number of MNCs in some particular
years maybe because of varied response. For many years, RBI’s finances
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of FDI companies studies suffered from the severe problem of coverage.
It is only recently that the coverage has started improving as the RBI
started taking advantage of the company filings with the Ministry of
Corporate Affairs (MCA).

1.4. Overall and Sectoral Shares of MNCs

The Indian economy has not only grown at a remarkable rate
since economic reforms in 1991, but it also has gone through a formidable
transformation process. Market-oriented reforms and increasing outward
orientation have contributed a lot. It has changed India’s image from an
inward-looking and stagnant economy to a vibrant, export-oriented
and one of the best location for foreign capital. The growing integration
of Indian economy with the world economy has made both Indian as

well as foreign MNCs subject to the volatility of global financial markets.

It is generally accepted that MNCs have an essential place in the
industrial economy of India, there exist few precise estimates of their
shares, particularly at the disaggregated level. This situation has
hampered any rigorous analysis of the pattern of their operation and

their impact on the economy.

This section reviews the existing estimates of the economic
significance of MNC:s in the country and provides new estimates of the
shares of MNCs in the industrial sector as a whole. The study focuses on
the manufacturing sector, which has been at the core of many reforms.
Also, this sector has attracted a significant amount of foreign direct
investment. This sector has also been associated with a regularly rising
share of inflow of FDI in recent years, that is from 2006 to 2016 (RBI,
2017). The foreign liability and assets census 2013—14 shows that the
manufacturing sector accounted for nearly half of the total FDI at market
prices in 2014 (RBI, 2015). Manufacturing Industries comprises a broad
range of linkage-intensive activities (WIR, 2001) by using intermediate
inputs intensively, which creates positive externalities and allows local

producers to increase their productivity.
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The main goal of this section is to examine the growing
importance of MNCs in India’s manufacturing establishment. The
growing importance of foreign companies is measured in terms of the
share of an industrial market held by foreign MNCs. First, the study
reviews the existing studies available for the presence of MNCs and

then discuss the fresh estimates at the disaggregated level.

1.4.1. Presence of MNCs in Indian manufacturing (Existing
Estimates)

Existing Estimates: There are studies on foreign direct investment
(FDI) inflows, but the absolute volume of FDI does not uncover the real
importance of foreign control in terms of market share by MNCs in any
economy. To calculate this, it is essential to have an idea of their share
in the relevant macro-aggregates, such as their total assets and sales
(Kumar, 1994). Very few attempts have been made to estimate the

importance of foreign shares in the Indian economy (See Table 1.4).

Table 1.4: Some Previous Estimates of MNC’s Share in Indian

Industries
Author Period | Share of | Denominator
FCEs (%)
(Kurian, 1966) 1948 to 35.8 Private corporate sector
1960 40.4
(Kidron, 1965) 1961 40 Organized large scale
private sector
(P. Chaudhuri, 1978)| 1971 42.2 Companies quoted at

the stock exchange

(Chandra, 1977) 1957-58 | 26.1 to | Sales of non-government
to 29.8 large companies (RBI

1972-73 sample)

(Kumar, 1994) 1975-76 to| 32.78 | Finances of Medium and

1980-81 | 31.41 | Large Public Limited

Companies

Source: (Kumar, 1994).
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The above Table 1.4 provides the existing summary estimates of
foreign share in Indian industries — all these studies estimated foreign
share before economic reform. The estimates range from 26.1 per cent to
42.2 per cent for a different period. They have taken different variables
to measure foreign share such as (capital invested, paid-up capital, sales
and profits). So from the above table, it can be inferred that previous
studies (Chandra, 1977; P. Chaudhuri, 1978) have estimated that foreign

enterprises had a significant and prosperous role in Indian industry.

In the below Table 5, (Kumar, 1994) have estimated the share of
foreign-controlled enterprises in Indian manufacturing. Ha had taken two-
time period, i.e., 1975-76 and 1980-81. He took total 1334 sample of
medium and large public limited companies in the private sector, out of
which 262 were foreign companies (MNCs). Further, he had computed
the share of foreign-controlled enterprises in sales in 54 branches of the
manufacturing industry at 3-digit disaggregated level. The foreign
company’s share in total sales was 32.78% in 1975-76, and 31.41% was
in 1980-81. Further, he updated the estimates of foreign shares available
in existing studies up to 1980-81 at a disaggregated level (See Table 1.5).

Table 1.5: Share of Foreign Controlled Enterprises (FCEs) in Indian
Manufacturing, 1975-76 and 1980-81

NIC No of FCE’s Share
Code Industry Companies in Sales (%)
Total | Foreign| 1975-76| 1980-81
331 |Sugar mills 57 0 - -
332 | Other Processed Foods 31 9 82.84 | 80.52
341 |Cigarettes 6 2 85.14 | 78.23
342 |Tobacco Products 2 0 - -
351-4| Cotton textiles 238 3 6.78 | 5.73
360 |Other textile products 14 1 13.68 | 19.23
370 |Breweries and distilleries 19 1 3.96 | 3.04
380 |Leather and products 3 1 98.21 | 97.94
420 | Aluminium manufacture 3 2 90.96 | 89.86
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NIC No of FCE’s Share
Code Industry Companies in Sales (%)
Total | Foreign [1975-76 | 1980-81
441 |Motor Vehicles 13 3 16.96 | 19.45
442 | Automotive components 32 12 65.99 | 66.07
443 | Other transport equipment | 14 2 4395 | 52.21
445 |Electric cables 15 3 36.45 | 32.01
447 |Electric lamps 7 3 62.01 | 63.57
448 | Electric machinery & 86 26 59.03 | 53.30
equipment’s
449 |Machine tools 12 3 38.56 | 35.08
450 |Textiles machinery 13 2 9.52 | 7.26
451 |Non-electric machinery 126 52 44.80 | 45.31
456-7|Metal products 40 12 74.27 | 69.64
461 |Chemical fertilizers 13 3 46.80 | 37.46
464 |Plastic raw materials 12 5 71.50 | 71.78
465 |Basic industrial chemicals | 43 13 55.45 | 53.85
466 |Medicines & pharmaceuticals | 52 24 72.84 | 71.07
468 |Toiletries & other chemicals | 47 20 70.73 | 72.11
521 |Cement 15 2 6.37 | 5.24
541 |Tyres/tubes 6 3 69.40 | 60.13
561 |Glass containers 6 1 19.18 | 8.08
562 |Other glass products 6 3 52.34 | 50.78
580 |Plastic products 15 2 24.31 | 18.01
630 |Industrial and medical gases | 11 1 66.92 | 63.13
590 |Miscellaneous 32 8 26.99 | 32.30
Manufacturing 1334 | 262 32.78 | 31.41
Source: (Kumar, 1994).

1.4.2. Presence of MNCs in Indian Manufacturing (Fresh Estimates)

Here, an attempt has been made to compute the share of MNCs in

sales in 82 branches of manufacturing industries from 2 to 5-digit

disaggregated level (see Table 1.6) for sixteen years from 2001 to 2016.

The estimates based on total 10838 companies as on March 2016 taken
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from CMIE-Prowess (Appendix 1-B). Out of which, 487 companies have
been identified as MNCs. The share of 487 MNCs in total companies is
only 4.47 per cent. These 487 MNCs have been categorized in various
industries, according to their NIC code. Here, we have tried to update
the estimates of foreign shares available in existing studies up to 1994.
Through Kumar’s estimates are available for 1980-81, we have attempted
to calculate foreign share after 2001 onwards (as per data availability).
Because this study’s data source is different from Chandra and Kumar,
as they use RBI company finances studies. This study estimates the
share of MNCs in various manufacturing industries from the year 2001
onwards because the data in Prowess became available only from 20018
(Prowess, 2017)°.

1.5. Data Description & Source, Selection of Industries and
Companies

This study uses firm-level data provided by CMIE prowess. The
database provides firm-level information from 1989-1990 onwards. The
firms have been classified into various industries, according to the
National Industrial Classification 1998 (CSO, 1998). It covers both listed
and unlisted firms from a wide cross-section of manufacturing, services,
utilities and financial industries. The registered companies include both
public limited companies as well as private limited companies. Although
this database is not restricted to registered companies only (Prowess,
2016), it is one of the largest and most comprehensive databases on the
financial performance of Indian business entities (CMIE, 2016). The

companies in the database account for more than 70% of the economic

8 The information of Equity Ownershipbecame available only from 2001.
Prior to this, highly unstructured and irregular information on the
shareholding pattern was available. This was so unstructured that it could
not be databased meaningfully. Prowess therefore provides a series that
begins only in 2001. https://prowessig.cmie.com/kommon/bin/sr.php?kall=
wdbtabfld&sectcode=006033.

9 CMIE collects information on the pattern of equity ownership of companies
listed with the National Stock Exchange and the Bombay Stock Exchange
and makes it available in Prowess.
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activity in the organized industrial sector of India. The total income
from all companies in this database is about 82 per cent of India’s GDP.
The output value creation by all manufacturing companies in prowess
database is about 73 per cent of total value of manufacturing sector of
India during 2016-17 (Prowess, 2018).

We have extracted yearly data from 2001 through 2016. The
database provides firm-level information where firms have been classified
into various industries according to the national industrial classification
codes (NIC-2008). The manufacturing industries come under the NIC
code from 10 to 32 (two-digit NIC classification). So we have extracted
data only from NIC code 10 (up to five-digit level) to NIC code 32 (up
to five-digit level). Therefore, we got a total of 12,586 companies. But
several companies who have not reported sales value even for one year
between 2001 to 2016. Therefore, we have included only those
companies who have reported their sales value for at least five years
from 2001 to 2016. After removal of companies with less than five years
sales value, a total of 10,838 companies left as on March 2016. These
companies increased from 9549 as on March 2001 (See Appendix 1-A
for details).

Since the study includes the share of MNCs in various
manufacturing industries, we have defined MNCs based on three filters.
First, a firm whose foreign!? equity share is 10 per cent or more!!. Second,
the company should come under the private (foreign) ownership group.
Third, we have included another important indicator to define foreign
subsidiaries whose foreign association is denoted in the Prowess with
ownership group ‘(F)’ for instance “Uni Lever (F) Group, Hitachi (F)
Group or Philips (F) Group” (See Appendix 1-B for details). After these

10 Foreign promotors (%) include foreign individual promotors, foreign
corporate bodies (%) and foreign promotor institutions (%).

11 This threshold is suggested and used by IMF and was adopted by RBI,
effective 1992.
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three filters, 487 companies have been identified as MNCs. Further,
these 487 MNCs have been categorised in various industries, according
to their NIC codes. We have disaggregated industries up to 5 digits NIC
codes.

Here, we have calculated the share of MNCs in Indian
Manufacturing Industries as on March 2016. It is obvious that during
16 years (2001-2016), some companies might have changed hands or
some company’s foreign equity share has increased/decreased. There is
one company whose foreign equity holding was 14 per cent from 2001
to 2006, after that it declined to 8 per cent. In this case, we have dropped
(from MNC:s list) that company after 2006 onwards and considered as a
domestic company. There are some other companies whose incorporation
year is 2004 (For example, S C Johnson Products Pvt Ltd. with ownership
group under Uni Lever (F) Group) so in this case, we have calculated

shares after 2004 onwards!2.

There has been a sea change in the nature of FDI in India after
opening up the economy in 1991. At present, besides foreign financial
investors, several Indian entrepreneurs invest in Indian companies using
the funds raised abroad. These cannot strictly be said to them in the
same league as “foreign MNCs”. In some sectors, they might be playing
quite an important role. e.g. Advanta group, Cipla Group, Vedanta Group,
Rama Group, Ruchi Group, Samsons Group, Tata Group, Sona Group,
Sun Pharmaceuticals Group, Videocon, Wadia (Bombay Dyeing),
Welspun, Williamson Magor Group, XLO Group etc. We have not
included companies belongs to the above groups in the league of foreign
MNCs.

Further, we have removed companies who belong to Private

(Indian) ownership groups, even though some companies have more

12 We did include this company in our list because of the availability of sales
data for more than five years during the study period.
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than 10 per cent foreign equity ownership. Companies including Cipla
Ltd (foreign share was 21.45 per cent in 2007 and 22.55 per cent in
2016), AkshOptifibre Ltd. (foreign share was 13.71 per cent in 2012 and
16.96 per cent in 2016), Amara Raja Batteries Ltd, Arex Industries Ltd.,
Berger Paints India Ltd., Bharat Seats Ltd., Biocon Ltd., Bombay Rayon
Fashions Ltd., Caprihans India Ltd., Cupid Ltd., Dutron Polymers Ltd.,
Enkei Wheels (India) Ltd., Ester Industries Ltd., Fairchem Speciality
Ltd., Igarashi Motors India Ltd., India Gelatine & Chemicals Ltd.,
Indosolar Ltd., Jyothy Consumer Products Ltd. [Merged], Kachchh
Minerals Ltd., Kerala Ayurveda Ltd., Kingfa Science & Technology
(India) Ltd., Machino Plastics Ltd., N R B Bearings Ltd., Niwas Spinning
Mills Ltd., Ovobel Foods Ltd., Phoenix Lamps Ltd. [Merged], Polygenta
Technologies Ltd., Polyplex Corporation Ltd., Resonance Specialties
Ltd., S S Organics Ltd., Shilp Gravures Ltd., Solectron E M S India Ltd.
[Merged], South East Agrolnds. Ltd., South India Paper Mills Ltd.,
Sudarshan Chemical Inds. Ltd., Suditi Industries Ltd., Uniroll Leather
India Ltd., United Drilling Tools Ltd., Vaibhav Global Ltd., Vinyoflex
Ltd., Vivo Bio Tech Ltd., Wintac Ltd. these companies considered as a
domestic one.

Table 1.6: MNCs Share in Indian Manufacturing Industries as on
March 2016 (%)

NIC No. of
Companies Year

Total [MNCs| 2001|2005 | 2010 | 2016
104 | Vegetables and animal oils | 297 02| 1.49| 1.60| 0.19| 0.71

Code Industry

106 Grain Mill Products 100 02| 7.90 (22.01
107 Other Processed Foods 376 18 (20.47 | 17.66 | 23.46(30.16
108 | Prepared Animal Feeds 60 02 [13.05| 4.25 | 5.94|15.79

1101 | Distilling, rectifying and 120 05| 0.81(27.24 |39.40|70.28
blending of sprits

1102 | Manufacture of Wines 09 0 -
1103 | Manufacture of Malt Liquors 66 02| 0.89 [18.96 | 34.03|56.56

1104 | Manufacture of Soft Drinks,| 138 08 [68.63 |168.30 | 55.02(46.09
Mineral waters
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NIC No. of
Code Industry Companies Year
Total [ MNCs| 2001|2005 | 2010 | 2016
12 Tobacco Products 30 01| 6.67 | 4.14| 3.14| 3.46
1311 |Preparation and spinning of| 560 05| 4.22| 6.10| 5.59]| 6.41
textile fibres
1312 | Weaving of Textiles 293 03] 0.11] 0.82| 5.71(14.02
1313 | Finishing of Textiles 166 01| 4.44| 3.82| 3.21] 8.15
1391 | Knitted and Crocheted Fabrics| 135 01 0| 452 1.61] 1.68
1392 | Made-up Textile articles, 51 0 - - - -
except apparel
1393 | Carpet and rugs 23 01] 1.73] 0.50| 0.15] 0.08
1399 | Other Textiles n.e.c. 117 04| 3.85| 3.01| 1.97| 4.69
1410 | Wearing Apparel, except 291 18 [27.03 |40.35 | 26.08 |16.85
fur apparel
1420 | Articles of fur 07 0 - - - -
1430 | Knitted and Crocheted Apparel| 25 03 1.7 3.5 7.8 2.1
1511 | Tanning and Dressing 45 03 [31.01 [57.93 | 84.09 |50.55
of leather
1512 |Luggage and Handbags 22 0 - - - -
1520 | Footwear 96 03 150.17 |129.49 | 28.67 |30.37
16 Wood Products and cork 97 01 (16.45| 8.71|22.46|31.10
1701 |Pulp, Paper and Paperboard| 239 02| 9.86 (10.02 | 7.88(10.49
1702 | Corrugated Paper and 55 02 [17.00 |38.62 | 25.36 |41.35
Paperboard
1709 | Other Articles of Paper and | 123 0 - - - -
Paperboard
18 Printing and Reproduction 63 - - - -
19109| Coke oven products 10 - - - -
19201| Refined Petroleum Products| 57 07 161.23 |168.81 | 53.48 |44.33
19202| Lubricants, etc. 04 0 - - - -
19203| Storage & Distribution 04 0 - - - -
19204| Coal & Lignite 23 01 1.2 1.7 -1 2.1
19209| Refinery & Chemical products 47 02 4.3 4.7 4.2 4.9
201 Manufacture of Basic 688 19| 5.38| 4.50| 4.29| 7.84
chemicals, fertilizer and
plastic & synthetic rubber
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NIC No. of Year
Code Industry Companies
Total [MNCs| 2001|2005 | 2010 | 2016

202 Manufacture of Pesticides, 508 60 [63.50 |58.31|56.38|54.70
Paints, Soap & Detergents
other chemical products
including Matches,
Explosives and essential oils

203 Manufacture of man-made | 167 06 (14.12 |13.73 | 9.94| 8.90
fibres

21001| Manufacture of Medicinal 63 02 (11.15| 1.47| 0.25 -
substances

21002| Allopathic pharmaceutical 240 23 |25.70 [23.05| 21.14 |18.67
preparation

21003| Ayurveda or unani 49 02 | 7.37 [10.04 | 4.39| 4.30
pharmaceutical preparation

21004| Homeopathic or biochemical 06 0 - - - -
pharmaceutical preparation

21006/ Bandages, Dressings and 05 01 - 1.9 2.7 -
impregnated wadding etc.

21009| Other Pharmaceutical & 397 12 | 4.01 {19.99 | 13.55 |20.56
Botanical products

2211 | Tyres & Tubes 52 02 | 9.58| 5.19| 3.81| 3.80

2219 | Rubber Products 138 02 | 346 2.26| 2.37| 2.98

2220 | Plastic Furniture, floorings 598 14 | 8.39|11.60 | 12.97 |11.15
& miscellaneous items

2310 | Glass and Glass Products 93 02 (11.17 | 18.74 | 20.34 |28.18

2391 | Refractory Products 37 03 49.64 [36.99 | 34.26 |33.47

2392 | Clay Building Materials 30 01 2.1 3.4 - -

2393 | Other Porcelain and 108 04 |12.01 [14.15| 5.90| 1.69
Ceramic Products

2394 | Cement, Lime and Plaster 206 09 [ 6.11 | 7.51 3.36 | 3.21

2395 | Other Construction Materials 62 02 5.7 7.3 - -

2396 | Cutting, Shaping and 10 02 |48.35(54.43 | 53.58 |48.48
Finishing of stone

2399 | Other Non-metallic Mineral 17 01 3.2 - 2.5 -
Products n.e.c.

241 Manufacture of Basic Iron | 454 13 | 430 8.18| 7.36| 7.32
and Steel

242 Basic Precious and other 107 03 [13.73 |15.11 | 21.54| 0.18
non-ferrous metals

243 | Casting of Metals 170 05 | 7.94| 6.16| 3.19| 7.10
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NIC No. of
Code Industry Companies Year
Total [MNGCs| 2001|2005 | 2010 | 2016

25 Fabricated Metal Products 491 09 | 6.12| 6.96| 4.85| 3.54
261 | Electronic Components 209 13 | 3.58 10.71 | 10.07|17.06
262 | Computers and Peripheral

Equipment 32 0 - - - -
263 | Communication Equipment| 58 03 |48.13 (70.39 -175.38
264 | Consumer Electronics 26 02 [15.06 [13.01 | 8.13| 1.92
265 Measuring, Testing,

Navigating and Control

Equipment 128 09 | 7.87| 6.03| 5.34| 7.39
266 | Irradiation and Electro-

medical Equipment 41 03 | 5.22| 7.31| 4.87| 2.14
267 | Optical Instruments and

Equipment 01 0 - - - -
268 | Magnetic and Optical Media 0 01 | 4.21| 6.81|11.23]12.11
271 Electric motors, Generators,

Transformers 207 15 [26.96 |28.47 | 25.86|48.72
272 | Batteries and Accumulators 46 06 |48.37 |154.36 | 59.69|67.59
273 | Wiring and Wiring Devices | 147 05| 6.28 | 8.21|12.77|10.26
274 | Electric Lighting Equipment 31 05 |66.18 189.99 | 81.48|60.59
275 | Domestic Appliances 122 11 [41.44 |50.13 | 15.89|37.16
279 | Other Electric Equipment 85 08 [25.60 |25.73 | 27.07|39.21
281 | General Purpose Machinery| 351 45 129.43 {28.04 | 24.20(29.74
282 | Special-Purpose Machinery | 365 32 |11.70 |21.92 | 19.32]20.83
291 | Motor Vehicles 37 17 (62.9160.42 | 66.67|71.11
292 | Bodies (coachwork) for

Motor Vehicles 40 06 | 7.05 - -1 0.47
293 | Parts and Accessories for

Motor Vehicles 19 05 |23.53120.01 | 30.60|38.61
301 Building of Ships and Boats 1 0 - - - -
302 | Railway Locomotive and

Rolling Stock 29 4 - -1 0.17|15.57
309 | Transport Equipment n.e.c. 58 2 - 9.06 -120.48
31 Manufacturing of Furniture’s 34 0 - - - -
32 Other Manufacturing 326 01| 1.67| 0.18| 0.07| 0.06

Total Manufacturing 10838 | 487 |18.70 [21.61 | 20.34|23.42

Source: Own calculation from (CMIE, 2016).
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In the above Table 1.6 of foreign share in Indian manufacturing
industries from 2001 to 2016, we have tried to analyse that to what
extent have foreign-controlled firms (MNCs) dominated the Indian
manufacturing sector? We estimate shares of MNCs in Indian
manufacturing in terms of gross sales. So we have disaggregated the
industries up to two, three, four and five digits NIC codes (some industries
up to 5-digits). The main aim for disaggregating the industries up-to
four or five digits is to recognise sub-industries with a high or low
foreign presence. For instance; within the pharmaceutical industry,
allopathic pharmaceutical preparation has a higher number of foreign
companies (23 out of 240) whereas in Ayurveda or Unani pharmaceutical
(02 out of 49) and Homeopathic or biochemical pharmaceutical

preparation (0) have no share.

1.6. Classification and Name of Industries (According to MNC’s
Share)

The share differs widely across industries in a range between 0 to
100 per cent. For making easy analysis, we have classified all industries
into three broad groups. First, the foreign share will be considered high
in the percentage range 50.1 to 100 per cent, medium in percentage
range 25.1 to 50 and low in percentage range 0 to 25 per cent. If this
classification applied then 8 industries find a place in high foreign
share category, 14 industries find medium foreign share category and
60 industries find low foreign share categories. There is a total of 16
industries where the foreign share is zero (there is no MNC in these
industries). These industries include manufacturing of Made-up Textile
articles except apparel, Articles of fur, Knitted and Crocheted Apparel,
Luggage and Handbags, Printing and Reproduction, Clay Building
Materials, Building of Ships and Boats and Air and Spacecraft and
Related Machinery etc.
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Table 1.7: Classification of Industries according to their foreign share

Sr. No. Foreign Shares (%) No. of Industries
High Foreign Share (50.1 to 100) 8 industries
Medium Foreign Share (25.1 to 50) 14 industries
Low Foreign Share (0 to 25) 60 industries

Total 82 industries

Source: Own calculation from (CMIE, 2016).
Note: See Appendix 1-D for details.

1.

There are 8 Industries with high foreign share category having
more than 50.1 percentage foreign share in sales including
manufacturing of motor vehicle industry, Distilling, rectifying
and blending of spirits, Manufacture of Malt Liquors
communication equipment. The foreign share in the
manufacturing of beverages industry increased from 23.48 per
cent in 2001 to 40.65 per cent in 2005 and 58.40 per cent in
2016. This share is based on 15 MNCs out of a total of 333
companies in the manufacturing of beverage industry (NIC two-
digit). Within the beverage industry, the share of Distilling,
rectifying and blending of spirits has increased very sharply from
27.24 percentage in 2005 to 70.28 percentage in 2016 (NIC code
1101). The MNC’s share in Manufacture of Malt Liquors also
increased from 18.96 per cent in 2005 to 56.56 per cent in 2016.
The foreign company’s share in leather & related products,
especially tanning and dressing of leather (NIC code 1511) has
increased from 31.01 percentage in 2001 to 50.55 percentage in
2016. But if we compare this figure with (Kumar, 1994), the
foreign share in leather & products got declined very fast. It was
98.21 per cent in 1975-76 and 97.94 percentage in 1980-81 (see
Table 1.5). The share of MNCs in the manufacture of Pesticides,

Paints, Soap & Detergents other chemical products including
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Matches, Explosives and essential oils (NIC code 202) has
declined from 63.50 per cent to 54.70 per cent from 2001 to
2016. Manufacturing of communication equipment (NIC code
263), batteries and accumulators (NIC code 272) and electric
lighting equipment (NIC code 274) also comes under high foreign
share category. MNC’s shares in the manufacturing of motor
vehicles industry increased from 16.96 percentage in 1975-76 to
19.45 percentage in 1980-81 (Kumar, 1994). Further, it increased
from 62.91 per cent in 2001 to 71.11 per cent in 2016. Therefore,
a very sharp increase of foreign share has been registered in the

manufacturing of motor vehicles industry (NIC code 291).

Industries with medium foreign share category: there are a total
of 14 industries come under medium category having 25.1 per
cent to 50 per cent foreign share in sales. The major industries
include in this category are Other Processed Foods (NIC code
107), Manufacture of Soft Drinks, Mineral waters (NIC code 1104),
manufacturing of Footwear (NIC code 1520), Wood Products
and cork (NIC code 16), Corrugated Paper and Paperboard (NIC
code 1702), Refined Petroleum Products (NIC code 19201), Glass
and Glass Products (NIC code 310), Refractory Products (NIC
code 2391), Cutting, Shaping and Finishing of stone (NIC code
2396), Electric motors, Generators, Transformers (NIC code 271),
Domestic Appliances (NIC code 275), Other Electrical Equipment
(NIC code 279), General Purpose Machinery (NIC code 281) and
Parts and Accessories for Motor Vehicles (NIC code 293).
According to (Athreye & Kapur, 1999), the foreign shares were
high in electricals (especially in dry cells and lamps), chemicals
(especially in pharmaceuticals, plastics, paints, and toiletries),
tyres and tubes, cigarettes and automotive components from the
period 1970 to 1976. The foreign share in leather & related
products has declined from 97.91 percentage in 1980-81 (Kumar,
1994) to 45.36 in 2001. It further declined to 31.18 percentage
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in 2016 (NIC code 15), but the number of MNCs increased from
1in 1980-81 to 6 in 2016 (NIC code 1511 and 1520). There are
some industries where the foreign share declined from 1980-81
to 2001 including Leather & Related Products, Other Processed
Foods, Chemicals and Chemical Products, Electrical
Equipment’s, Electric motors and Parts & Accessories for Motor
Vehicles (Automotive components). But on the other hand, in
some industries, the foreign shares have increased, including

Wood Products and the cork industry.

There are a total of 60 industries where MNCs share is low from
0 to 25 percentage share in sales. Out of these 60 industries, there
are a total of 16 industries where the foreign share is zero. The
main reason is that there is no MNC presence in these industries.
Other industries where MNC’s share is less than 25 per cent but
not zero includes Vegetables and animal oils (NIC code 104), in
this industry, only two MNCs are working and the share is 0.71
per cent in 2016. On the other hand, manufacturing of Prepared
Animal Feeds (NIC code 108), in this industry also only two
MNCs are working but their share in this industry is quite high
(15.79 per cent in 2016). Some other industries where MNC’s
share is less than 25 per cent includes Tobacco Products,
Preparation and spinning of textile fibres, Weaving of Textiles,
Finishing of Textiles, Knitted and Crocheted Fabrics, Made-up
Textile articles, except apparel, Carpets and rugs, Other Textiles
n.e.c., Wearing Apparel, except fur apparel, Pulp, Paper and
Paperboard, Manufacture of Basic chemicals, fertilizer and plastic
& synthetic rubber, Manufacture of man-made fibres,
Manufacture of Medicinal substances, Allopathic pharmaceutical
preparation, Ayurveda or Unani pharmaceutical preparation,
Bandages, Dressings and impregnated wadding etc. Other
Pharmaceutical & Botanical products, Tyres & Tubes, Rubber

Products, Plastic Furniture, floorings & miscellaneous items,
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Other Porcelain and Ceramic Products, Cement, Lime and Plaster,
Fabricated Metal Products, Electronic Components, Consumer
Electronics, Measuring, Testing, Navigating and Control
Equipment, Wiring and Wiring Devices, Machinery & Equipment,
Special-Purpose Machinery, Bodies (coachwork) for Motor
Vehicles, Other Transport Equipment, Transport Equipment
n.e.c. Among all the above 60 industries, mostly belongs to low-
technology and medium-technology intensive industries (OECD,
2007).

From the above three broad classifications of industries, the MNC’s
share in some industries increased sharply and in some industries it
declined. We find two industries where dominance of MNCs changes
very significantly. These industries are manufacturing of pharmaceuticals

and manufacturing of motor vehicles industry.
1.7. Two Broad Patterns of Industries

This section explains the identification of different patterns of
MNC domination in the individual market. Two broad patterns are
visible- First- Those industries which were dominated by MNCs (the
1960s through the 1980s) and at present (2016) dominated by domestic
companies (e.g., pharmaceutical). Second- Those industries that began
with domestic companies during the early period, but are now

increasingly being dominated by MNCs (e.g., motor vehicles).

According to (Mani, 2017), although India is not considered to
be a manufacturing hub since 2000. Two major manufacturing industries
have come to occupy an essential place in the manufacturing
establishment. First is the pharmaceutical industry and second is the
automotive industry. Although their foreign share and technical
specifications are entirely different, given that one is chemical-based
and other is mechanical engineering based. These industries have

become two of the fast-growing manufacturing industries in India.
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Table 1.8: Two Dominant Patterns

Pattern Pattern 1 Pattern 2
Ownership Change Foreign to Domestic | Domestic to Foreign
Example of Industry Pharmaceuticals Motor Vehicles

Source: Author’s own.
1.7.1. Pattern 1-

MNCs Share Declined (Indian Pharmaceuticals Industry)

The rise of the Indian pharmaceutical sector from foreign to
domestic ownership is a classic example of market dominance in this
context. Today the Indian Pharmaceutical industry is one of the most
vibrant knowledge-driven industry that has witnessed consistent growth
over the past three decades. The industry accounts for 10 per cent of
world production by volume and 1.7 per cent by value. India’s
pharmaceutical is one of the most innovative and leading industries in
the country’s manufacturing sector (Mani, 2017). The industry has three
strong pillars: very sound and well-crafted government policy regime
especially with respect to the intellectual property right, strong
government research institutes and private sector enterprises which also
have very well established research labs. The annual turnover of the
pharmaceutical sector was INR 158671 cr. in 2013-14, it increased by
registering a growth of 12 per cent (INR 177 734 cr.) and 15.1 per cent
(INR 204627 cr.) in 2014-15 and 2015-16 (Make in India, 2018).

Until the early 1970s, much of the country’s pharmaceutical
consumption was met by imports. During the early 1970s, the government
of India put in place a series of policies that were aimed to break India’s
dependence on MNCs for the production of bulk drug and drug
formulations and to move the thriftiness towards self-sufficiency in
medicinal drug (Aggarwal, 2007). To modernize the manufacturing
industry, the government relaxed the restrictions on technology transfers
and royalty payments (Athreye & Kapur, 2001). Foreign equity

participation was permitted again in several industries under FERA to
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100 per cent export-oriented units. Some 25 industries were de-licensed
from restrictive rules in 1985 (Kumar, 1994). Many of India’s
pharmaceutical companies were founded during this period, including
Dr Reddy’s Laboratories in 1984, and developed firm-specific
advantages by either supplying or learning from foreign MNCs. By the
mid-1980s, India emerged as a major pharmaceutical producer, and the
indigenous sector had captured a substantial proportion of the market
(Aggarwal, 2007).

So changes in the policy have helped the domestic pharma
industry to grow more after 1979. The market share of MNCs declined
from 68% in 1970 to only 32% and 23% in 2004 and 1998 (S. Chaudhuri,
2005). After the agreement with WTO, India agreed to implement Trade-
Related Aspects of Intellectual Property Rights (TRIPS) by 2005. The
successful transition through the liberalization process and the end of
some restrictions on manufacturing licensing on import and export since
the mid-1990s has enabled India’s local pharmaceutical firms to regain
and take over 79.92% of the domestic market from foreign MNCs in the
2000s (CMIE, 2016). MNCs share declined to 20.08 per cent in 2001,
although it increased to 23.1 per cent in 2004 but again gone down at
18.08 per cent in 2016 (See table 1.9).

Table 1.9: Comparison of MNCs share in Indian Pharmaceutical

Industry
Kumar, N. (1994)

Industry No of Companies |FCE 's!® Share in Sales (%)

Total Foreign 1975-76 1980-81
Pharmaceutical 52 24 72.84 71.07
Source: (Kumar, 1994)

Current Study
No of Companies MNCs Share (%)

Total Foreign 2001 2016

Pharmaceutical 760 40 20.08 18.08

Source: Data extracted from (CMIE, 2016).

13 Foreign Controlled Enterprises.
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Sound policies, along with strong government support, is one of
the major factors of India’s pharmaceutical industry, which has
succeeded to achieve international competitiveness. The policy shifts
from ‘FERA’ to ‘FEMA’, an introduction of the ‘Indian Patent Act’,
opening manufacturing sector for foreign investors, TRIPS transition
period from 1995-2005, the patent amendment Act-2002, new
pharmaceutical pricing policy- 2012, the national intellectual property
rights (NIPR) policy-2016 have made Indian pharmaceutical industry

as one of the successful and growing sector.
1.7.2. Pattern 2

MNCs Share Increased (Indian Motor Vehicles Industry)

The motor vehicle industry is one of the vital sectors of the Indian
economy. The industry has got a strong recognition and reputation in
world export market, as the annual production of motor vehicles!# has
increased from 8,18,193 units in 1999 (about 2% of world production)
to 51,74,645 units in 2018 (about 8% of world production). The share of
passenger cars (15.08%) and commercial vehicles (4.45%) comprises
more than 20 per cent of the automobile sector in India (STAM, 2013). In
the category of passenger cars, the market share of Maruti Suzuki was 52 per
cent, Hyundai Motor’s market share was 19 per cent, and Tata motor’s share
was 16 per cent in 2012-13. These are the three major companies having

almost 87 per cent market share in the passenger car sector in India.

Changes in policy regime, as well as liberalization of the early
eighties, has made possible in the introduction of several new models of
motor vehicles of all types. The collaboration has started with Japanese
and Western manufacturers leading to a transformation of the prevailing
structure of the motor vehicle industry in India. During 1947 through
the early 1980s, the motor vehicle industry was mainly shaped by the

closed market economy with several restrictive measures due to

14 Motor vehicles include Production of Passenger Cars and Commercial Vehicles
only _ http://www.oica.net/category/production-statistics/2018-statistics/
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nationally-owned and controlled industry. The domestic companies
were not allowed to make any new collaboration (financial or technical)
with MNCs and frequency of model changes have restricted. The full
market was controlled by a few indigenous manufactures (Hindustan
Motors, Premier Automobile and Standard Motors) for over 40 years.
According to (Kumar, 1994), the foreign share in total sales of motor
vehicles was only 16.96 per cent in 1975-76 and 19.45 per cent in 1980-
81. In 1981, India allowed foreign technology collaboration with or
without equity participation with domestic companies and signed a
joint venture with Japanese company Suzuki. Suzuki entered with
technical and financial collaboration with Maruti Udyog. After this
agreement, many other MNCs came to India and started their business
as a technical collaboration with domestic companies, for instance,
Vauxhall Motors, Techno license Ltd and Austin Rover from U.K., Isuzu

and Nissan Motors from Japan.

Table 1.10: Comparison of MNCs share in Indian Motor Vehicles

Industry
Kumar, N. (1994)
Industry No of Companies | FCE’s!> Share in
Sales (%)
Total | Foreign| 1975-76 | 1980-81
Motor Vehicles 13 3 16.96 19.45
Automotive components 32 12 65.99 66.07
Other transport equipment 14 2 43.95 52.21
Source: (Kumar, 1994)
Current Study
Industry No. of Companies MNCs share (%)
Total | Foreign | 2001 2016
Motor vehicles 37 17 62.91 71.11
Bodies for motor vehicles 40 6 7.05 0.47
Parts and accessories for 19 5 23.53 38.61
motor vehicles

Source: (CMIE, 2016)

15 Foreign Controlled Enterprises.




40

Until 1991, only technical collaboration with foreign MNCs was
allowed. The economic reforms of 1991 have made an entry of many
foreign MNCs in the form of a joint venture and wholly-owned
subsidiaries. The nature and share of foreign MNCs in the motor vehicles
industry changed from technology suppliers to a joint venture and equity
participation. As a result, since economic reforms, the foreign share has
increased from 13.6 per cent in the year 1989-90 to 62.91 per cent in the
year 2000 in manufacturing of this Industry (Athreye & Kapur, 2001;
Kumar, 1994). During 1999 through 2000, only 20 foreign MNCs were
working in Indian motor vehicles & transport equipment industry. It
increased to 68 in 2013-14 and 88 in 2015-16 (Finances of FDI
Companies, 2016). Currently, the Indian motor vehicles industry is
highly dominated by MNCs. The top five exporting companies are
MNC affiliates. These are Ford India, Hyundai Motors, Maruti Suzuki,
General Motors and Nissan Motors (SIAM, 2018). The foreign share has
increased from 62.91 percentage in 2001 and 71.11 percentage in 2016
(See Table 1.10).

1.8. Summary and Conclusion

The study finds that government intervention has played a vital
role in the growth of MNCs in India. MNC:s significantly influenced by
openness, growth prospects, macroeconomic stability and government’s
positive attitude towards foreign investments. FDI inflows into India
has grown very considerably with continuing liberalisation of the FDI
policies. These FDI policies have boosted India’s image as a preferred
destination for foreign investment. India has now become one of the
most transparent and liberal FDI regimes among the emerging and
developing economies. Most of the manufacturing industries have

allowed 100 per cent FDI through the automatic route.

This increasing inflows of FDI into India could be seen as an
essential indicator of the growing presence of MNCs.Not only the

presence but also the share of MNCs has increased in Indian
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manufacturing industries. There are some industries where the MNCs
share has increased very sharp. On the other hand, there are some
industries where MNCs share has declined and mostly dominated by
domestic investors.The study found two broad patterns of foreign MNCs
domination. First- Those industries which were primarily dominated by
foreign MNCs (the 1960s through the mid-1980s) and at present (2015-
16) dominated by domestic companies (e.g., pharmaceutical industry).
Second- On the contrary to the pharmaceutical industry, the foreign
share in sales has increased significantly in the manufacturing of Motor
Vehicle Industry since economic reforms. The MNCs share in total sales
of Motor Vehicle Industry was only 19.45 per cent in 1980-81. It grew
to 62.91 per cent in 2001 and 71.11 per cent in 2016.
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APPENDIX 1-A

Number of Manufacturing Companies in India from

March 2000 to March 2016
Year Total MNCs Domestic | % of MNCs
2001 9549 212 9337 2.22
2002 9696 221 9475 2.28
2003 9862 210 9652 2.13
2004 10096 204 9892 2.02
2005 10382 198 10184 1.91
2006 10677 287 10390 2.69
2007 10570 330 10240 3.12
2008 10589 342 10247 3.23
2009 10617 373 10244 3.51
2010 10692 414 10278 3.87
2011 10767 414 10353 3.85
2012 10312 426 9886 4.13
2013 10790 437 10353 4.05
2014 10870 452 10418 4.16
2015 10812 468 10344 4.33
2016 10838 487 10351 4.49

Source: Own calculation from (CMIE, 2016).
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Company Name Incor- | NIC | Ownership group
poration | code
on year

Akzo Nobel India Ltd. 1954 20221 | I.C.I1. (F) Group
Ambuja Cements Ltd. 1981 23941 | Holcim (F) Group
Glaxosmithkline Consumer 1958 10794 | Glaxo (F) Group
Healthcare Ltd.
Glaxosmithkline 1924 21002 | Glaxo (F) Group
Pharmaceuticals Ltd.
Goodricke Group Ltd. 1977 10791 | Goodricke (F) Group
Hind Lever Chemicals Ltd. 1974 20122 | Uni Lever (F) Group
[Merged]
Hindustan Unilever Ltd. 1933 20239 | Uni Lever (F) Group
Hitachi Hi-Rel Power
Electronics Pvt. Ltd. 1985 27202 | Hitachi (F) Group
Hitachi Metglas (India) Pvt. Ltd.| 2003 26800 | Hitachi (F) Group
Honda Siel Power Products Ltd. | 1985 28132 | Honda (F) Group
J F Laboratories Ltd. 1988 20119 | Wyeth (F) Group
K S B Ltd. 1960 28132 | KSB (F) Group
Kakinada Cements Ltd. 1997 23941 | Holcim (F) Group
L I Cement Pvt. Ltd. [Merged] 2000 23941 | Lafarge (F) Group
L I Eastern Pvt. Ltd. [Merged]| 2006 23941 | Lafarge (F) Group
Lever India Exports Ltd. 1978 20237 | Uni Lever (F) Group
[Merged]
Linde India Ltd. 1935 20116 | Linde (F) Group
Modern Food & Nutrition 2003 10799 | Uni Lever (F) Group
Inds Ltd. [Merge]
Preethi Kitchen 2011 27509 | Philips (F) Group
Appliances Pvt. Ltd.
S C Johnson Products Pvt. Ltd. | 2004 27504 | Uni Lever (F) Group
Sanofi India Ltd. 1956 21002 | Aventis (F) Group
Tea Estates India Ltd. 2002 10791 | Uni Lever (F) Group
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Company Name Incor- | NIC | Ownership group
poration| code
on year
V S T Industries Ltd. 1930 12003 | L.T.C. (F) Group
Voith Paper Fabrics India Ltd.| 1968 13123 | Voith (F) Group
Whirlpool Of India Ltd. 1960 27501 | Whirlpool (F) Group
Whirlpool Washing
Machines Ltd. [Merged] 1987 27501 | Whirlpool (F) Group
Wimco Ltd. 1923 | 28299 | L.T.C. (F) Group
Wyeth Laboratories Ltd. 1960 21002 | Wyeth (F) Group
[Merged]

Source: Own calculation from (CMIE, 2016)
Note: These are only sample of companies extracted from CMIE Prowess database.
Total companies with ownership group (F) are more than 100.
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Industry-wise Distribution of MNCs in Indian Manufacturing
Sector (As on March 2016)

NIC Total |MNCs|Domes-
Code Name of Manufacturing Industries Comp- tic
anies
Total 10838 | 487 | 10351

10 | Manufacture of Food Products 833 24 809
11 | Manufacture of Beverages 333 15 318
12 Manufacture of Tobacco Products 30 1 29
13 Manufacture of Textiles 1345 15 1330
14 | Manufacture of Wearing Apparel 323 21 302
15 Manufacture of leather & Related Products 163 6 157
16 | Manufacturing of Wood Products and cork 97 1 96
17 | Manufacture of Paper and Paper Products 417 4 413
18 | Manufacture of Printing and Reproduction 63 0 63
19 | Manufacture of Coke & Refined 145 10 135

Petroleum Products
20 | Manufacture of Chemicals and 1363 85 1278

Chemical Products
21 Manufacture of Pharmaceuticals & 760 40 720

Medicinal Chemicals
22 Manufacture of Rubber & Plastic Products 788 18 770
23 Manufacture of Other Non-Metallic 563 24 539
24 | Manufacture of Basic Metals 731 21 710
25 Manufacture of Fabricated Metal products 491 9 482
26 | Manufacture of Computer & Electronic 495 31 464
27 | Manufacture of Electrical Equipment 638 50 588
28 | Machinery & Equipment 716 77 639
29 Manufacture of Motor Vehicles 96 28 68
30 | Manufacture of Other Transport equipment 88 82
31 Manufacture of Furniture’s 34 34
32 | Other Manufacturing 326 1 325

Source: Own calculation from (CMIE, 2016)
In NIC 32, there are total of six companies that have been identified as
MNC:s. But the data for sales is not available for five companies even for one year.
So we have taken only one MNC (Rayban Sun Optics India Pvt Ltd).

Note:
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Appendix 1-D

Classification of industries according to their foreign share

for Motor Vehicles

Sr.  |Industries with low |Industries with medium | Industries with high
No foreign share foreign share foreign share
(0% to 25%) (25.1% to 50%) (50.1% to 100%)
1 | Vegetables and Other Processed Foods | Distilling, rectifying
animal oils and blending of sprits
2 | Grain Mill Manufacture of Soft Manufacture of Malt
Products Drinks, Mineral waters | Liquors
3 | Prepared Footwear Tanning and Dressing
Animal Feeds of leather
4 | Manufacture of Wood Products and cork | Manufacture of
Wines Pesticides, Paints,
Soap & Detergents
other chemical
products including
Matches, Explosives
and essential oils
5 | Tobacco Products | Corrugated Paper Communication
and Paperboard Equipment
6 | Preparation and Refined Petroleum Batteries and
spinning of textile | Products Accumulators
fibres
7 | Weaving of Textiles | Glass and Glass Electric Lighting
Products Equipment
Finishing of Textiles | Refractory Products Motor Vehicles
9 | Knitted and Cutting, Shaping and
Crocheted Fabrics | Finishing of stone
10 | Made-up Textile Electric motors,
articles, except Generators,
apparel Transformers
11 | Carpets and rugs Domestic Appliances
12 | Other Textilesn.e.c. | Other Electrical
Equipment
13 | Wearing Apparel, | General Purpose
except fur apparel | Machinery
14 | Articles of fur Parts and Accessories
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Sr. | Industries with low Industries with medium |Industries with high
No. foreign share foreign share foreign share
(0% to 25%) (25.1% to 50%) (50.1% to 100%)

15| Khnitted and Crocheted
Apparel

16 | Luggage and Handbags

17 | Pulp, Paper and
Paperboard

18 | Other Articles of Paper
and Paper board

19 | Printing and Reproduction

20| Coke oven products

21| Lubricants, etc.

22| Storage & Distribution

23| Coal & Lignite

24| Refinery & Chemical
products

25| Manufacture of Basic
chemicals, fertilizer and
plastic & synthetic rubber

26 | Manufacture of
man-made fibres

27 | Manufacture of
Medicinal substances

28 | Allopathic pharmaceutical
preparation

29| Ayurveda or unani
pharmaceutical
preparation

30 | Homoeopathic or
biochemical pharma-
ceutical preparation

31| Bandages, Dressings
and impregnated
wadding etc.

32| Other Pharmaceutical &

Botanical products
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Sr. Industries with low Industries with medium | Industries with high
No foreign share foreign share foreign share
(0% to 25%) (25.1% to 50%) (50.1% to 100%)

33 | Tyres & Tubes

34 | Rubber Products

35 | Plastic Furniture,
floorings & miscellaneous
items

36 | Clay Building Materials

37 | Other Porcelain and
Ceramic Products

38 | Cement, Lime and Plaster

39 | Other Construction
Materials

40 | Other Non-metallic
Mineral Products n.e.c.

41 | Manufacture of basic
iron and steel

42 | Manufacture of basic
precious and other
non-ferrous metals

43 | Casting of metals

44 | Fabricated Metal Products

45 | Electronic Components

46 | Computers and Peripheral
Equipment

47 | Consumer Electronics

48 | Measuring, Testing,
Navigating and Control
Equipment

49 | Irradiation and Electro -
medical Equipment

50 | Optical Instruments
and Equipment

51 | Magnetic and Optical
Media
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Sr.  (Industries with low Industries with medium | Industries with high
No. | foreign share foreign share foreign share
(0% to 25%) (25.1% to 50%) (50.1% to 100%)
52 | Wiring and Wiring
Devices
53 | Special-Purpose
Machinery
54 | Bodies (coachwork)
for Motor Vehicles
55 | Building of Ships
and Boats
56 | Railway Locomotives
and Rolling Stock
57 | Air and Spacecraft and
Related Machinery
58 | Transport Equipment n.e.c.
59 | Manufacture of Furniture’s
60 | Other Manufacturing

Source: Own compilation from (CMIE, 2016).
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