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Intpoduction

Export obligation is an obligation imposed on a firm tc export part
or whole of its annual output. Usually, it is imposed by Government as a
precondition for the grant toc the fimm of a licence to manufacture, or expand
the manufacture of, a particular item. For the purpose of this paper, how-
every we have restricted ocurselves to only such export obligation as is
resorted to in the case of foreign collaboration .and that too only in
electronics industry. A Specific case of foreign collaboration in the mamu-
facture of electronic components hcs been taken up fir close study, to
examine principally hcw far export obligationc are effectively enforgeable.

In the process, we examine also, the linkage between export obligation and

technology transfer.

In part I of this paper we attempt to put together some background
information on the frequency with which export obligation has been impeseA
by Government in the case of foreign collaborations in electronics industry
In part II is given background information on the state of component marm-
facturing, since the case chosen for intensive study concerns the manuf-ctur-
of an electronic component. Only in parts III and IV do we report the

results of our case study. The paper ends up with a few concluding observaticr:,

¥ Views have been ekpressed ty the authors entirely in their personal
capecities and should not, in any way, be attributed to the institutions/
organisations for which they are wcrking or with which they are associatec.



Electronics industry accounted for betweer 5 to 6 percent of the
foreign collaborations in Indie which had been approved between 1957 to
1977. As can be seen from Teble 1, this proportion has been increasing
over the years. From under 5 percent during 1957-62 it had gone upto
almost 87 during 1967-72, and wes still close to 6./ percent in 1973-77
when the total number of collaborations registered a marked increase’ of

463 compared to the quinquennium immediately preceding.

During the most recent quinguennium of 1974~78, for which year-wise
data ®n export obligations was possible to collect, while in less than 20%
of the total mimber of foreign collaborations was an cbligation imposed for-
e proportion of ennual output to be exported, the corresponding obligotion
to export was imposed with respect to almost 32% of the foreigm collebcret-
ions in electronics industry (see Table R). It would appesr ther=fore thet
export obligation has been imposed more often in the case of foreier cull-
eborations in electronics industry than in industry in general. At least,

this has beenthe case in recent years,
Fosgj Ratj

There can be several reasons why Govermment might impose exrort
obligation on a firm wishing to enter intcu a foreign collaboratiorn. The

principal reasons usually advanced in this regerd are the fcllowi ¢ three:

(1) Aggess to uptcdate techpology: It will ensure the import of 1 stodate
technology not only to start with when the initial plant and equipment are
being purchased from, or through, the foreign collaboretor but slso sub-

sequently during the course of the period when export cobligation is in foree,
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(2) Cost effectiveness: It will ensure the cost effectiveness of the
technology being imported in at least two ways. Firstly, given the

limited domestic market, economies of scale should be possible to schieve

if the market for a product is not limited to just the damestic market.
Secondly, since the domestic market is protected by tariff and non-tsriff
barriers, only if the firm is forced to se)l -in the competitive world
‘market will it be under pressure to keep lom its costs of production, To
the extent that the export obligation imposed on the domestic firm is shared
by its foreign collaborator by assuming responsibility to buy back a porticn
of the Jomestic firm's output, the foreign collaborator too will cdevelop a

stake in cost-effective production by itspertner firm.

(3) lgmroved export-earnings: It will add to the export-earnings of the
country., To the extent thzt enhancement of export earnings is desired, by
imposing export obligations on new manufacturihg it is sought tc ensure that
a certain proportion of resultant output is earmsrked for export. This, in
fact, seems to have becen a very msjor ccnsicderation that prevailed with the
Indian Govermment for several years in recent past in allowing monopoly
industrial houses and foreign firms to uniertake or expand the manufacture
of several non-essential items.l/

The very rapid pace at which technology has grown and chenged in
electronics in recent years has possibly been the single most iﬁportant
reason for allowing foreign ccllaborations liberally in electronics manu-
facturing in genersl and eSpeciélly in the manufacture of electronic component:.
The resort to export obligation in electronics industry was possibly meant
to help in keeping narrow the technology gap between the electronics industry

in the industrially advanced countries and thet in India.



Important policy instrument

£lthough the export ohligation imposed in electrorics industry
ranges from 10% to 100% of anmual output, in the meximum number of :cases
the obligation to export was within the narrower range of 407 to 60%.
This can be seen from Table 3 giving a breakdéwn. of the export obligation
cases, that could be identified, hy the proportion of ocutput to be under-
written for export. The weighted average of export obligations works out
to 50.4% for the clectronics industry as a whole in regard to the foreign
collaborations reported in recent past., Thus it would be a fair generalization
to meke that in the case of foreign collaborations sanctioned for electronics
industry, the export obligetion when imposed, tended to be quite suhstantial,
Tvidently, the Covernment laid great store by this policy instrnmegg?eAflﬁgé_/
however, as we shall note later, in the psst one yesr or so, there appears
to have occurred a sharp shift in cfficial thinking (zs distinct from
political thinking which may not crystallize fcr some time longer, in view
. £ the recent changes) so that increaéingly one comes across expressicns of
dissatisfaction with the use of export obligation, particulrly in the

context of electronics development in the country,

In the circumstances, it is only appropriste that the working of this
policy instrument in actuel practice should thoroughly be appraised. For
the purpose, we have chos=n the case of & foreign conllaboration in electronics
industry entered into by one of the electronics firms set up in the public
sector for the manufactire of an electronic component, as distinct from
electronic equipment, It is in the components sector that most of technologi-

cel changes in electronics has concentrated in recent years,
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The choice of a public sector firm as well has been somewhat
deliberate, One hopes that not only is a public sector firm in 2 better
position than private firms to resist pressures from its foreign collabor-
ators but also it will perhaps resist better the temptation of colluding
with the foreign collaborator in entering into export commitments which
they both do not intend to honour, Whether or not this hope is actually

realised, or realisable, is a separate matter,
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Components are the building blocks and the electronic equipment their
final ocutcome. As sich components are considered, and perhaps quite

rightly, es the base of the electronic incustry.
Slack and fr nt rowth

Production of electronic componenté has not however, been growing in
the country quite as fast as the production of electronic equipment,-the
final product. This can easily be seen from Table 4. Between 1974 ard
1978, while the production of electronic ecuipment almost doubled, the
production of electronic components expanded by only 62.57. As a result,
the country's dependence on imported components increased significantly
from 21% during the period 1971-74 to 2% during the period 1975—78.g/
Though this increased dependence on imported component is explained largely
by the substantial growth in professional equipment requiring quality grade
comronents not produced domestically, it is true also thét.large imports
were allowed in recent years, particularly 1677, of components like,TV

picture tubes required fbrsébnsumé&iéleétronics.3/

Not only has the indigenous industry been growing slowly but also
most of the exiskling capacity is based on machinery and know-hcow relating
to very old technology. Most of this investment was made in the late
sixties, using technology and scaie prevailing at that time. Althcugh ACY
of the current production of components is accounted for by four units (ti«
in the public and two in theprivate sectord, given their product range, it
is probably still true that there is undue fragméntation of capacity even
within the organised sector. In the small sector, some 350 units (as sgniret
55 in the organised sector) account for one-fourth of the anmual cormpcnent

output.é/
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Views on expending production

Not quite surprisingly therefore, though the component industry in the
country faces considerable unutilized capacity, it cannot realistically
think in terms of accelerating its production on the basis-of existing
technology or at the prevailing scales. The Electronics Plan for 1978-83,
drewn up by the Plamning Commission's Working Group, not only asks that the
fragmentation of capacity should hereafter be avoided but also projects that
"oy 1983-84, the demand for most of the cowponents will be such that 3-4
large units with viable capacities can operate effectively", The Plan
suggests, in this context, a liberal policy "in regard to the purchase of
foreign know-how and contemporary technology" for the manmufacture of
components. At the same time, the Plan urges strongly against the impos-
ition of export ohligation on the ground that "our scales of production are

such that it would be unrealistic to think of significant exports".é/

At ‘this stage it is pertinent to refer to the observations of arother
group of experts, the Committee on Electronics Exports set up by the Ministrr
of Commerce, which too reported at about the same time, but which, advocated
the need to promote, cn an urgent bagis, investments in, and production of,
electronic components "on a scale much higher than what is warranted by
considerations of domestic demand, so as to provide the required'COmponents
base for a sustained growth of electronic exports" (emphasis added). This
Committee also called for liberel import of technology withcut any export
cbligation even in cases where foreign collaboration is permitted and large
capacities are approved.é/

Foreign collaboration snd export obligation
""'ﬁ%i;Ef7IQEEf;‘EEE?E"EE%%%‘EB‘EEGE%EEE‘E major reappraissl within

Government of the old position in regard to (1) the scele of producticn ior
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units to be licensed for the mamufacture of components, (2) the role of
foreign .collaboration in setting up larger units and(3) the desirability

of imposing export cbligation wherever foreign collsboretion was permitted.
However, as we noted at the outset,vpossibly & principal argument for the
imposition of exporf obligation in the case of foreign collaborations in
electronics was that it promised access to the latest technology., Any
resﬁltant obligations to buy back entered into by the foreign collaborators
will, it was felt, impel them to ensure that the products they bought from
their Indian counterparts embodied the latest in technology. BEvidently,
there has been a reassessment now of the force of this argument and it is rot
considered necessary any longer to impose export obligation on firms enterinz
into foreign collaborations for the manufacturc of electronic compenents,

not even when capacities much larger then those warranted by domestic

demand projections are sanctioned.

There is no evidence of any slackening in the pace of development of
electronic technology ner in the rapicd rete at which old technology tends to
become cobsalete, Nor could it be seid that the latesgt developments in
technology have reduced the scale at which economies in costs could be
meximised. Whatever has led tc the above mentioned reassessment must
therefore have had something to do with either the effectiveness of export
obligation as such in securing access to contemporary kmow-how or the
ability of the euthorities to effectively enforce the actual observance of
export dbligation.Z/ Let us see what our case study hss to tell us in

this and other regard:..
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Though the foreign collaboration case we have studied is actual, we
shall not disclose the iﬂentities of either the firms or the item for whose
production the collaboration was entered into between them, Thié we do, not
because any confidential material has been used by us but to save any
possible embarassment to the parties concerned, while the collaboration

arrangements are still in force,

For the purpose of ocur paper we shell refer to the Indian public sector
firm by the name of INDIONICS and the multinational as MULTIONICS. Since the

item to be mamfactured is an electronic component, We shall call it COMPC.

Already a number of Indian firms were éngaged in the marufacture of
eompo, ‘gsome with and some wifhcut foreign collaboration, some in the
organized and some in the smrll scale sector, Also, considerable unutilizec
capacity, being about 50%, exieted with regard to this item. /t the same
time, however, imports were h.ing sllcwed of quality grade gompos for use

in profeséional grade equipment,

The licence issved by the Government of India to Indicnics for the
mamufacture of compo stipulated that the firm should export at least 75% of
its anmual ocutput. Under the collaboration arrangement entered into by
Indionics with Multionics, the latter would 1lift 60% of the former's output

every year,

It was estimated that when this unit of Indionics came on strean it
would, at 80% capacity utilization, increase the national cutput of umpos

by about 10%. A much more significant aspect of this particuvler foreign
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collaboration was-that it was designed to result in the production, largely,
of quality grade compos,the domestic demand for which was likely to grow as
the production of professionel grade equipment increased. Evidently, however,
the fact that this particular installation of capacity was licenced on the
condition that 757 of its anmual output would heve to he exported meant that
in Govermment's assessment domestic demend for the type of compos, which

. Indionics was thus planning to prﬁduCe, might still not increase fast enough,
With-an export obligation of 75%, it was natural that under the collaboraticn
arrangement entered into by Indicnics with Multicnics provided for the latter

to buy back a substantial part of the former's anmual output.

Under the collasboration arrangement entered into by the aforeseid twe
firms, the following three separate, bubt mutually related agreements wcre

signed,

1) Technical Data Agreement: Under this, Multionics not only was to supply

to Indionics with all technological information in its possession-on the
manufacturing process but &lso to train the latter's employees in India and
abroad, However, all the information thus received will heve to be kept
secret by Indionics. Payment for this information will be made by Indionics
in the form of both downright payment of a stated amocunt as well as royalty
at the rate of 5% of the net ex-factory sale valne of its output (i.e. sale
velue minus excise duty and the cost of imported rew metcrials for the first

five years,

2) Eguipment Agreement: It is a more or less turnkey arrangement, which:

obliges Multionics to supply and assist Indionies in installing the necessary

plant and machinery, It carries a guarantee that the plant an® wmachinery
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thus supplied by Multiomics will produce the steted anmual quantities of
the varicus types of compos. Fayment for plant and machinery is required
to be made by Indionics on dewnright basis., Thus Multionics extends no

c¢redit whatsoever to Indionics,

3) DPurchgse Apreement: This binds Multionics. for five years to buy from
Indionics stated quantities of various types of compos (these work out tc

60% of the anmial projected cutput under the Equipment Agreement) at-a price 7%
below the 3-month average oi selling price at which Multionics or its-

affiliated companies have supplied the items to industry in Burope.

Given the above framewcrk, the collaboration arrangement under revi:iw
' for the manufacture of compos ‘ o
sought to set up additional cepacity/at the cost of something like Rs.5 crores
with 50% incurred in foreign exchenge. Anrual employment, directly to be
generated by the projected investment was estimated at 350 and net value
added at Rs 50 lakhs. Fv'n theugh the Investment - employment an¢ investment -
net value addes coefficients are not pnrtiéularly attractive, ‘bhe investment
was perhaps still considered worthwhile, taking into account the nature of

the item to be manufactured, the new technology it embodied and the export

commitment which the accompanying collsborstion arrangement carried.

The various arrangements built into the three agreements listed above
for the supply, purchase and pricing of rew materials-and final ‘output ere

discussed in the following section.
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IV

One noteworthy aspect of the collsboration arrangement under review
is its package nature w}‘.ereﬁnder the various agreements are quite closely
interlocked in certain respects, However, the interlocking seems to have
been concerned not with securing for the Jdomestic fim, Indionics, the mejor
purposes for which it was entering foreign collaboration, namely tremsfer cf
technology and export seles but with reinforcing such of the provisione cf
the agreements as lend to the foreign collabor-tor, Multicnics, a commanding
position in important respects., This is particularly so with regerd to
(1) the source of raw meteriuls and operating supplies to be used by Indionics
for the menufacture of gompos '(2) the pricing of these supplics, end final

output and (3) penalties for defeult.in buy back commitment.

Control on Raw Materjel Supplies

Although it is only under the Purchase Agreement that Multionics
undertakes to 1ift 60% of the anmial ocutput of compos from Indionics, and.
it is there thet cne tan see a legitimste ¢irect interrst of Multionics in
the use by Indionics of raw materials and oper~ting supplies of the right
specifications, there is stipulatién in all the ﬁhree agreements listed

above enjcining upon Indicnics to use only such raw mabterisls and operating
supplies as meet the specifications laid down by Multionics.
Thue under the . Purchese.: lyreement Multdovies -hem ... -'ve v,
been granted
"the right from time to time to inspect on a continued bas_is
- the finished Products, the raw materials used therein, the

methods of pm&uc_tion and scrap resulting from any mamufact-

uring pmceés'; .
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Under: the Technical Dats Agreement Indionics is obliged not only to use the row
materials and‘operating suppiiés of approved specifications but also to
advise Mﬁltionics

"of any changes to be made in the source of faw materizls =nd

operating supplies before making the changes® with "justification

that the specifications and/or requirements will be met",
Lso the performence guarantee given by Multionics under the Bquipnent
Agreement,, with respect to mrchinery and equipment supplied has been made
contingent on Indionics using not just spare prrts but also row materirls snd
operating supplies of the specificetions of Multiomics, Thus each égreement
reinforces the other in binding Indionics to the use of rew meteriasls from
approved sources.

Special neture of raw materisls

As things stood at the time th: above collaboration agreements were
entéred into, the particular row meterials and opefating supplies required by
Indionics for the manufacture of compos would have to be altogether imported,
What 1ittle of the row materirle was svailable domestically was perhaps very
much below the quality requiféd for the quality grade compog to be menufectured

by Indionice, But that domestic production of quality grede rew material

might become available in the course of next five yecrs was not provided for,

It was known that there existed only a limited number (about hoalf =
dozen) of internstional suppliers of rew meterials, including an affiliate
§f Multionics itself, /11 of these international suppliers were large
companies, Given the freedom to do so, Indionics could certainly heve
£apped, fof its raw meterials, companies other than Multionics. Of ccurse,

it could be argued that given the moﬁopolistic control cover supplies of
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raw materials, it was to the adventage cf Indicnics that the ccllaboraticn
arrangement assured it of these supplies in adsguate quaentities. However,
the accent of the provisions relating to raw material supplies in the ccll-
aboration arrangement we sre reviewing, is such that mekes one strongly
suspect that Multionics was at great pains to ensure a market for ome of its
own products through this arrengement but without, at the same time, making

eny commitment in regard to its price.

Asymmetrical Pricing Arrangement

Interestingly, in nonc of the three ccnstituent sgreements cf this
ecllaboration arfangement was it explicitly stated that Indionics woulcd htuy
its rew materials and opersting supplies from the Muitionics or an affilin~te
thereof, Could not the above omissicn have been delibérate with a view te
avoiding any price arrangement? Thereby Multionics retained full freedom
to charge whatever price it could at a particular time for the raw meterials

supplied t¢ Indionics,

also
Tt is interesting/that while no pricing arrangement is written inte

the sgreements for the raw material supplies, with respect to ﬁhe output of
final goods, compos, which Multionics undertcok to purchase every year, the
pricing arrangement was explicitly written intc the Purchase Agrecment,

The price Multionics pays for compcs had to be 7¢ less than the 3-monthly
average of selling price charged Ly Multicnics and its s~ffiliatee ﬁo
industry in Burcpe, To what cxtent Multionics will be in = position to
manipulate the prices at which it, or its affiliates sell compcs to Burcpeenm
industry (presumsbly memufacturers of electronic equipments) is an open

question in itself.g/ Knowing well the scale at which compes were being
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manufactured.abroad by other competing firms in the major exportiné countries,
the price Multiouics cauld posaibly expect to be able to charge the industry
in Europe would have to be quite low;. even without -eny manipulation. In these
circumstances, could Indionics, realistically, hope to supply compcs at that
competitive international price, when its own scale of operaticén would be so

ruch smaller compared tc the scales of operation prevailing abroad?
No cost covering puarantee
Not only is there a clear asyrmetry in .pricing arrangements for raw

" materials on the one hand and final output on the other but also it is an
asyrmetry that offers no protection whatsoever tc the domestic firm against
sry divergent movement on the prices of raw materials and the final output.
There is no provisicn, for instance, thet the price Multicnics pays for the
compos bought from Indicnies will adequately cover the latter's costs including

its raw matwuriel cost.

Why 1id Indionics agree to such an asymmetiical pricing arrangement?
The asymmetry in these arrangements is clearly to the advantage of the fereigm
colleoorator and Lo tne disadvantage of the domestic firm, Could it not be
that this asymmetricel pricing arrangement was possible for Multionics to
sh.ove down the threst of Indionics bhecause the latter was under pressure?
Given the obligation to export as much a8 three-fourths of its anmal output,
Indionics hed to secure & contractual commitment from Multionics to buy beeck
& substantial part of its output of compos, if it was tc avail itself of the
ricence to produce this item. This possibly gave Multionics a -strong whiphan:!

in bargaining with Indicnics,

Or was Indicnics ertering into an export obligation in full awareness

of the likely unfavourable international market - unfavourable in terms of
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its own unit cost -- with the intention of ulitimately pleading with the
euthorities for‘a waiver of export obligation on precisely the ground of
unfavourable intermationsl prices? Would even a public sector concern
resort to such disingenuous practices? It is well known that the demestic
firms often try to rengge on their export obligations and seek » waiver fror
Government "on the plea of unfavoursble trend in international prices", =
ground which smthorities seem often to concile.g/rWhether or not public
sector firms afe as prone to such practice as private sector firms is a

separate matter and quite werthwhile investigating.

Asympetrical Penzlties

Asymmetry cbtains not only with respect to pricing. It exists also
.in the sharing of the omus of default in fulfilling export obligation. In
the case studied by us, Multionics is lishle to pay penslty at the rate
of 4% of the value of compes as actually stated in the Purchase Agreement.
Penalty at the same rate is payable by Indionics to the extent it fails to
meet the order paced by Multionies. In hoth cases, the determination as well
as payment of penelty arises only at the end of five years. Cn the face of
it, there is symmetry of cbligations between the contracting parties,

Actually, however, it iz not so,

While the whole cnus for sale abroad of the guantities whioh the
foreign collaborator fails to 1ift falls thersafter on the domestic firm,
the former still is emtitled to its share of 5% of the sale value (as
defined) of these goods by way of royalty., So while the fereign collaborater
contimes to be a net gainer, the domestic firm may, having to incur consider-
able additional expense to dispose of its cutput in other markets, end up
quite in the red. Under the arrangement, Indionics cammot directly gell in

such foreign markets whers Multionics or an affiliate has factories.
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the
Earlier, we spoke of/special interlocking nature of the various coll-

aboration agreements we have studied and how it seemed to work in favour of
the forwign ccllaberator, Here is an aspect where interlocking between the
Technical Date and Purchase Agreements could have been to the advantege of

the domestic firm but it was not done.

Why Royalty on Defaults?

The question whether, in all fairmess, payﬁent of royalty can rightfully
be demanded on that portion ¢f the output the foreign collaborator is
committed to, but fails to, 1ift is worthwhile raising., The argument that
royalty is alwgys linked to the sale value of output regardless of where
it is sold loses its vélidity once it is noted that the wholeccollaberation
arrangement is predicated on the commitment of the foreign collaborator to
1ift a mojor part of the project output. When the foreign firm fails to
1lift the full portion it is committed to, the defemdt in these circumstances
is a major one and the entitlement to royalty to the extent of default could,

it is felt, legitimately be withheld,

Why should a foreign cclleborater want to renege on its buy back
commitments even when the arrangement for the pricing of.final cutput it
buys is clearly on its side? Iwo possible mmswers @ couvld he gEivem.
Firstly, it mey still work cut that what the foreign firm.loses by way of
penalty peyment (which falls due only at the expiry of the five year:
period) is more than offset hy the gain to the firm through enhanced
rcyalty. This could well happen if tBe domestic market is nct only in =
pogition to abscrb much larger quantities than ériginally envisaged (i.e.

in excess of 25% of the dom:stic firm's output in this particular casc
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of foreign ccllaboration) and at prices much higher than those possible
to obtain internationelly. Afterell, the domestic market enjoys the

protection of varicus tariff and non-tariff berriers.

Secondly, could it be that the technology embodied has, or is' about
to, become internationally obsolete? This takes us back to the questien of
secess to ¢ contemporary téchnology through foreign collaboraticn. Are
the arrengements for the transmission of technélogy really such as effect-
ively ensure thet the domestic firm hes fall access to all new developments
in the field once it enters a foreign collaboration of the type we have
cxemined? More specificelly, does the imposition of export obligation help
tangibly in this regard? From the point of view of the focus of this paper,
the questions pcsed above are extremely important., In the light of the
asymmetrical effective incidence of the peneslty provisicn of the ccllaberstinn
arrangements, backtracking by the foreign colleborators on their buy back
 commitment: does not Seem to be very ~difficult. The less effectivel;
enforceable are their huy beck commitments, the wcaker, it arpears, will be
the interest of the foreign collabcraters in keeping their partner firms

in the developing countries uptodate in technology.

Know-how follow up unassured
While the export obligetion of as high a magnitude as 75% had possibly

forced Indicnics tc agree to a pricing arrangement that could clearly werk
to its disadvantage, there is little evidence that Indicnics cculd, in its
turn, secure any recssonably dependable guarantee from Multionics with regar?
to either export itself or access to new developments in technclogy after
the initial machinery and equipment had been obtained. ?*cne of the threo
agreements contains anything erplicit to that effect. If, access to

developments in technclogy was sought principally through the evpert
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obligation route, it should be clear from cur study that thc chances of
‘achieving the objective could not be particularly bright if the buy. back

commitments of the foreign collsborator are not alweys effectively enforccrable.

What seems to come quite clearly cut of cur study of the foreign
collaborstion arrengement under review is that when a domestic firm, as
distinct from a domestic subsidiary, branch or any other entity effectively
subordinate to e multinetional ccrporation, buys foreign technology, the
export obligaticn itself places it in a considerably week bargaining position
in relation tc¢ the foreign collaborator. Multionies .supplied machinery,
equipment and know-how cn the strict basis of outright payments by Indicnies,
It is the technology of that time, as embcdied in the machinery and equipment

purchased, that Indionics really got in refurn.

The operative significance of the agreement on technical data weas
really to bind Indionics to additional payments, principally royalty, in
lieu of the drawings etc. of the machinery and equipment paid for sererately
in cash, The ccntractual obligaticn undertaken bty Multicnics to buyy beack
the finel ocutput wes no doubt substantial but the terms seem to be highly
ur.favourable and the penalty provisions egainst default weak. Also, nc
explicit cbligation was taken on by Multionics, not even as part cof it® tuy-
back commitment , that while Indionics will buy raw materials of approved
specifications and from approved sources, Multionics will keep Indicnics

uptodate in technology.

In fact, the substential export cbligation on Indionics seems to have
only forced the firm to enter into an onercus errangement with Multionmics,
its foreign collaborator, with a view to accuring a corresponding buy-bhack

commitment from the latter. The greater the dependence of the demestic
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firm on a foreign collaborator tc 1ift its output, the stronger, it appears,
becomes the position of the latter toc extract beneficial terms in the collaba
tion arranzement as a whole. At the same time, it is not always certain that
the buy back commitment sccured from the foreign collaberetor is effectively
enforceatle, The gains in terms of technclogy transfer claimed to follow
the buy back commitment of the foreign collaborater tend naturally to be
illusory to the extent that the buy back commitments of the foreign ccllahor-

ator are not genuinely meant,

Concluding Chservations

Our study ‘of the fereign collaberstion case leads us tc believe that
an ekport obligation on the demestic firm coul? rlace it in a weak bargaining
rosition yvis-a-vis its foreign collehoratcrs and that this weakness of the
Jomestic fimm right particularly impinge con its ability to secure access to
.contempofary technology, : especialXy.- the know-how that suppleﬁents and/cr
follows the knew-hew erbodied in piant and méchinery initially purchased
under the coilabcration arrangement, At the same time, the buy back ccmmit-
ment secured from the fereign ccllaborators might mct be effectively -nfcr-
ceable because the penalty provision is not stringent enough in actusl
practice tc detvr default. Of course, one cannct altogether rule cut the
possibility of ccllusicn bgtween the demestic firm and its foreigrn ccll-
aborntor cn the extent of commitment -~ really the absence of it —~ either

party attaches tc the export obligzticm.

Still, the principsl argument which pocsibly prevailced in fevour of
imposing cxpert obligation in cnse of fereign ccolleborations was thet it

would ensure contiruing access tc contemporsry technclogy. £nd since
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such contemporary technology is often associated with large scele operation,
export dbligation, at the same time, ensures that output in excess -of

domcstic demand is eesily exported.

Evidently, the sbove argument has not held in practice. Otherwise, why
should the Ministry of Cammerce Committee on Electronics Exports have
suggested that expcrt ohligatior should nof be imposed in cases where
foreign collaboration is permittéd end large new cap&cities are approved,

as recommended, for the marmufacture of electronic ccmponents?

Little information is publicly available on the extent of defeults in
export obligetions and the causes behind these defaults. Nor is.it.known
in how many cases waiver, partial or complete, was granted, for how long
and on what grounds, Only when one hes access to information of this
nature, can one empirically demcenstrate whether or not export dbligaticms
imposed on foreign collsborations have been a success. 1f not, why? In the
absence of such information, cne is left only to dréw inferences from

policy changes,

That the policy of imposing export ocbligation on foreign collabcration
has not yielded the desired results is an inference one can reascnably
draw from the recommendation of both the FPlanning Commissicn's Working
Group and Ministry of Commerce Committes on Electronic Experts to ebstoin

altogether from impcsing expert obligeticns on foreign ccllaboration.

On the basis of our examination of the specific case of foreign
ccllaboration, it eppears to us, hcwever throt the failure of the policy
of export obligation could possibly have heen due to the inadequate

attention to the cbservance cf the corresponding buy back commitments
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by the foreign collabcrater. This commitment might have been much mere
effectively enforceable if the steke of the foreign collaborater had been
greater in tﬁe fulfilment of the obligation, To give up export cbligatiom
altogether might be tantpmepnt -t tc throwing the baby with the bath water,
Without adequate export obligation hew will it be ensured that the large
capacities sanctioncd in the neme of either cost-effectiveprcduction and/cr

- access to contemporary techncleogy de not remain largely unutilized because

of inadequate domestic demand?
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Notes and References

1.

3.

Ao
5.

7.

The decisicn to liberalize polidy in this -egard was taken

long back. The then Minister of Indwmstrial Develcrment and Company
Affeirs anncunced in Januery 1969: "Henceforth, even in low
priority and non-essential industries, forelgn collaboration will be
allowed, if the collaborator agreed to underwrite d major portion of
the productidn for experts,,.,.." (emphasis added), See Directory of

Foreign Colleboretions in India, Vol 1, Part H, sec,1, p.4; de
Indiena Overseas Publications, Delhi, 1974.

See Sarnot, S.L., Status and Perspective of the Electronics Gompenents
Industry in India, Electronics Information & Planming, June 1979, Vol.é,
No,9. Our percentages are based on Sarnot's caleulaticrs which adjust
the value of imrorts to include import duty @ 120%.

See Report of the Sub-group on Components and Materials, Electronice
Information & Plannjneg, October 1978, Vcl, 6, No.1

Ibid,

See Report of the Planning Commissicn's Werking Grosp on Electronics
Industry, Electronics Infomation & Planning, October 1978, Vol.6, No.1.
Since the ground on which the “forking Grcup censidered it unrealistic

to think of significant exports is "cur scales of production", evidertly
the scale envisaged for 1978-43 was nct eonsidered large encugh tc
yield enough econcmies of scale to make Indian exports competitive.

See Repcrt of the Committece ¢n Electronics Exports, Electronics Infor-
matica & Planning, November 1978, Vol.6, ¥o.2, Interestingly, this
Committee was headed by the same person, M.G.K., Menon, as the
Planning ¢cmmissionts Werking Group on Flcetrenics Industry.

Not that cxport obligation provisicns of a licence de not cerry penaltl
for default and they seem, on the surface at least, it be quite

stringent, The formal positicn with regard to penalty was as follows:

"A licence issued for import of capital geods with an expcrt
obligation ......... shall execute a bond/legally acceptable
undertaking ......... in regerd to the fulfilment of prescri-
bed export performance, The bond/legal undertaking shonld be
supported by a bank guarantce for en amount equal in value to
the enmal cbligation of cxperts", Or "In lieu ..,...... in
the event of his inability or failure tc export directly, ....
he shall hand cver to the State lrading Cerperation cr such
other agency ...eve... twice the difference hetween stlpul ted
annual commitment/cbligation and actusl exports, and in edfition
PEY viraeresss 8 8picified amount by way of liquidsterd “amag: s'.

See Directory of Foreign Cclleboratioms in Indis, op.cit.,
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Par’t B, Sec.1’ po6t

However, it appoars that th.re is a nct so difficult way of cscaping
these penalties in the event of defanlt , "..... there is ncthing
that the Department of Electronics or the Covermment of Indie can dc

anything against these companies, if they fail tc meet their commit-

ments, " At the most these ccmparies cen be denied further licenses
in these arces". See the editorigl feature on 'Export Obligations
and Foreign Equity Companies' in Electronjes Today, May 1975, p.15

This is ' not quite the same thing as transfer pricing, a technique
which multinetionels are known to use in gocd measure tc secure
maximum profits net. of tex. What we are talking shout here are
prices charged by a multinational or its affiliastés to the industriel
ccnsumers of & component the latter use in the mammfacture cf
industrial or consumer electromic equipment,

See the editorisl feature. en *Expert Obligations' in Electronics
Today of Jamuery 1976. The edibcrial related how Philips-India,.
since rechristened as PEICO Ltd,, had fallen behind on its export .
obligations for mcre then cne of its products and sought excneraticn
on the plea of unfavourable intornational markets, In fact, the
editorial strengly -suspected that domestic foreign firms (the temm
includes a foreign firm registered in Irdia) had tended to accept-
volunt~rily export cbligetions with a view tc gaining "foot hecld

in the arcas which are otherwise barrsd"™ to them but with no sericus
intenticns t¢ fulfil the obligations,

ISk
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