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MNCs not in lieu of Indian corporates

Uttam Gupta assails the Government for letting the global giants overwhelm local producers in several areas

URING the first hall of the 9()s,
Dthe MNCs increased their pres-

ence in the consumer goods
sector since the Congress regime
gave them a warm welcome in the
name of liberalisation. The MNCs
that were in a minority in Indian joint
ventures (JVsiuntil the end of the 805
increased their stake bevond 50) per
cent to achieve majority control. In
recent years. they have come mainly
through the 100 per cent subsidiary
route. The MNCs have even made for-
aysinto the small-scale sector despite
the policy of reservation, by taking
advantage ol enabling provisions like
73 per cent export obligation or
exploiting loopholes in the definition
of reserved items.

The present Government's
approach to the MNCs is no different.
By clearly stating in the Common
Minimum Programme (CMP) that.
“the MNCs already in will not only be
allowed to stay. but, even expand and
diversily” it has provided legitimacy
towhat the previous regimedid. In the
recent past, the FIPS has given a spate
of approvals for setting up 100 per
cent foreign subsidiaries. These
include the Coca Cola South Asia for
investing US § 700} million over 10)
years through two fully- owned sub-
sidiaries, another soft drink giant
Pepsi, the breakfast cereal company
Kellogg, Philip Morris of US and
samsung Electronics of Korea.

In abelated move, the Government
decided to append a rider that all such
proposals would have to dilute their
equity stake to 49 per cent over a
period of time. But thisis proving to be
just an evewash. For, if the intention
was genuine, then it should consis-
tently. stipulate a minority equity
holding by MNCs and should not let
any of them or the domestic partners
bypass the stipulation.

It has not done any such thing.
Rather the Cnvernment has sought

to justify allowing MNCs 10() per cent
now on the basis that Indian compa-
nies might not be in a position to
arrange [unds to pick up the required
stake. This does nol make sense, for if
the Indian partner does not have the
capacity now, how will it be able to
bring the required capital as and
when the MNC offloads? This is espe-
cially when such ofMloading would be
at the prevailing market price which
would inevitably be higher. As ofnow,
such oMoading is only hypothetical,
considering that Indian corporates
are giving up their stake in lavour of
the foreign partners.

There have been umpteen
instances of the MNCs having vio-
lated the conditions of entry. This is
especially true of MNCs operating in
the SSI sector. None of them have
been punished and asked to go back.
Against this backdrop, it is diicult to
believe that I}hr: concerned MNCs will
be forced to reduce their stake. It may
well be that the Government does not
want tosend wrongsignals to the for-
eign investors by deviating [rom the
policies of the previous regime. But,
by letting MNCs overwhelm the
locals, what signal is it sending to the
common man, especially the poor?
There is need to assess the impact of
MNC entry on the poor.

The common/poor man's well
being is linked to employment for
which there is maximum scope in the
small-scale industries (§5Is). Even the
medium and large industries owned
entirely by Indians offer good poten-
tial. This also holds for JVs with major-
ity equity holding by Indian
companies. A large, modern and fully
automated plant set up by an MNC i3
capable of annihilating thousands of
SSIunits and throwing lakhs of work-
ers out of jobs. Already . about 2()5
lakh jobs have been lost in the SSI sec-
tor because of the entry of multina-
tionals. This trend will aggravate as
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they [urther tighten their grip. fully
alded and abetted by the Govern-
ment's policy. The SSIs account for
about 4() per cent ol the total foreign
exchange earnings from exports. This
provides enormous support lor essen-
tial imports like crude. POL, [ertilisers,
industrial raw materials. components
and capital goods. Displacement ol
SSIs will then make a deep cut in for-
eign currency earnings.

The MNCs cometo India primarily
tosell here. not for exporting. [tisalso
no secret that they make huge profits
on their operations resulting in a

heavy outgo of loreign exchange.
Against this, inflow of [oreign
exchange by way of investment is
peanuts. Consequently, even the
direct effect of MNCs operating in
India on the BoP position is substan-
tially negative. Industries in the
medium and large-scale sector too do
not remain unaffected in view of the
technological strength of MNCs and
their unlimited access to cheap funds.
Even as the cost of funds in India is
more than double. Indian companies
cannot even borrow abroad because
oftheir lack ol exposure. The llopping

of several GDR issues warns against
too much optimism on this score,

The 10() per cent foreign compa-
nies are capable of bulldozing even
big Indian corporates. For instance.
the P&G-Home Products and Whirl
Pool have marginalised companies
like Godrej and Kelvinator, respec-
tively. Large-scale lay ofl/retrench-
mentisthusinevitable. Inthe context
ol the hire and fire culture that comes
with the MNCs, unlike the developed
countries we do not have a system of
social security, In view of this. any
worker thrown out of job will have

virtually no option to make his living.
The impact on the social fabric is
much too grave to be ignored. The
salaries paid by MNCs for the same
jobs are several times more than what
Indian companies can pay. These
income disparities give rise to class
conflict and spread of consumerism.

In the SSI sector. investment
requirements are small. The existing
ceiling wasRs 60) lakhs and even after
revision, this stands at Rs 2 crore. It
cannot be anybody's case that SSI
manufacturers cannot undertake
this investment. Wherever they need
support, funds can be made available
by financial institutions and banks.
Even in regard to technological capa-
bilities. the Abid Hussain Committee,
which recommended retaining rhe
9 36 items exclusively reserved [orthe
S8I sector, has laid the blame for the
failure to bring technological
advancementsin product patterns. in
the past, on non-availability of funds
and not because it lacked expertise.

The policy towards the MNCs
should be suitably dovetailed to meet
the objective of growth with social
justice. In the SSI sector, they should
be completely debarred from coming.
This will require a categorical com-
mitment to continued reservation for
S8Is. The MNCs that have already
come, taking advantage of the loop-
holes, should be asked to go back. Our
endeavour should be to remove all
bottlenecks to SSI units performing
better. Apart from increasing avail-
ability of institutional finance, the
Government should take measuresto
ensure that they are paid in time by
the buyers both in the public and pri-
vate sectors. The present syndrome of
first blunting the abilities of SSI units
and, then, making the way [or entry
of MNCs must be demolished.

The author is Chiel Economist,
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