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Executive Summary

he United States (US) is India’s largest trade and investment

I partner and is engaged with India at various levels of
economic cooperation. This study investigates the socio-
economic impact of US direct investment in India and identifies the
challenges faced by US investors. The study is based on secondary
data and primary survey. Analysis of the secondary data helped in
identifying sectors where the overall impact of US foreign direct
investment (FDI) was high. A primary survey was then conducted in
selected sectors, which comprised in-depth personal interviews and

consultation meetings with relevant stakeholders.

We have matched the National Industrial Classification (NIC)
codes used by the Department of Industrial Policy and Promotion
(DIPP) with the North American Industrial Classification (NAIC)
codes used by the Bureau of Economic Analysis (BEA) for each of
the entries made by DIPP between 2004 and 2012 to arrive at the
inflows from the USA. The largest recipient of US FDI in the last
few years has been the services sector, followed by manufacturing.
The sectors chosen for study in this report are finance, fast-moving
consumer goods (FMCG), IT, pharmaceuticals, consulting and
automobiles. They were chosen primarily because the spillovers (of
the impact of investment) to the local/consumer level are relatively
high. The primary survey of American firms and other stakeholders
was carried out in Delhi/NCR, Mumbai, Bengaluru and Hyderabad
in 2013.

The contribution of American investment is enormous: this study
has not attempted to quantify it but has instead tried to highlight
some of the most significant contributions as well as underline the
channels through which they have come. The findings of the study
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include some examples of the direct impacts of American FDI. The
employment generated by American firms in India is considerable.
Exports from these firms are also significant. The indirect effects
of American FDI need to be understood through generation of
technology and spillovers thereof. Many American R&D centre in
India are engaged in cutting-edge research, employ Indian scientists
and engineers, and also transfer technology generated in these labs
elsewhere. Best practices brought in by many of the American firms
must be recognised.
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Introduction

he rapid pace of growth of the Indian economy over the

last decade has led to increased global interest in it. Foreign

investors have been keen to be part of that remarkable
growth, one of the consequences of which was an increase inflow of
funds/investment into the country. While investors gain from high
returns on their investments, India benefits from the direct inflow of
capital through creation of high quality jobs, transfer of technology
and exports.

Inflow of funds can be in the form of either foreign institutional
investment (FII) or foreign direct investment (FDI), the latter being
the focus of this study. Net inflows of direct investment in India
stood at US$ 32.2 billion in 2011.* The United States of America
(USA)? is India’s largest trade and investment partner and is engaged
at various levels of economic cooperation. This study investigates
the socioeconomic impact of US direct investment in India and
identifies challenges faced by US investors in the country. This
involves identifying sectors where US investment is relatively high
followed by an assessment of consequent spillovers in the form of
employment creation, contribution to exports, technology transfers,
etc. The impact of FDI depends on many factors, such as the host
country’s policies and institutions, its labour laws and level of human
capital, to name a few.

1.  World Development Indicators, 2013.
2. Also referred to as ‘the US’ in this report.
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Trends in FDI Inflows

2.1 Global Trends

Foreign direct investment (FDI) is defined as long-term
investment by a non-resident with 10 per cent or more control.
There are three components of FDI flows: cross-border mergers and
acquisitions (M&As), greenfield projects and equity investment.
Global FDI inflows fell by 18 per cent in 2012, as compared to
the previous year. The drop was on account of a significant dip in
EDI inflows in the developed economies. FDI inflows to developed
economies fell by around 31 per cent between 2011 and 2012.

Developing countries accounted for more than half of global FDI
in 2012, surpassing the developed economies for the very first time.
This was driven largely by investments in Asia and Latin America.
Investment in Asia, however, declined by 7 per cent in 2012 with
South Asia witnessing the largest fall. India has continued to account
for the bulk of inflows to South Asia. The FDI inflow into China has
always been substantially larger than those into India.

2.2 Trends in India

EDI flows to India increased tremendously over the last decade
indicating that it has become an attractive destination for foreign
investors. Gross inflows of FDI to India increased from approximately
US$ 5 billion in 2002-03 to US$ 46 billion in 2011-12.

India recently allowed full foreign ownership in parts of the
agriculture sector, more specifically, in the development and
production of seeds and planting material, animal husbandry,
pisciculture, aquaculture under controlled conditions and services
related to agribusiness and related sectors. In addition, the previous



cap (51%) on foreign investment was removed to pave the way for a
100 per cent investment in single-brand retail. The Companies Act
was amended in 2013—a snapshot of provisions that could affect
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EDI in the country is presented in Box 2.1."

Box 2.1
The Companies Act 2013

The Companies Act, 2013 (2013 Act) was been published in India’s Official
Gazette on 30 August 2013. The 2013 Act replaces the Companies Act
of 1956. It seeks to meet the needs of corporate bodies in India in the
present global environment.

Some new definitions have been added to the Act including those of
independent directors, and a one person company (OPC) with prescribed
rights and provisions. New procedures and provisions for audit and
accounting, corporate governance, inter-corporate loans/investments,
and amalgamation and demergers have also been laid down.

Some provisions of the new Act that could affect FDI into the country are:

+  Amalgamation of/demerger of Indian company from foreign company
incorporated in a notified jurisdiction and vice versa allowed subject
to approval of the Reserve Bank of India (RBI).

+  Inability to pay debts to be considered as a criterion for classifying a
company as sick.

+  Government to establish serious Fraud Investigation Office for
investigation of frauds relating to a company.

+  Merger of Indian company with a foreign company allowed.

+  The concept of corporate social responsibility (CSR) included in the
statute of the Act and implies that every company having a net worth
of Rs. 5 billion or more, or a turnover of Rs. 10 billion or more, or a
net profit of Rs. 50 million or more, during any financial year shall
be liable to ensure that in every financial year, it has to spend at least
two per cent of its average net profits during the three immediate
preceding financial years in pursuance of its CSR policy.

1.

Details of the Act are available at http://www.mca.gov.in/Ministry/pdf/CompaniesAct2013.

pdf (Last accessed on 23/10/2013).




TRENDS IN FDI INFLOWS

Some major countries investing in India include the United
States, Japan and Germany. Although Mauritius is the largest
investor in terms of value of FDI inflows, the US surpasses other
leading investors in terms of number of FDI projects.? The source-
wise investment in terms of value of FDI is presented in Table 2.1.

Examining the inflows of FDI from USA based on data from the
Department of Industrial Policy and Promotion (DIPP) (shown in
Appendix Table A.1), we note that there is a discrepancy between the
EDI data reported as inflows by DIPP, and outflows reported by the
Bureau of Economic Analysis (BEA) (shown in Appendix Table A.2).3

The classification adopted by the two agencies is also different:
the DIPP uses the National Industrial Classification (NIC)
classification, while the BEA uses the North American Industry
Classification (NAIC). We have tried to match the NIC codes with
the NAIC codes for each of the entries made by the DIPP between
2004 and 2012 to arrive at Appendix Table A.1. Some sectors in the
two tables have similar entries. For example, the chemicals sector
records an inflow of US$ 319.36 million according to the DIPP in
2007 (Appendix Table A.1), while outflows, according to the BEA, in
the same sector for the same year are US$ 375 million.

The largest recipients of EDI in the last few years have been
the services sector followed by manufacturing. Sectors with the
largest US FDI inflows during 2004-2012 were financial services,
food and beverages (within manufacturing), and construction. This
is in conformity with the general pattern of FDI inflows in India.
Most countries exhibit this pattern except South Korea, from which
inflows to India into the manufacturing sector are greater than those
into the services sector (Ray and Kaushal, 2012).

2. Ernst & Young (2012) “Ready for the Transition”, Attractiveness Survey, India. A large part
of the FDI from Mauritius is by American firms.

3. FDI recorded by DIPP is invariably lower compared to data from RBI (Rajan et al., 2011).
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TRENDS IN FDI INFLOWS

The sectors chosen for study in this report are the finance/
banking, fast-moving consumer goods (FMCG), information
technology (IT), pharmaceuticals, consulting, automobiles and
others.*

4. ‘Others’ here represents industries such as paper, chemicals, e-commerce and education.
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Socioeconomic Impact of
US Investment in India

3.1 Impact of FDI

There are many dimensions of the impact of foreign direct
investment (FDI) on host countries since FDI has direct and
indirect effects on the host economy. The direct effects are often
measured in terms of employment generation, skill upgradation,
economic growth, etc. Indirect effects can be in the form of transfer
of technology which further raises the level of research and
development (R&D), productivity of domestic firms, etc. The effect
of FDI on growth depends on factors such as infrastructure, business
environment, and critical level of human capital, in the host country.

3.2 Methodology

The study is based upon the results of a primary survey and upon
secondary data. Secondary data was analysed to help identify sectors
where the overall impact of US FDI was high. A primary survey was
then conducted in selected sectors; 40 in-depth personal interviews
and consultation meetings with relevant stakeholders were held
in each sector. The survey was carried out in Delhi/NCR," Mumbai
(Maharashtra), Bengaluru (Karnataka) and Hyderabad (Andhra
Pradesh) during April-September 2013.2

1. NCR stands for national capital region.

2. The FDI regime in selected sectors is given in Appendix Table A.3. The survey also examined
the barriers faced by US firms in investing in India. As mentioned earlier, the selected
sectors include auto and auto components, finance/banking, fast-moving consumer goods
(FMCG), IT, health care and pharmaceuticals. A snapshot is presented in Appendix Table
B.1. The questionnaire used in the survey is reproduced in Appendix B.
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3.3 Findings from the Survey

The direct effect of FDI is felt at the level of the firm or company
since it allows for construction of new facilities or plants, acquisition
of equipment and supplies, and hiring/training of workers. This
section outlines, broadly, findings from the survey.

Inputs of the individual (surveyed) companies comprising a
particular sector have been collated to arrive at a broader sectoral
view, in some cases. Some companies’ names have been withheld
upon request. A brief summary of the impact of American FDI on
selected sectors is given in Table 3.1.2

Table 3.1
Impact of American EDI on Selected Sectors

Sector-wise Contribution

Automobile and auto components +  Manufacturing of high-end automobiles

Banking and Finance +  Vast network of online banking and promotion
of plastic money

Bio-technology +  R&D; development of hybrid seeds

Consulting «  Promotion of outsourcing activity

FMCG +  Organisation of supply chain networks

IT «  Promotion of outsourcing activity

Pharmaceuticals . Diversification of presence across segments and

access to high-efficacy drugs

All sectors +  Corporate best-practices

+  Revenue and employment generation

Source: Authors’ compilation based on socioeconomic survey.

3.3.1 Automobile and Auto Components Sector

3.3.1.1 Socioeconomic Survey

Ford India Private Limited and General Motors India Private
Limited are two US-based automobile companies with a significant

3. More details of the survey can be found in a forthcoming ICRIER working paper on the
same issue.
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presence in India. Both of them have vehicle manufacturing facilities
and engine plants in the country.

The operations of Ford India Private Limited also include Global
Business Services, which comprise a Business Services Centre,
and Ford Technology Services Centre located in Chennai (Tamil
Nadu), Coimbatore (Tamil Nadu) and Delhi. These centres support
Ford’s global operations in the areas of IT, accounting and finance,
automotive operations support, global analytics, and engineering
services.

General Motors India Private Limited has a technical centre in
Bangalore which is involved in engineering, design and R&D activities
for developing alternative, environment friendly technologies of the
future.

The presence of other American companies in the auto component
sector is also significant. These firms have manufacturing plants at
locations in Tamil Nadu, Gujarat, Maharashtra and the NCR.

Box 3.1
Delphi

Delphi India was incorporated in 1995 as a wholly owned subsidiary of
Delphi and specializes in the design and production of a wide range of
automotive products and electronics. It operates in several locations, and
has manufacturing facilities in Chennai, Gurgaon (Haryana), Dharuhera
(Haryana) and Greater Noida (Uttar Pradesh), a technical centre in
Bangalore (Karnataka) and the Delphi-TVS joint venture in Chennai.

Delphi provides original equipment quality parts and services to the
Indian aftermarket. It supplies products to major original equipment
manufacturers in India and also exports to North America. The company
provides employment to a diverse local workforce trained at facilities both
in India and abroad.

Source: Authors’ compilation.
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Some of these firms manufacture a wide array of components
while others have their own assembly units and also serve as original
equipment manufacturers (OEMs) for automobile manufacturing
companies. These companies have brought in the latest technologies
and some of them are exploring the possibility of manufacturing for
export markets.

One of the automobile companies has a technical centre in
Bangalore, which is actively involved in research, design, analysis and
development of vehicles for both the global and the Indian market.

3.3.2 The Financial/Banking Sector

The Indian financial sector comprises commercial banks, financial
services and/or non-banking financial companies (NBFCs), stock
exchanges, and insurance. The primary survey in this sector focused
on banking and related financial services.

3.3.2.1. Socioeconomic Survey

The findings suggest that American banks are usually wholly
owned subsidiaries of the parent company as has been prescribed
by the Reserve Bank of India (RBI).* Some American banks have also
set up NBFC entity/(ies) such as wealth and/or asset management

businesses and investment advisory services.

All three entities, banking, non-banking and sourcing, have
generated significant employment opportunities. The impact has
been particularly important in the area of sourcing operations. Table
3.2 is a snapshot of some of the firms surveyed.

4. The questionnaire used for this survey is reproduced in Appendix B.
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3.3.3 FMCG Sector

The FMCG forms the fourth largest sector in the Indian economy
and it is expected to grow to US$ 74 billion by the year 2018. Up to
100 per cent foreign equity is allowed in single retail brands® and up
to 51 per cent of foreign equity is allowed in multi-brand retail. The
market is highly fragmented and almost 50 per cent of the share is
taken up by unbranded, unpackaged home-made products.

The survey focused on six categories of FMCG products: skin
care, hair care, detergent powder, cold drinks, toothpaste and
packaged food. American companies also sell consumer products
directly in India. Some well-known names in the FMCG sector are
Procter & Gamble Company (foods, cleaning agents and personal care
products), PepsiCo Inc. (food and beverages), Coca-Cola Company
(beverages) and Amway (direct selling of homecare and personal care
products).

3.3.3.1 Socioeconomic Survey

American companies have entered the Indian market and are
performing well in each of these segments (the questionnaire used
is given in Appendix B.2).

Existing companies in the FMCG sector in India have established
themselves in the market and are currently consolidating their
portfolios. Amway India offers over 130 products in five products
categories such as personal care, home care, nutrition and wellness,
cosmetics, etc. Amway India manufactures almost all products
within the country through third party contract manufacturers
and transfer of technology has taken place. By contrast, companies
such as Procter & Gamble and Dupont are industrial groups and sell
multiple products.

Product customisation is being offered by companies to attract
a wider range of customers. The products meet global quality

5. Approvals for investments are almost automatic.
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standards. The companies have brought in corporate best practices.
Companies have also invested in supply chain management to reach
deeper into the rural markets. They provide employment to several
thousand people.

3.3.4 IT Sector

The Indian IT sector can be divided into three major segments:
software, IT services and ITeS-BPO (IT enabled services-business
process outsourcing). These can further be divided into sub-
segments. The software segment can be divided into software
products and engineering and R&D services. The IT services segment
can be divided into project-oriented services (IT consulting, systems
integration, core architecture data model, network consulting and
integration, and software testing), core IT outsourcing services
(application management, outsourcing and web or e-commerce
services), and training and support services. The ITeS-BPO segment
includes client interaction, financing and accounting, human
resource (HR), and knowledge process outsourcing (KPO) services.

3.3.4.1 Socioeconomic Survey®

Multinational corporations (MNCs) of the US origin are present
in all segments of the IT industry. According to the National
Association of Software and Services Companies (NASSCOM)
(2010), the US was the biggest market for the Indian BPO industry,
accounting for a major share, 60.4 per cent of the total BPO exports
in 2010. Many companies such as Mphasis started with a BPO arm
and later moved on to software application development in the
infrastructure sector. The survey sample for this study covered a few
firms in all segments.

American investment has been critical to the IT industry. It has
provided a tremendous boost, bringing in capital and technology.

6. The questionnaire used in this segment is reproduced in Appendix B.
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Other significant benefits include employment generation and
improved HR skills.

Companies such as Dell have also set up an assembling and R&D
centre in India in addition to captive BPO, sales and marketing,
financial services, and analytics and software services. Similarly,
Microsoft Corporation operates through six business units in India
and has been able to contribute significantly to employment (5,800
people) and sharpen HR skills.

Box 3.2
Microsoft

Microsoft was one of the first foreign companies to set up base in India’s
IT sector in 1990;it has been a key IT partner to the Indian government,
academia and the local developer community. In 1998, it set up its second
software development center outside the U.S. (the first was in Israel), in
Hyderabad, Andhra Pradesh leading the way for other such companies in
the city. Microsoft India (R&D) Private Limited set up the Microsoft India
Development Center (MSIDC) at Hyderabad in 1998, which has expanded
to become one of Microsoft Corporation’s largest R&D centers outside its
headquarters in Redmond.

The company runs six business units in India: Microsoft Corporation
India (Private) Ltd (the marketing division); Microsoft India Development
Center; Microsoft Global Technical Support Centre; Microsoft IT;
Microsoft Services Global Delivery; and, Microsoft Research India.
Altogether these represent the complete Microsoft product lifecycle. It has
offices in nine Indian cities: Ahmedabad, Bangalore, Chennai, Hyderabad,
Kochi, Kolkata, Mumbai, New Delhi and Pune; and employs about 5,800
people in the country.

Source: Compiled from various sources by authors.

US investment is, however, inclined more towards the
Indian software segment as compared to hardware, in terms of
manufacturing and R&D units. Likewise, exports from the software
and services segments are higher.
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OSI Systems was set up in India around the year 2001 and has
a R&D centre. ECIL-RAPISCAN has supplied X-ray baggage/cargo
inspection systems (XBIS) to Indian customers such as the customs,
airports authority, Parliament House, defence, air lines and state
police.

Automatic Data Processing (ADP) India provides IT and ITeS to
ADP’s business divisions worldwide, specifically to HR services and

dealership services. IT services are provided in Europe, India and
Asia Pacific.

According to NASSCOM (2010), India’s contribution to new
patents in the world is less than one per cent. The Indian IT
industry needs to develop innovative solutions in climate change,
mobile software applications, clinical research, automotive platform
development, cloud-computing technology-enabled health care
delivery and economical medical device designs.

3.3.5. The Pharmaceutical Sector

The Indian pharmaceutical industry is third largest in the world
in terms of volume. Since the introduction of product patents, there
has been considerable inflow of foreign investment in this sector,
specifically investment by US companies. Some of the American
pharmaceutical giants present in India include Pfizer Inc., Merck
Inc., Mylan Inc. and Abbott Laboratories.”

3.3.5.1. Socioeconomic Survey

Many US pharmaceutical companies have entered the Indian
market and partnered with Indian companies in almost all segments
of this industry. They have entered into alliances with local generic
pharmaceutical companies to jointly manufacture and market drugs.

7. In 2013, India decided that FDI proposals for M&As in the pharmaceutical sector would
have to pass through the government approval route, and would no longer pass through
the ‘automatic’ route. This decision was made to ensure a balance between public health
concerns and attracting FDI in the sector.
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For instance, Pfizer has entered into an alliance with Aurobindo
Pharma to market drugs in offshore markets.

Novavax Inc., a clinical-stage pharmaceutical company, has
a joint venture with the Indian company, Cadila Pharmaceuticals,
for development and manufacturing of vaccines and other bio-
pharmaceutical products in India.

In the year 2009, U.S.-based Mylan signed a deal with India’s
Biocon to develop, manufacture, supply and commercialise many
high-value generic biologic compounds for global markets.

US companies are also active in the over-the-counter (OTC) drug
market. For instance, Pfizer launched Listerine, Benadryl, Caladryl
and Benylin in India which were later sold to Johnson and Johnson
Limited. India serves as the manufacturing location for OTC products
for exports to other markets.

OTC manufacturer Perrigo started its operations in India in the
year 2003, initially focusing on supporting global sourcing of active
pharmaceutical ingredients. Gradually, they entered into the areas of
formulation and analytical R&D, quality assurance, external auditing
and sourcing.

Other segments where U.S. companies are present include
research and conducting clinical trials. U.S. pharma research
organisations such as Quintiles, Omnicare Inc. and Pharma-Olam
International have operations in India. U.S. companies have also
made forays into the niche segment of stem cell research. For
instance, StemCyte India Therapeutics Private Limited (SCITPL)
is a joint venture between StemCyte Inc. (USA), Apollo Hospital
Enterprises Limited and Cadila Pharmaceuticals Limited. Pfizer
and Eli Lilly and Company are among the MNCs which have been
conducting clinical tests in India for some time.

3.3.6 Consulting

Consulting services sector in India can be broadly categorised
into management consultancy and engineering consultancy. Over
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the last few years, India’s consultancy sector has grown rapidly
owing to factors such as liberalisation of the FDI regime and cost
arbitrage. The focal point of this survey was American companies in
India’s management consultancy market which comprises mainly of
companies involved in accountancy and other professional services
such as audit, assurance, tax and advisory. The IT/engineering
consulting firms have not been included in this section.

3.3.6.1 Socioeconomic Survey

Consulting firms which are established brands such as Price
Waterhouse Coopers (PWC), KPMG, Ernst & Young (E&Y) and
Deloitte operate under specific industry and services verticals.

These firms have generated significant employment
opportunities. PWC, KPMG, E&Y and Deloitte together account
for approximately 37,000 employees across India. Some of the
best practices of Deloitte include streamlining career and HR
management, knowledge transmission (from the parent company)
in the form of in-person connects, leadership programmes, etc.
The export unit of Deloitte accounts for almost 10 per cent of the
revenue of the global business.

Since research and communication skills are important concerns
for most of these companies, they also take initiatives such as skill
upgradation and training programmes. In Corporate Executive
Board, a career committee is appointed which ensures downward
and upward review calibration so as to eliminate any element of bias
in the process of appraisal.

3.3.7 Prominent Players Impacting India’s Growth Story

Apart from firms in the selected sectors, a few other American
companies were also surveyed. The criteria for their inclusion were
the size of investment (present and prospective), as well as their
economic importance. Of these, there were some which had yet to
establish or had a negligible presence in India.
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3.3.7.1 Companies with a Presence in India

General Electric (GE), a firm that operates in several segments
such as energy, health care, aviation and transportation, was also
surveyed. This firm manages its health care manufacturing and
renewable energy segment via joint ventures with Indian entities.

It employs 15,000 people in the country of which about 4,000-
5,000 are in its R&D center. This centre caters to global needs and is
involved in developing cutting edge products. About 10-15 per cent
of manufactured products are exported from India.

International Paper is a US manufacturer of paper and packaging
products and entered the Indian market in 2011; it is a 100 per cent
subsidiary of the US parent. Some benefits of the investment have
been in the form of significant technology spillover from the US
parent in terms of improving the strength and quality of paper. The
company is also looking ahead to setting up a greenfield project for
‘kraft’ paper.

Huber is, a US company, in the business of chemicals and
additives in India. It started its operations as a joint venture in 1991
and became a 100 per cent owned company in the year 1994, when
it set up a manufacturing facility in Gujarat. The company supplies
to the oral care, paints and coatings, beverage (fruit juices and jams),
and paper industries. Companies such as Colgate Palmolive India
Limited, Unilever and GlaxoSmithKline Pharmaceuticals Limited
(GSK) are their customers. About 55 per cent of its manufactured
products are exported to the South East, Middle East, Egypt,
Thailand, Vietnam and Turkey.

3.3.7.2 Companies with Negligible Presence/Prospective Plans

PayPal Inc. is a US e-commerce business-based service
allowing payments and money transfers without sharing financial
information.
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They have established an offshore office in India, which employs
around 100 people. This office and its operations are essentially
aimed at providing customer support in order to maintain their
existing products.

Millennial Media Inc. is a leading American independent mobile
advertising and data platform powering the app economy. They have
a presence in India but this remains negligible due to lack of a well-
developed market in the absence of a large base of smart phone
users.

William Scotsman Inc. is a US company that makes, leases, sells
and manages mobile offices and is considering the Indian market
as they see a large demand for their products, especially in the
construction sector.

The company is currently in the phase of analysing the logistics
of providing modular spaces in India. In addition, they also aim to
start a pilot project in the suburbs of Mumbai that will allow them to
study the feasibility of entering the Indian market.

Counterpoint Consultants (India) LLP is a provider of enterprise
software solutions. It provides advisory services such as vendor
selection and management and programme remediation for
offshoring programmes.

The company has made no significant investments in India but
hires a local workforce to work at their head office in Virginia (USA).
The reason is the absence of a large market in India for their cloud-
and mobile-based business automation solutions.

3.3.8 Consumer Survey

Apart from this, a socioeconomic survey was also carried out at
the local level to assess the perception of the general public on the
impact of American companies in India. This survey was conducted
for four sectors, the FMCG, IT, pharmaceutical and banking. These
sectors were chosen primarily because spillovers (of the impact of
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investment) to the local/consumer level are relatively high in their
case.® Table 3.3 highlights some of the findings.

Table 3.3

Findings from the Consumer Survey

Sector Findings

IT +  Wide use of web browsers and office suites

+  Quality assured with warranty (even though price is higher)

Banking/finance +  Huge impact on employment but do not have a large customer base

EMCG +  Better quality though expensive

+  Cosmetics and detergents more popular than other products

Pharmaceuticals +  Significant impact though drug prices are higher

Source: Authors’ compilation based on consumer survey.

3.4 Summing up

The contributions and the impact of American FDI in India are
shown in Table 3.4.

Table 3.4

Main Areas of Operation of American Firms

Sector Area of Operation

IT +  Mainly outsourcing operations

+  Software development and management

Banking/finance +  Outsourcing operations—advisory services, asset management
solutions

+  Data and risk management
+  Client reporting

+  Credit research

Consultancy +  Solution designing

+  Project management

Pharmaceuticals +  Manufacturing of branded generics

«  Health care equipment

Source: Authors’ compilation based on socioeconomic survey.

8. The questionnaires drafted for the chosen sectors are reproduced as Appendix C.
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As apparent from Appendix Table B.1, the employment provided
by American firms in India is considerable. American firms have set
up manufacturing facilities as well as R&D centres in the country
and are engaged in state-of-the-art technology development. Exports
from these firms are also considerable. Table 3.5 summarises some
of the problems faced by the firms in each of the sectors surveyed.

Table 3.5
Key Problems Faced
Sector Problems
IT +  Taxation and regulatory delays

+  Arbitrariness in procedures

+  Unclear regulations (w.r.t. setting up businesses,
transfer pricing)

Banking/finance +  Regulatory concerns

Pharmaceuticals +  Weak intellectual property rights (IPR) regime

+  Unclear regulations on clinical trials

Automobile and auto components + Infrastructure-related concerns

Source: Authors’ compilation based on socioeconomic survey.

One of the objectives of surveying consulting firms was to gather
details of their vertical on tax/transfer pricing. The issue of transfer
pricing has been a major stumbling block for most foreign companies
that have already set up their subsidiaries in India and has also
hindered potential investment by other companies.

Table 3.6 presents some of the key areas of corporate social
responsibility (CSR) activities of the American firms in India.
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Table 3.6
Key Areas of CSR Activities
Sector Areas

Chemical manufacturing

Mainly embedded in working practices
+  Employment of locals
+  Strict about following environmental norms

+  Train workmen on safety standards

FMCG

Embedded in working practices

Consultancy firms

+  Employees teaching at local schools

Finance

«  Community service
+ Individual-driven donations/ local charities

+  Partnership with other non-government organisations

(NGOs)

+ Investment in welfare promoting funds

Source: Authors’ compilation based on socioeconomic survey.
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Conclusion






Conclusion

he contribution of American investment is enormous. While

the study has not attempted to quantify such contributions,

it highlights some of the most significant ones as well as
underlines the channels through which these contributions are
transmitted. As mentioned in the introduction to the study, the
overall contribution of investment has to be seen in terms of direct
impacts such as creation of jobs as well as indirect impacts such as
the spillover effects of the R&D on growth. While some examples
of the direct impacts of American FDI have been mentioned in the
study, the indirect effects through generation of technology also need
to be understood. Most American R&D centres in India are engaged
in cutting edge research, employ Indian scientists and engineers, and
also transfer technology generated in these labs elsewhere. The best
practices brought in by many of the American firms also must be
recognised. Notwithstanding the problems faced by American MNCs
in India, most have indicated that they are here for the long term
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11.

IMPACT OF AMERICAN INVESTMENT IN INDIA RAY - MIGLANI - MALIK

Table B.2
Questionnaire for Socioeconomic Survey
What has been the history and nature of your company’s investments (FDI) in
India? Which segments and locations has your company made investments in?
What have been the determinants of your company’s FDI in India?

How would you assess the Indian market vis-a-vis other markets where you
have significant presence?

What has been the employment generated by your company in India? What
would be the proportion of white to blue collar jobs generated? What is the
proportion of women employed at these levels? What has been the nature of
skill upgradation undertaken?

What has been the nature of technology transfer to India through your parent
company? Do you have a R&D centre in India, if yes, has any technology
developed from the centre been transferred elsewhere? Has your company
transferred technology to any firm based in India? Please give examples.

What have been some of the ‘best practices’ introduced by your company?
Have any of these practices been emulated by other Indian firms?

What percentage and nature of products/services generated in India by your
company are exported? To which countries?

What is your perception of the socio-economic contribution of U.S. FDI to
India and your company in particular?

How do you rate the support of the governments of your home country and
that of the Government of India with regard to your investments in India?

What are the future investment plans of your company in India?

What are the major problems that your company has faced in the process
of making FDI inflows and operations in India? These could pertain to the
following aspects:

+  Approvals from government authorities
+  Visaissues

+  Labour laws

+  Repatriation of profits

+  Other operational problems

12. Are there any reform requirements that you would like to suggest to improve

13.

FDI attractiveness/inflows in India?

What are some examples of CSR practices followed by your company?
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Appendix C

Questionnaires for Consumer Survey

Table C.1
Banking Sector

1. Name of respondent

2. Age profile

3. Level of education - years of formal schooling

4. Source of income a. Self b. employee - Indian, Multinational
5. How long have you been using banking services?

6. Which banks(s) do you use? please mention names

(a) Indian

(b) Foreign

7. Why have you decided to use the bank(s) you are using?

Details Indian Banks Foreign Banks
Convenient location Public Private
Safety of funds

Bank reputation

Efficient service

Low service charge

Which category of the banks mentioned above do you prefer? Please explain
8. Which of these banks offer lower interest rates to you?

9. Any dissatisfaction with the banking services that you are using

Dissatisfaction Indian Banks Foreign Banks

Public Private

10. What is your assessment of the impact of US banks in India, for example, in
terms of employment and financial inclusion?
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Table C.2
EMCG Products

Monthly income of your family:
Up to Rs. 20,000

Rs. 20,000-40,000

Greater than Rs. 40,000

Are you aware of these brands available in the market? If yes, put a tick mark.
Also rank your preferences from 1-highest to 4-lowest

Skin care:

a) Pond’s

b) Garnier

¢) Fair & Lovely
d) Amway

e) Tupperware
Hair care:

a) Head & Shoulders
b) Garnier

c) Pantene

d) Sunsilk

e) Clinic Plus
Detergent powder:
a) Surf

b) Tide

c) Ariel

d) Nirma

e) 555

Cold drinks:

a) Pepsi

b) Coca-Cola

c) Fanta

d) Mirinda

e) Limca
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Tooth paste:
a) Pepsodent
b) Colgate

c) Close-up
d) Promise
e) Neem
Packaged Food:
a) Kellogg’s
b) Mohan

c) Heinz

d) Kissan

e) Kraft

3. Which of the products are the most used and for how long have you been using
these brands?

Skin care:

a) Pond’s

b) Garnier

c) Fair & Lovely

d) Amway

e) Tupperware
Hair care:

a) Head & Shoulders
b) Garnier

c) Pantene

d) Sunsilk

e) Clinic Plus
Detergent powder:
a) Surf

b) Tide

c) Ariel

d) Nirma

e) 555
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Cold drinks:
a) Pepsi

b) Coca-Cola
c) Fanta

d) Mirinda
e) Limca
Tooth paste:
a) Pepsodent
b) Colgate

c) Close-up
d) Promise
e) Neem
Packaged Food:
a) Kellogg’s
b) Mohan

c) Heinz

d) Kissan

e) Kraft

Are you satisfied with the quality of the above products?

RAY - MIGLANI - MALIK

How do you compare these products from US companies with similar ones
from Indian companies in terms of quality, pricing, marketing, etc.

Would you switch over to other brands in case there are better deals in the

market in terms of your preferences?

Do you think that the Government’s decision to raise the limit of foreign direct
investment (FDI) in multi-brand retail trading to 74 per cent from the present
51 per cent limit will impact consumption in any way? How?

What is your assessment of the impact of American FMCG products in India?
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Table C.3
IT Sector

Questionnaire for Socioeconomic Survey of the IT Sector
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10.

11.

12.
13.

Name of respondent

Age profile

Level of education - years of formal schooling

Gender

Source of income a. Self b. employee - Indian, Multinational

No. of members in household of which no. of dependents

Do you use any software products like Adobe, FireFox, Internet explorer for
your business or at home?

If the answer to the question above is yes, what products?

Have you bought these products from a licensed distributor or from the grey
market?

What explains your reasons for the choice in the question above? Do you see
any difference in the pricing pattern of licensed versus the grey market?

Do you feel that patenting of these software products has affected your
decision to use the product?

Approximately, what percentage of your income do you spend on software
products every year on yourself and those dependent on you (if any)?

Are you aware of any Indian software products/will you use these products?

What is your assessment of the impact of American software products in
India?
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Table C.4

Pharmaceuticals

Name of respondent

Age profile

Level of education - years of formal schooling

Gender

Source of income a. Self b. employee - Indian, Multinational
No. of members in household of which no. of dependents

Are you or anyone in your family inflicted with any life threatening disease or
other disease such as cardio-vascular disorder or diabetes?

If the answer to the question above is yes, are you on a prescribed drug for
curing the disease?

Do you consume drugs supplied by MNCs (e.g. Corex/Lipitor/Januvia) or those
produced by Indian pharmaceutical companies?

Do you see any difference in the pricing pattern of MNCs and the Indian
pharmas?

Do you feel that patenting of some drugs produced by the MNCs has affected
you or someone in your family?

Approximately, what percentage of your income do you spend on healthcare
every year on yourself and those dependent on you (if any)?

Do you think that price controls or abolition of patent protection act in the
pharma industry augur well for your expenditure pattern on healthcare?

What is your assessment of the impact of MNC drugs (particularly American
drugs) in India?
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