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Inaugural Session






Welcome Address

by
Banjerd Khatikarn,

President,

Co-operative League of Thailand.

His Excellency the Minister, distinguished guests, ladies and
gentlemen,

It gives me great pleasure to say a few words to you on
behalf of the Co-operative League of Thailand. As we are well
aware, the Co-operative League of Thailand has the honour
to host, in collaboration with the International Co-operative
Alliance, Regional office, the Fifth Open Asian Conference on
Co-operative Management. On my behalf | would like to extend
a very warm and hearty welcome to you all. Special thanks
and gratitude are due to His Excellency the Minister of Agri-
culture and Co-operatives for gracing the occasion with his
presence. As we are well aware, the objectives of this conference
are to discuss the impact of the multinationals on the co-ope-
rative movement, especially in this Region, and better planning
and better living in co-operatives so as to pave the way for the
prosperity and satisfaction of the members. At present the co-
operative movement is growing and has been recognised as an
important instrument of planned development. It covers various
sections of people and is perhaps the most imporant institution
in rural areas. The co-operatives have their roots in the commu-
nities they serve. To accelerate economic and social develop-
ment in rural areas, there is need for population education that
is integrated into the activities of village institutions. Thus if
the co-operative movement is motivated towards involvement
in the country’s development plan, it can have considerable
impact. In Thailand, the co-operative is placed among other
top priorities in the Fourth National Development Plan and
is also the key issue of the present government’s policy. To em-



phasise this intention, His Majesty the King, during recent
years, has donated more than 60,000 rai or approximately
24,000 acres ofjand to allocate,to tenants and landless farmers
so as to strengthen their security on farming business and raise
their standard of living.

In my opinion, this conference will provide the incentives for
co-operative development and thus contribute to the improve-
ment of standard of living of the population. In principle, the
results of co-operative development should benefit all the socie-
ties. If the co-operative development programmes are effectively
and productively put into practice, the entire economy will
certainly benefit in the long run.

I do hope that all participants in this conference will co-
operate in tackling the major problems of co-operative deve-
lopment.

All the people of Thailand, the Co-operative League of Thai-
land and myself are very pleased to welcome this conference.
We sincerely hope that the recommendations of the conference
will provide valuable guidelines for successful co-operative
development programmes that emphasise the role of labour
employment promotion, equality of income distribution and
improvement of the standard of living of population. | hope
that you will find all arrangements and facilities not only con-
venient to make your participation and stay fruitful but also
pleasant and comfortable.

Thank you.



Opening Address

by
Prida Karnasut,

Minister of Agriculture and Co-operatives,
Government of Thailand

Distinguished delegates, honoured guests, ladies and gentlemen,

It is indeed a great pleasure for me to preside at the inaugural
session of the Fifth Open Asian Conference on Co-operative
Management, | wish to take this very first opportunity to wel-
come the distinguished delegates and participants to the con-
ference. It is most encouraging to see so many of you involved
in co-operative work from different countries in Asia assembling
here with the main purpose of exchanging and sharing your
knowledge and experience in co-operative management. Indeed,
the organisers of the conference could not have chosen a more
appropriate topic, for inspite of all the raw materials available
in the area, a more suitable mechanism to better operate our
co-operatives is still lacking. And as it is a policy of the present
Government to mobilise all efforts and bring about greater
efficiency in co-operative works, your presence here is most
welcome as well as your search for the solution to the problems.
In this respect, | should like to urge all of you and, in particular,
our local participants to fully take part in this meeting and to
benefit as much as possible from it. The results of your deli-
beration will strengthen the very grass-roots of our social struc-
ture, and thus render our countries' better and healthier places
to live in.

I would like to thank the Co-operative League of Thailand
and the International Co-operative Alliance Regional Office
for South-East Asia for organising this conference. | wish
you all every success in your noble cause and a happy stay in
this country.

Ladies and gentlemen, distinguished delegates and honoured
guests, | have the honour to declare the Fifth Open Asian Con-
ference on Co-operative Management open.
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Impact of Multinationals
on Co-operatives






Ferdinand A.K. Guf

Implications for Co-operatives
and Consumers

Introduction

A multinational corporation (mnc) can be defined as a “cluster
of corporations of diverse nationality joined together by ties of
common ownership and responsiveness to'a common manage-
ment strategy”.l Taking Jhe 500 largest corporations in the
world, 306 are American and 74 are from the European Eco-
nomic Community,countries. About 250 of Fortune’s 500 largest
corporations have overseas investments totalling US$50 bil-
lion.2 In terms of annual product a number of mncs have
evolved into economic powers that are more formidable than
some nations. (See Table 1). The economic dimensions of some
of these mncs are indeed staggering and from Table 1 it can be
seen that there are about nineteen mncs that have a larger
annual product than Malaysia. General Motors which is the
largest MNC in the list has an annual product six times the
Gross National Product (GNP) of Malaysia; three and a half
times the gnp of Thailand and more than twice the ‘GNP
of the Philippines and Indonesia. Apart from that (see Table
1) mncs constitute about 44% of the total top 100-countries
and corporations. It is small wonder, therefore, that mncs
have become thp focus of so much attention among both eco-
nomists and governments.

________________ 9

#Faculty of Economics ajjd Administration, University of Malaya, Kuala
Lumpur

“laymond Vernon, Economic Sovereignty at Bay, Foreign Affairs, 47,
1968, 114.

'See Raymond Vemqn, Multinational Enterprise and National Soverei-
gnty, Harvard Law Review, 45, March-April 1967, 156.
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Table 1
Ranking of Countries and Corporations According to Size of Annual
Product* for 1970 (in $ billion)

Rank Economic Entity - $
United States 974-10
U.S.S.R. 504-70
Japan 197 -18
Germany, West 186-35
France 147 -53
United Kingdom 121-02
Italy 93-19
China, Mainland 82-50
Canada + 80 -38
India 52-92
Poland 42-32
Germany, East 37-61
Australia 36-10
Brazil 34-60
Mexico 33-18
Sweden 32-58
Spain 32-26
Netherlands 31-25
Czechoslovakia 28-84
Rumania 28 01
Belgium 25 -70
Argentina 25-42
GENERAL MOTORS 24-30
Switzerland 20-48
Pakistan 17-50
South Africa 16-69
STANDARD OIL (N.J.) 16 -55
Denmark 15-57
FORD MOTOR 14-98
Austria 14-31
Yugoslavia 14-02
Indonesia 12-60
Bulgaria 11-82
Norway w 11-39
Hungary 11-33
ROYAL DUTCH/SHELL
GROUP 10 -80
Philippines 10-23
Finland 10-20
Iran 10-18
Venezuela 9-58

40

Rank Economic Entity

41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66

67
68
69

70
71
72
73

74
75
76

77

Greece

Turkey

GENERAL ELECTRIC
Korea, South

IBM

Chile

MOBIL OIL
CHRYSLER
UNILEVER

Colombia

UAR

Thailand

INT'L TEL & TEL
TEXACO

Portugal

New Zealand

Peru

WESTERN ELECTRIC
Nigeria

Taiwan

GULF OIL

U.S. STEEL

Cuba

Israel
VOLKSWAGENWERK
WESTINGHOUSE ELE-
CTRIC

9-54
9-04
8-73
8-21
7-50
7-39
7-26
7 00
6-88
6-61
6-58
6,-51
6-36
6-35
6-22
6-08
5-92
5-86
5-80
5-46
5-40
4-81
4-80
4-39
4-31

4-31

STANDARD OIL (Calif) 4 -19

Algeria

PHILIPS" GLOEILAM-
PENFABRTEKEN
Ireland

BRITISH PETROLEUM
Malaysia
LING-TEMCO-
VOUGHT
STANDARD OIL and.)
BOEING

DUPONT (E.l.)de
NEMOURS

Hong Kong

4-18

4-16
4-10
4 -06
3-84

3-77
3-73
3-68

3-62
3-62



Rank Economic Entity 1 Rank Economic Entity $

78 SHELL OIL 3-59 89 Vietnam, South 3-20

79 IMPERIAL CHEM. 90 Libya 3-14
INDUSTRIES 3-51 91 Saudi Arabia 3-14

80 BRITISH STEEL 3-50 92 SWIFT 3-08

81 Korea, North 3-50 93 FARBWERKE

82 GEN.TEL. & ELECTRO- HOECHST 3-03
NICS 3-44 94 UNION CARBIDE 3-03

83 NIPPON STEEL 3-40 95 DAIMLER-BENZ 3-02

84 Morocco 3-34 96 PROCTOR & GAMBLE 2-98

85 HITACHI 3-33 97 AUGUST THYSSEN-

86 RADIO CORP. OF HUTTE 2-96
AMERICA 3-30 98 BETHLEHEM STEEL  2-94

87 GOODYEAR TIRE & 99 BASF 2-87
RUBBER 3-20 100 MONTECATINI

88 SIEMENS / 3-20 EDISON 2-84

Source: Lester R. Brown, World Without Borders, Table 1, pp. 214-15.
*The indicators used are gross national product far countriesand gross
annual sales for corporations. Though not strictly comparable (a value-
added figure would have been more appropriate for industry), they are
sufficiently close for illustrative purposes. Data for the centrally planned
economies (excluding mainland China) and for the General Motors Cor-
poration are for 1969.

Two major consequences can be identified as a result of the
operations of mncs in Malaysia, The first concerns political
impact and the other non-economic considerations Such as the
threat to local autonomy, control and sovereignty. The other
consideration or impact are the economic consequences. Here
we could argue that mncs have been innovative and catalytic
in the setting up of new industries, transmitting management
and technical knowhow and thus, it is argued, they are contri-
buting to the economic growth of the host country. Taking both
these consequences into account it is difficult if not impossible
to compare the political costs with the economic benefits. This
is because political costs such as the loss of autonomy, sove-
reignty and control are not qualifiable.

Melville H. Wathins for example is quoted as saying:
“ ———policy should be directed toward increasing the benefits
from foreign investment and decreasing the costs. It is im-
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possible to measure benefits in a precise way. There is always
the problem that benefits are mostly economic while costs
are political. How do you compare apples and oranges?”3

The task of evaluating the impact of mncs is, therefore,
rendered more difficult. The problem is further aggravated by
the lack of data and the writers’ inability to conduct some empiri-
cal work because of the time constraint. Perforce the writer
has to rely heavily on information and other unpublished findings
of other writers in the area. What is, therefore, proposed in this
paper, bearing in mind these constraints, is a general discussion
on some of the reasons for foreign investment and some observ-
ed economic and financial implications of mnc operations in
general and their impact on co-operatives ajid consumers in the
asean region. This involves an appraisal of the impact on
the economy in general and the financial implications in terms
of investments, transfer pricing, capital flows etc. An attempt
is also made to discuss some of the observed consequences for
local consumers and co-operatives and possible strategies for
co-operatives.

Reasons for Foreign Investments

It has been cogently argued that the prime motivating force
for the transnational operations of mncs is the search for “rea-
sonable” profits; although what level of profits could be deemed
to be reasonable would vary widely. In politically unstable host
countries or where the industry is a high-risk area such as oil
exploration and extraction the quantum of reasonable returns
may be higher than for politically stable countries or low-risk
industries such as, for example, the consumer durable goods
industry. In order to obtain this, the mnc locates its production
and marketing operations in any-country that is willing to
accept it and where resources can be effectively exploited at a
cost that ensures the return of reasonable profits. The need to
locate mnc operations across national boundaries largely arises
because of a range of economic and social factors in the home

sMeMlle H. Wathins, Impact of Foreign Investments; The Canadian-
U.S. Case, Columbia Journal of World Business, March-Aprii 1969, 25.
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country. For example, inflation and rising wages has made the
low cost of labour in the asean countries attractive. Apart from
that the relative scarcity of factors of production such as labour
in the home country and the limited markets available have
prompted firms in developed countries to look elsewhere. This
could happen, for example, where the local markets in the deve-
loped countries (e.g. the USA) is saturated thus requiring new
outlets for their commodities.

It will be useful to quote a recent survey4 where it was found
that the following were reasons for mncs to invest abroad:

(i) to make higher profits abroad;

(ii) to capture foreign markets;

(iii) to exploit raw materials found abroad; and
(iv) to take advantage of low costs of production.

It was also found that to achieve anyone of these objectives
there must be a conducive investment climate. Buu Hoan5 in a
study lists the following factors in order of significance as consti-
tuting conducive climate for investments. (See Table 2):

(i) political and economic stability;

(ii) stable and disciplined labour force;

(iii) access to local finance;

(iv) ready availability of foreign exchange;

(v) stable currency value;

(vi) existence of joint venture partners;

(vii) government incentives especially taxation; and
(viii) duty free imports.

An examination of Table 2 shows that on an average 52%
of the sample mncs have been motivated because of local markets.
In other words, the ability of mncs to sell commodities to local
consumers have partly motivated mncs to operate in the asean
region countries.

‘Lim Mah Hui, Some Effects of Foreign Investments on Malaysia, Persa-
tuan Ekonomi Malaysia, unpublished.

sBuu Hoan, Asia Needs a New Approach to the Multinationals, Asian
Finance, Vol. 1, No. 1, My 1975, p. 39.
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Apart from that mncs have also come about as an attempt
to circumvent the foreign barriers to their exports. This has
arisen largely because of nationalistic sentiments in develop-
ing countries to strengthen and build their own industrial capabi-
lities. The imposition of tariff and non-tariff barriers against
imports has induced foreign investment in domestic industries.

From the point of view of international corporate strategy
mncs have the advantage of borrowing from low-interest rate
countries to finance working capital requirements in high-
interest countries. Surplus working capital can be transferred
to avoid paying the high interest rate'in one country-and at the
same time to take advantage of expected fluctuations in ex-
change rates.

It is interesting to note that more recently the profit motive
has, however, been questioned by several writers who argue
that mnc motives may be to reduce overall risks and uncertain-
ties. Cohen,6 for example, points out that the Tobin-Markowitz
theory implies that a low (negative) correlation between foreign
and domestic risks can make foreign investments attractive
even if the rates of return are lower and its risk is higher than
domestic investment because foreign investment will reduce
the total risk7 of the particular mnc. In other words, by diversi-
fying their investments in different countries the mnc is able to
reduce total risk. This technique is widely used in portfolio
investments where overall portfolio risk can be reduced by com-
bining investments that are negatively correlated.

It, therefore, seems that there are many cogent reasons for
mncs’ operations and they will continue to expand and develop
as long as nations permit them.

Impact of the MNCs

Based on available evidence it is difficult to deny the fact

‘Benjamin I. Cohen, Multinational Firms and Asian Exports, Yale Uni-
versity Press, 1975.

7f Y is the variable such as sales or profits and p is the proportionof Y
in country M and. 1-p in country N. Let r be the correlation between Y in
country M and Y in country N. If the variance of Y in country M is 0%,
and in country N is Oas. The total variance of Y is 0l1+t2 then;

°i+js = psO™ 4- 2p.(Il —p)r o, + (1 — p)l0&
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that foreign investments must have had a significant role in
economic growth for countries in the asean region.

In Malaysia the Mid-Term Review of the Second Malaysia
Plan, 1971-1975, indicates that for 1970 in the corporate sector
for agriculture foreigners own 70.8% and for industry 57.2%.
Direct foreign investments account for about 12 % of total Malay-
sian investments, the main sources of these investments being
the United States, the United Kingdom, Singapore, Japan and
Hong Kong. Through the mechanism of pioneer status foreign
firms are given tax holidays of five years or more and tariff pro-
tection. Import duties and taxes on certain approved items
have been waived, allowances for expenditure on capital equip-
ment have been extended, labour utilisation reliefs have been
provided and investment tax credits are granted to approved
companies not enjoying pioneer status.

Similarly, in Indonesia, the government has encouraged
foreign investments by establishing an agency for Investment
Co-ordination and by signing investment guarantee agreements
with the home countries of the mnc. Basic foreign investment
incentive was increased by the 1970 Foreign Capital Invest-
ment Law. Corporate taxes were lowered and tax holidays libe-
ralised. Other incentives include liberal capital depreciation
allowances and tax concessions on capital expenditures. The
two most important sources of foreign investments in Indonesia
are the United States and Japan.

In Thailand the tax holidays for foreign investments have
been increased from five to eight years with a further exemp-
tion from 50% of the tax liability for a further five years. Im-
port duties on equipment and machinery for certain industries
particularly those exporting industries are waived. This is pro-
bably due to the government’s emphasis on export promotion
schemes. Tariffs on components and machinery are low. The
main source of foreign investments in Thailand is Japan which
accounts for about 43% of the total investments, while Taiwan
accounts for 18% and the United States 10%. Most of these
investments seem to concentrate on the light industrial sectors
utilising capital intensive techniques.

Singapore’s attitude towards foreign investment appears to
be more positive than that of her asean counterparts. The crea-
tion of the Economic Development Board which provides in-
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vestment feasibility studies and technical consulting services
has given an added impetus to foreign investments. Apart from
that Table 2 shows that 44 % of total investments in Singapore
is due to the low cost base oriented motivation. There are mini-
mal exchange controls and low taxes coupled with ease of profit
remittances and capital repatriation. There are also similar
depreciation allowances and tax holidays. Import barriers are
waived for pioneer industries. In particular, however, the gov-
ernment has offered incentives to skill-intensive, export-orient-
ed industries with high technological content. Apart from that
Singapore has enjoyed a stable economic and political environ-
ment with a well-developed capital market. The main sources
of foreign investments are Japan and the United States.

In the Philippines the incentive schemes are geared towards
labour-intensive and export-oriented industries. Taxes are-mode-
rate and there are liberal regulations on profit remittances and
capital repatriation. Under the Investment Incentives Act 1968
tax credits for locally purchased equipment and accelerated
depreciation of fixed assets are included. Tariff barriers are high
and non-tariff import restrictions are very stringent in order to
protect local industry. The main sources of foreign investment
comes from Taiwan and the United States.

Having briefly examined the situation of the asean countries
one point emerges, viz. there is a deliberate attempt to encour-
age foreign investments. Apart from that foreign investments
constitute an important source of total investments. As such it
would be difficult to deny the fact that foreign investments must
have had a significant role in economic growth and have acce-
lerated the rate of growth in the manufacturing sector and the
gnp. This has, of course, largely arisen because the mncs have
brought in the form of one package new technology, capital,
knowhow and management. Equipped with these essential
elements the mncs have been able to effectively exploit the re-
sources and markets in these countries. Prior to this there was
widespread under-utilisation of resources particularly land and
labour.

Nonetheless there have been some qualification to this growth
phenomenon. The various incentives such as tax relief, exem-
ption on profits, accelerated depreciation allowance, duty-free
imports of locally unavailable machinery, outright financial
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subsidies, and tax holidays, to name a few, indicates that
ASEAN countries have been deprived of some of the gains
that could have accrued from growth. Moreover, providing
such incentives is itself not costless, and the costs may become
quite substantial if the countries compete among themselves
to attract foreign investment.

The other oft-repeated argument is that MNCs have reduced
unemployment. This argument has been refuted by several
writers who argue that the MNCs employ capital-intensive tech-
nology and even if they do increase employment this is short-lived
as they tend to retrench labour just as quickly. The electronics
mnc industry in Malaysia, for example, is cited as a culprit.
Moreover the creation of some employment is sometimes at
the expense of employment in traditional undertakings, so the
net employment effect may be negative. This creates another
set of problems. Apart from dislocating traditional undertakings,
the net employment effects may also be negative if ‘foot-loose’
mncs retrench workers and cease operations.

There is also increasing evidence to suggest that in some
cases the technology brought in by mncs has resulted in a rela-
tive decrease in the expansion of employment. Studies8 have
shown that in Mexico, for example, the rate of increase in total
production in the 1960s was double that of the rate of increase
of new employment. This can probably be attributed to the
mncs’ preference for increasing use of labour-saving techniques
in production. In such cases too the mnc is not providing exter-
nal economies in the form of technical training and skill forma-
tion. It can also be argued that as more of the output in pro-
duction is due to capital-technology resources the proportion
of the amount of income going to owners of these resources will
also increase. Obviously such a trend will accentuate the prob-
lem of unequal income distribution.

From a macro point of view the impact of mncs depends to
a large extent on the financial aspects of the mnc’s operation.
By this | mean the mncs policies on how they distribute their

'Rolen Miller, The Multinational Corporation and the exercise of power:
Latin America, in Abdul R. Said and Luiz R. Simmons, Editors, the New

Sovereigns, Multinational Corporations as World Powers, Prentice-Hall, New
Jersey, 1975.
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products and what they do with their proceeds. In manufactur-
ing for export and raw material extraction which is probably
the two most significant areas of mnc operations, the practice
is to sell the products abroad and the profits are repatriated
to the foreign shareholders. Studies have shown that foreign
firms tended to invest a smaller proportion of their profits in
the countries than do domestically-owned firms. Unless a larger
proportion of profits are re-invested for expansion locally the
mncs contribution to the sustained growth of the economy is
suspect.

Moreover there is increasing evidence® to indicate that con-
trary to common belief mncs do not bring into the host coun-
tries unlimited financial resources but rely to a great extent on
local host countries sources. This practice adversely affects do-
mestic undertakings that.now have to compete with established
mncs that have a far superior credit rating and financial resourc-
es back-up for finance capital. Naturally the local financial
institutions with limited capital resources and risk-minimi-
sation policies will favour lending to the mncs. This could, there-
fore, stifle the growth of domestic undertakings and further
widen the gap in the competitive advantage of the mncs over
domestic industries.

It should also be borne in mind that a number of local financial
institutions such as the First National City Bank, the Bank of
America and several other British and Japanese banks are in
fact subsidiaries or branches of private multinational banks.
These banks have shown a tendency to favour lending to mncs
and this can be attributed, as pointed out, to the better credit
rating and superior back-up resources of mncs. But, more im-
portant still, there are interlocking interests of common manage-
ment, control and technical personnel in the groups that con-
trol banks and mncs.10 The comparative strength of mncs to
obtain finance gives it the added advantage of eliminating local
competition and at the same time checking potential new com-
petition.

“Abdul A. Said and Luiz R. Simmons, Editors, The New Sovereigns,
Multinational Corporations as World Powers, Prentice-Hall, Inc., New Jer-
sey 1975.

18ee John M. Blair, Economic Concentrations: Structure Behaviour and
Public Policy; Harcourt Brace Jovanoviah, Inc., New York, 1972.
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The widely held view that mncs have a favourable impact
on a country’s foreign exchange earnings in order to build in-
frastructure and obtain capital goods, is also doubtful. A case
in point is the Penang Free Trade Zone (in Malaysia) in 1973
and 1974. The value of exports produced by the mncs in the
Zones was less than the value of imports thus resulting in nega-
tive value added and foreign exchange loss for those years. In
any case, more recent and comprehensive data would be required
to form any conclusive evidence. Apart from that asean coun-
tries have set up protective tariffs to protect local industries
from foreign competition. To encourage foreign firms to invest
within this protective wall they are allowed to purchase equip-
ment and components duty free coupled with accelerated depre-
ciation, tax exclusions and tax credits for capital expenditures.
These schemes may result in greater demand for scarce foreign
exchange as demand for imported equipment and components
replace or even exceed the earlier demand for the imported
finished goods.

It is also clear that the financial operations of mncs must
have some implications on the host countries’ balance of pay-
ments. Supporters of mncs argue that mncs have a positive im-
pact on the balance of payments. The argument being that the
mncs operations have reduced imports and increased exports.
This reasoning has to be viewed with caution because some of
the sales of mncs as exports are in fact ‘intra-company tran-
sactions’ whereby the exports are sold to other mnc subsidiaries
in other countries. In accounting terms the price of an intra-
company transaction is called the transfer price. Unless the
transfer price is not understated and reflects the true market value
of the good being exported to another member of the mnc this
practice can be detrimental to the balance of payments situation.

Transfer Pricing

The technique of transfer pricing is one of the ploys that mncs
have used to affect the distribution of income between coun-
tries, to influence the level of their tax burden and the volume
of funds repatriated. Shulmanll describes the following hypo-

ulJames Shulman, “When the Price is Wrong—By Design”, Columbia
Journal of World Business, May-June 1967.
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thetical cases which illustrates the opportunities available through
transfer pricing:

1. When the host government attempts to restrict dividend
remissions, the transfer prices, of raw materials and semi-finished
imports can be increased. As a result of this a de facto profit
repatriation results.

2.'In certain countries where income taxes are low, the goods
are shipped to them at lower prices. In this way the mnc can
take advantage of low tax on higher profits.

3. Where certain countries have high import duties goods
can be shipped to them at lower prices.

4. Where certain countries exhibit unstable political condi-
tions there may be a need to minimize the amount of cash held
in those countries. This can be done by using a low transfer
price on exports thus reducing the cash flowing into that coun-
try.

In broad terms, therefore, the transfer pricing ploy can help
serve some of the overall goals of the mnc. One wonders if tax
exemptions were of any real significance for the mnc bearing
in mind that some of the mncs could merely adjust its transfer

prices, if the host country attempted to impose taxes on its pro-
fits.

Some Consequences on Local Consumers

Data on the proportion of consumable goods that are sold
and imported by mnc is lacking and renders any meaningful
analysis in the area difficult. One can, however, talk in very
general terms and point out that this seems quite significant. A
brief survey of the Malaysian market indicates that several mnc
firms have made considerable inroads into the consumer and
durable goods market. These mncs through sheer economic
strength in terms of superior knowhow, technology and capital
have been able to command a fair share of the market. A survey
of twenty households in Petaling Jaya, Malaysia, for example,
indicated that more than 50% of the household expenditure
per year were for consumable and durable goods produced by
mncs.

One of the most pervasive techniques used by these mncs
to control, the consumer is through sophisticated marketing
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strategies which create a psychological dependence on the part
of consumers for their products. In this way they can literally
dictate the prices of their commodities. Under these circum-
stances, it would seem that these mncs control the needs and
aspirations of local consumers rather than vice versa!

The detergent market can be singled out as a case in point
on the local Malaysian scenario. The price of the product ‘Breeze’
(large product) was increased from M$1.50 in 1970 to MS2.10
in 1975. This is an increase of 40%. Lux soap (per packet) was
increased in price from 40 cents in 1970 to 65 cents in 1975.
This constituted a 62.5% increase in price. No doubt price in-
creases are necessary because of rising costs, due to inflation
but these increases seem to be rather on the high side. The net
result of such practices is that the consumer bears the brunt
of the price increase. With wage increases lagging behind the
rise in prices of commodities the consumer is hard hit. More-
over the writer suspects that a large proportion of the adver-
tising costs for these products are passed on to the consumer
in the form of higher prices.

As pointed out earlier the MNC'’s ability to keep out local
competition through the sheer size of its resources and superior
marketing strategies have deprived local consumers of cheaper
commodities of probably equal quality from domestically based
industries including co-operatives.

Role of Farmers Co-operatives

For a start let us briefly develop a taxonomy to classify dif-
ferent types of co-operatives according to their main economic
functions. Purchasing associations or group purchasing of farm
requisites is normally the first type of economic activity that
emerges in the rural areas. These associations may be
subsequently developed into joinnbuying and selling agencies
for farm members. The other type of co-operative deals with
joint marketing of farm products. The existence of strong
middlemen makes the formative years of these co-operatives
precarious. The co-operatives require a substantial volume
of initial capital and adequate institution credit facilities
to develop into viable marketing co-operatives. The third
type of co-operative involves farm credit which can facilitate
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technical innovations for traditional farm undertakings. These
credit co-operatives can help reduce the reliance of farmers
on middlemen who not only charge high rates of interest but
also compel farmers to market the produce through them. All
these three monofunctional types of co-operatives sooner or later
tend to become multipurpose co-operatives if their initial ope-
rations are successful. These multipurpose co-operatives en-
gage in a wide range of activities ranging from buying and sell-
ing to marketing, credit and even production.

This brings us to a different form of rural co-operation which
is concerned with the production process itself. Invariably co-
operatives that engage in production also undertake marketing,
credit and buying/selling operations. These production asso-
ciations can be classified into two broad categories. In the first
category, joint production decisions and common operations
are undertaken without affecting the autonomy of the individual
farm units and in the second category the association is charac-
terised by the merger of individual farms. Productive co-ope-
ration in the first category can range from informal arrange-
ments involving selected aspects such as pooling of equipment
to complex systems to joint management of key operations. Irri-
gation and machinery are normally operated jointly because
of technological requirements and operating economies. The
second category is more complex and difficult to operate because
of the reluctance on the part of the farm owner to sacrifice their
autonomy for some sort of centralised “authority”.

The protection that these co-operatives can give to its members
in the face of mnc operations seems to be minimal. Thisis because
of the mnc’s superior marketing and competitive strength. The
mncs are able to literally dictate prices and the quality of com-
modities. If co-operatives hope to protect their members it is
indeed probably in this direction that they should aim towards
namely to be more competitive. In order to be so, co-operatives
have to meet the following necessary requirements:

Production knowhow

Commitment of producer members
Larger organisational structure
Modem consumer oriented marketing
Efficiency in operations

® oo o
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f. Proper strategic planning

Each of the members of the producer co-operatives must
have both management and technical skills to compete in pro-
duction. Apart from that the production techniques devised
and used should be up-to-date and probably subject to ope-
rational research analysis. The quantity, quality and timing of
output has to be co-ordinated and scheduled in order that there
is a steady supply to meet market needs i.e. orderly marketing.
This will also avoid a glut of produce at any one time. Secondly
the producer member should deliver all his produce to the co-
operative and obtain the supply of his technical and financial
inputs through his co-operative. The co-operative will be able
to buy in bulk the suppjies and probably enjoy quantity dis-
counts. Thirdly in order to be competitive there is need for a
few large regionally based multi-product, multi-service co-
operatives. With the larger organisational structure most deci-
sions especially pertaining to finance and marketing need to be
centralised. Fourthly, co-operatives need to be involved in modern
consumer oriented marketing. This will involve the generation
and intelligent use of market information. For example, the pro-
duct classification, product life cycle, quantity, quality, packag-
ing, pricing, sales records and competition need to be known.
The prices charged should be competitive and all other things
being equal of lower prices than those charged by mncs. There
is also a case for some form of advertising, merchandising and
sales promotion. The use of research and development should
seriously be considered because of the need for new product
development and major modifications of existing products.
Fifthly, co-operatives need to perform efficiently in terms of the
management of working capital and the management of human
and other resources. Of particular interest here is the manage-
ment of finances. All too often, co-operatives lack the expertise
and knowledge of a prudent financial management policy. Pro-
per budgeting and cash flow analysis coupled with efficient
management of working capital are prerequisites for successful
co-operative operations. Proper management of debtors, credi-
tors, inventory and cash are but a few of the areas that need
careful scrutiny and surveillance.

Finally the aspect of proper planning is crucial for the survival
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and growth of the co-operatives in a dynamic business environ-
ment. In order to formulate strategic plans a very simple tech-
nique called ‘gap analysis’ can be usefully employed. This is
shown in the diagram below:

Figure 1: Gap Analysis

The first line (A) is the co-operative’s long range target.1®
Next the target forecast (C) of the co-operative is drawn based
on the assumption that there are no changes to the co-ope-
rative’s sphere of operations. In other words, the line depicts
what the co-operative expects, 'given the present size of opera-
tions, technology and market share. If co-operative targets have
been well thought out there is likely to be a gap between what
is required (A) and what is currently expected (C). The line (B)
in the middle shows the level of improved targets which might
come from making alterations to the strategies of the existing
sectors (technology, financial marketing etc.) of the co-operative.
The difference between the best that can be produced from
current operations, that is the target improvement line and the
long term target line, is the important gap for the strategic plan.
This constitutes the additional income that the co-operative
must find from various alternatives open to it; this is in fact

‘eThe target or objective maybe, for example, a stated surplus, market
share etc.
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the area of co-operative strategy which is similar to corporate
strategy.

The next phase is the formulation of strategy. Every co-ope-
rative has several alternative lines of action. For example, it
can diversify its crops, use more intensive methods of opera-
tion, sow better types of seeds, apply more fertilizer, irrigating
and the like: or it can introduce a more aggressive marketing
strategy. The co-operative has the choice of any one or combi-
nations of any one of these or other lines of action. Co-opera-
tive strategy would involve an evaluation of the various alter-
natives open to it and a selection of what appears to be the best
course or courses of action to take. In making this decision the
decision makers should have regard to the co-operative’s stren-
gths and weaknesses and long range trends that the co-operative
forecasts for the busirfess environment.

While co-operative objectives are important criteria in the
selection of the appropriate course of action due consideration
must also be given to risk and uncertainty. If the co-operative
feels that it is too dependent on two or three products it may
decide to spread its risk by going into other products although
the returns may be less, in order not to jeopardise its long term
future. The alternative courses of action that can be undertaken
by farmers co-operatives, for example, can be explained in terms
of the following matrix: (see p. 24).

a. Improving the performance of existing products in exist-
ing markets. Putting more sales effort behind the products or
changing marketing strategies (advertising, price, etc.)

(Note: The customers/market can include both members and
non-members).

b. Marketing new products in present markets. For example,
the present products may be vegetables and the co-operative
introduces poultry products that can be sold to the present
members and other existing customers.

c. Finding new markets for existing products. For example,
finding new customers or expanding geographically. This can
include expanding membership.

d. Marketing new products for new markets. In this case
the operations of the co-operative moves into something en-
tirely new such as from tobacco production to potato chips
(diversification). Both the product and market are new.
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PRODUCT PRESENT NEW
CUSTOMERS
OR MARKET
(a) Market (b) Product
PRESENT Penetration Development
(c) Market (d)
NEW development Diversification

Figure 2. Growth vector alternatives available to the Coope-
rative

W hat alternatives to select will depend partly on research and
development efforts, the resources of the co-operative and the
opportunities available. The aim, therefore, is to strengthen
the co-operative’s competitive power vis-a-vis themncs to achieve
the objective which might include, among others, low prices for
members and a longer surplus for the co-operative as a whole.
Through efficiency and sophisticated marketing techniques the
co-operatives can not only increase productivity but also redis-
tribute income in favour of the members through enlarged
patronage refunds. In short, what is suggested is that co-ope-
ratives acquire some of the features of their mnc counterparts.
These features include capital, technical and managerial re-
sources of a high calibre including a systematic approach to
long term planning. Proper and dedicated leadership in the
co-operative is obviously a prerequisite if the co-operative is
to survive and grow. Assistance should also be actively sought
from the government. There is no reason why governments
cannot consider incentives such as credit facilities, tax holidays
and import restrictions for some of the co-operative produce.

Obviously there are certain commodities produced by mncs
that cannot be produced by co-operatives. For consumable
goods in particular there is a possibility of bulk purchases at
lower prices and subsequent repacking for sale to members.
This could avoid sophisticated packaging costs, advertising costs
and distribution costs. Assistance can probably be sought from
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the various governments in the negotiating process with the
mncs concerned to purchase unpacked consumable commodi-
ties in bulk. After all, in several of the asean countries the
governments have shown interest and supported the co-opera-
tive movement.

Summary

The mnc has developed to be one of the most remarkable
phenomena of the 20th century. Its supporters see it as a natural
and desirable instrument for the transfer of technology, know-
how, management and capital to underdeveloped countries.
Its critics, on the other hand, view it as an exploitative agent
that has drained under4eveloped countries of much needed
economic growth potential. The writer’s view on mncs takes a
more balanced approach towards the whole question.

There is no doubt that the mncs are a reality and have been
able to introduce better technology and knowhow into pro-
duction thus increasing productivity. The charge that mncs
have only brought old established technology has to be proved
and there is no evidence to suggest this has been a common
phenomenon. Where the introduction of capital-technology
resources increases the disparity of income distribution, pro-
gressive taxation policies can be effectively employed to counter-
act these trends.

There is an urgent need to compel mncs to reinvest a pro-
portion of their profits locally if there is going to be a check
on the flow of resources out of the country. This is rendered
difficult because the profits stated are sometimes the function
of the transfer pricing techniques used. Some attempts should be
made to require proper disclosure of transfer prices and these
prices should reflect the true market value of the goods. Un-
less these measures are taken there is a possibility it may affect
the balance of payments position.

The powers of the mncs in terms of sheer economic strength
and superior marketing strategies have given them a near mono-
poly on certain consumer commodities and durables. The costs
of advertising are passed on to the consumer who is also the
victim of the advertising campaign. Local industries need to be
encouraged to compete more with the mncs and this can be
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achieved through incentive schemes for selected domestic indus-
tries. Tax holidays and better capital allowances surely should
not be the sole right of mncs. The scope for co-operatives to
undertake some countervailing measures is promising. This
will require that co-operatives adopt a more aggressive attitude
and improve their competitive position.

In summary, therefore, the advantages mncs offer can be
substantial but there is need to regulate and control them to
achieve national socio-economic objectives. The laws that are
passed and the policies developed by governments should be
such that while they encourage mnc operations they also gear
the investments towards the.task of achieving economic growth
and not at the expense of the consumers and farmers. Surely
there is scope for the government and the mncs to arrive at
mutually satisfactory arrangements.

Finally, it should be borne in mind that mncs did not force
themselves upon the less developed countries but are in fact
invited and encouraged through a number of incentive schemes.
Evidence suggest that the existing investment pattern of asean
countries’ industries is what the governments have legislated
for. It falls on the governments, therefore, to formulate policy
and provide economic incentives and regulatory measures that
will gear foreign investments towards achieving political, social
and economic objectives.



M.V. Namjoshi*

Impact of Multinationals on
Consumer and Farmers’
Cooperatives

General Perspective

This paper attempts present the broad essentials of the
Indian experience regarding co-operatives on the one hand, and
multinationals and other forms of private business, on the
other. This experience is naturally of importance in planning
lines of future action and in judging the fields in which co-ope-
ratives have the best chance.

Let us clear the decks before we present the facts. This we
do by defining the categories of organisations on which we
focus. We also indicate briefly their general characteristics.

A multinational enterprise may be defined as one that has
activities in more than one nation, as well as a minimum size.
It is interested in more diverse markets than a national firm
both on the inputs and outputs side. The research and deve-
lopment advantage is more likely as multinationals usually get
to know of and react correctly to ideas and innovations produced
in many parts of the world. It has the opportunity to choose
the most favourable markets for its product lines. The Singer
Company, for example, knows that its sewing machines can bring
an optimum return in a lower middle income economy with
sufficient population concentration. India, therefore, offers a
reasonably good market. Selling fabrics and related soft goods
with sewing machine stores and giving machines on hire-pur-
chase has been found more advantageous than selling misce-
llaneous consumer hard goods in some European markets.
Brand images are effectively used by multinationals whose names

*Yaikunth Mehta National Institute of Cooperative Management, Pune
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are household words in India as elsewhere. They tend to be
more aware of environmental change. They can adopt more
scientific product and pricing policies as well as financial and
labour policies.

At the same time, they have to face national controls and
also national prejudices. They may also have to face organised
international action. They have problems of devising franchise
systems and of high personnel and wage costs. The so-called
advantages of scientific management may have counter-balanc-
ing disadvantages. Further, it is also possible that other forms
of organisation may possess local roots and contacts that are
not available to the multinationals.

Multinationals are not a separate legal category in India.
Foreign business is. The category (multinationals} is a signifi-
cant sub-class because under the Foreign Exchange Regulations
Act (fera) companies that are asked to Indianise have the
option of closing their business in India. Here the reaction of
the multinationals is more vigorous than that of other types. A
company like Brooke Bonds would protect itself by investing
heavily in India and showing that it does not lose the country
foreign exchange. A company like Parke-Davis may refuse to
continue production because it knows that its knowhow and
facilities cannot be cheaply duplicated. A company like ibm
may take the same view. The consumer goods companies and
the pharmaceutical companies which have both a consumer
orientation and a high technology orientation thus present
rather difficult problems.

We must, however, anticipate our latter argument and indi-
cate even at this stage that multinationals represent not only
a problem but also a promise. The multinationals are not only
adjusting themselves to some (though not all) of the require-
ments of the host governments but are also so well aware of
technological horizons and possibilities that they are quite
capable of consolidating their position in several fields.

Alternative. Solutions
If the problems are to be avoided several alternatives have

to be considered. Putting these in general terms there is the
possibility of nationalisation of existing multinationals, either
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immediately, or, as has happened in some well-known cases in
India, after having secured some weakening of their bargaining
position through public sector development. The alternative
of involving local directors, local executive personnel, and local
shareholders in the subsidiaries of the multinationals can be
encouraged by legislation, but creates local vested interests.
Some co-operators have been thinking of other possibilities.
These include various forms of limitation on the return to capital
through appropriate modifications in Company Law to be
made applicable to foreign companies. Further, various ways
of securing autonomy for the local subsidiaries of multinationals
are being thought of by legal experts so that both local mana-
gerial autonomy as well as national interests are protected.
There is no doubt that the multinationals are undergoing and
will undergo a process' of transformation. This process may
not be as widespread as is desired, and many dangerous ele-
ments may persist. It is, therefore, necessary to note carefully
as to how local interests are affected and which local interests
gain in the process. Gains could accrue to labour, consumers
and to ancillary capitalists, or to directly involved capitalists
and executive personnel, or to government, or any combination
of these. The process of transformation may take place either
through buying over of shares or by the passing of new legis-
lation and modifications of industrial policy. The pressure of
competition from national ,public, cooperative, joint sector or
private enterprise can, of course, make an important difference.

Having defined the multinationals and indicated some of their
characteristics, we proceed to do the same for the co-operatives.
While a multinational is basically a profit-oriented organisation,
a co-operative is an organisation interested in rendering services
to its members and in limiting the power of capital. At the same
time it is a legally incorporated body which can own property
and act in the same way as an individual or a company. It also
has considerable freedom in interpreting as to what are the
interests of its members. Thus even the pure co-operative is
both an association and an enterprise (and further, as we shall
see below,.in some developing countries it also has few charac-
teristics of a public corporation). It is an association of persons,
often of limited means, who have voluntarily joined together
to achieve a common economic and through the formation of a
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democratically controlled organisation making equitable contri-
butions to the capital required and accepting a fair share of the
risks and benefits of the undertaking. The co-operatives, like
the multinationals, are in a process of transformation. This
transformation takes them in the direction of more autonomy
for the management as against the members, both in large co-
operatives and federations of co-operatives. In the developing
countries State aid and intervention in the interest of achieving
technical and social horizons is also modifying the co-operatives.
There are important possibilities of retaining the original cha-
racter of co-operatives while accepting some of the strengths
coming with the new developments. The co-operative, as a juris-
tic person, stands in between the joint stock company and the
public corporation, and is uniquely suited to certain fields of
activity. It is necessary to consider briefly the nature of the inter-
action between co-operatives and private business so that its
strengths and weaknesses are brought out.

Private Interests

A co-operative is confronted with private interests both
outside the co-operative and within the co-operative. Outside
the co-operative we have multinationals, large business, and
small business all having different types of strength, state support
and claims to social consideration. The co-operative may find
itself either competing or combining with all of these or one
or more of these. Looking at the matter internally all members
of the co-operatives are private interest in their individual capa-
city and may not loyally supply services or goods to the co-
operative if their self-interest dictates otherwise. Taking In-
dian illustrations, there is also the possibility of vested interests
like master weavers in handlopm co-operatives, contractors
in labour co-operatives, traders in marketing co-operatives,
large farmers in processing co-operatives and moneylenders
in credit co-operatives, penetrating these organisations and
using them for their own purposes, thus achieving an accom-
modation biased in their favour. There is also the problem of
the weaker sections among the members who would enjoy
government support and can well’ become a drag on the orga-
nization, if this social responsibility is not precisely compensated
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by appropriate subsidies. Thus, internally also it is necessary
for the general interests of the members to be kept firmly in
the forefront rather than individual or sectional interests of
members. Though a co-operative is meant to serve its members
it is also an association that must control them. In sum, the
co-operative must try, where necessary, to allow appropriate
incentives and must clearly identify the extent to which it can
subordinate the role of capital while accepting the market valua-
tion of products and services, thus accepting the market as
an institution while rejecting a dominant role for capital. The
development of complex organisations in particular fields,
which may include public, private, co-operative and joint stock
organisations at various levels, has to be thought of in this
context.

In this paper we are/concerned with the possibility of large
co-operatives and co-operative federations becoming an alter-
native to the joint-stock form of organisation in the processing
field. We have, therefore, to note changes in multinationals
and in the joint-stock form as handled by multinationals as a
potential competition. Multinationals at their best can combine
the advantages of vertical integration, i.e., of appropriate scales
at every level, with the advantages of regional specialisation
at all stages of production. Theoretically, the co-operative can
not only achieve this but they can do more, because they would
share the gains better with consumers and farmers. A good
policy would have to be built on a careful evaluation of multi-
national strengths and weaknesses both as they exist now and
as they would be after assuming different government policy
changes. Among other measures, such an approach would
involve identifying priority areas for co-operative expansion,
as well as for management reform of co-operatives. We require
an international plan of co-operative development that will
modify co-operatives so as to make them more efficient while
preserving their social character.

Middleman’s Role
It is currently argued by some experts that multinationals

play the role of middleman as between two countries by match-
ing the respective requirements and contributions and thus
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expanding production rapidly. A middleman’s role usually
represents both essential services as well as opportunities to
exploit. Given proper co-operative organisation, the former
can be provided by 'Co-operative organisations and the latter
can be eliminated.

Having noted the essential character of multinationals and
co-operatives, we proceed to review the attempts made by co-
operatives and by private enterprise, including multinationals,
to develop various sub-fields in the processing of agricultural
products in India (Section IlI). In Section Ill and Section IV
we review the services given by co-operatives and private busi-
ness, respectively, to consumers and farmers. In Section V we
consider their respective services in the export field which enables
us to estimate the general benefit to the nation from these diffe-
rent types of organisation. In Section VI we indicate the possi-
bilities of action open to the co-operative movement at the
international and national levels.

Il. The Interaction of Private and Co-operative Business

In this section we present broad facts that describe the pro-
gress made by co-operatives and by private business, especially
multinationals, in different fields of processing. The degree to
which a particular sub-field has been developed in terms of
the available resources and the social effects of this development
are noted. Thus, both the progress of production and impact
on farmers and consumers receive attention. Both multinationals
and co-operatives are controversial organisations, both have
lobbies attacking and defending them. The progress has, there-
fore, to be carefully judged, and indices balanced against each
other. If, for example, co-operatives have served the farmers but
not the consumers, their progress_ could not be taken to be
satisfactory. The balance between the consumer interest and
the farmer interest is crucial in the processing field. Effective
marketing and scale of organisation affect consumers, and the
number, size, etc. of farmers whose business is transformed as
a result of processing development have to be taken into account.

It will be seen that a direct confrontation between multi-
nationals and co-operatives in the sense of both being interested
in the same type of production is confined in India at present
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to a very few fields like the export of prawns and shrimps, pro-
ducton of milk powder, and in a few items trade in which has
been or could be canalised. A confrontation could arise in future,
though this is unlikely in the context of the policies adopted
by government, in the fertilizer and agricultural processing
industry machinery field, in both of which co-operatives have
entered. It is the potential action by the multinationals and by
large business in the processing production field that has to be
considered. There is, of course, a more general confrontation
between private business (including multinationals) and consu-
mer co-operatives that extends to all fields but is of a limited
character. (We consider this in Section 111 below.) In this section
we are concerned with indicating in descriptive and organisa-
tional terms the relative positions of co-operatives and multi-
nationals.

Milk and Livestock

Let us first consider the field of milk production and live-
stock development. The low per capita consumption of milk,
the low per animal yield, the excessive numbers of animals and
suitable climatic conditions and the active demand for milk and
various end products all indicate a vast scope for development.

While there is scope in this field both for multinationals and
co-operatives to demonstrate their respective strong points,
there is also a struggle.

There have been some outstandingly successful examples of
development of this field in the co-operative sector. One such
example is the Kaira District (Gujarat) Milk Producers’ Society
(Amul). Poisons, which operated in the same area, received a
set-back as a result of this development. Many end milk products
of a sophisticated quality, e.g., Amul Cheese, were first produced
from buffalo milk by Amul in India. The Amul experience is
now being used as a model for dairies in other Indian States
wherever milk-shed areas of a sufficient size are available. Some
co-operators as, for example, the cooperative dairies associated
with the sugar factories in Maharashtra claim thatthey do better
than the Amul pattern because they pay higher prices for the
farmers’ milk and bother less about infrastructure services.
They claim that in consequence, they do not have a heavy over-
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head and, therefore, provide better incentives for the small
man with a couple of cows or buffaloes.

Generally speaking, the multinationals have gone in for rela-
tively small dairies rather than for general programmes of area
development through livestock development. Cadburry, for
example, have been able to increase milk yield per animal three-
fold due to a cross-breeding programme undertaken on a limi-
ted scale to secure their own supplies.

The example of Nestles dairy development in the district of
Moga (Punjab) is in a sense comparable in impact to the Amul
type organisations. In 1958, the Indian Government was al-
ready quite aware of the importance of developing the dairy
products industry in ways suitable for India. It negotiated with
Nestles the creation of a dairy district with a plant in the Moga
region, Punjab, north-west of Delhi.

For generations, the local Sikh peasants had kept herds of young
she-buffaloes giving a fat-rich milk for their own consumption.
The rural population was very active and ready for innovation.
In 1961, the plant started and delivered 500 kg. of milk. Ten years
later, it received daily 75,000 kg. from 14,000 farmers in 300
villages. This little revolution took place side by side with the
green revolution in agriculture in the area. The location of the
experiment was in this sense significant.

The start of the project gave rise to the organisation of an
efficient milk collecting system in the villages with grouping
points on milk roads supervised by veterinary surgeons and
agronomists in. charge of technical assistance. This helped the
development of irrigation and the betterment of the breeding
and health of the buffaloes. Within some years the herds tripled,
thanks to loans granted by the Moga plant.

Nestles have also undertaken similar developmentin Mexico,
where they have negotiated a tripartite agreement with a local
bank and a farmers’ concern. In Mexico, asin India, the attempt
was to link the white revolution with the green revolution. Moga
was the centre for the green revolution in wheat also. Within
15 years electricity had arrived, roads were tarred, and farms
mechanised.

The scale of operations of the co-operative dairies is much
greater than that of the multinationals in the dairy business,
except in the limited matter of marketing products like baby
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food, milk drinks etc. Amul has been a sensational success in
the marketing of milk, but has depended on a private sector
firm (Voltas) for marketing some of its end-products. There
have also been some controversy on supply of machinery for
dairies by multinational rather than Indian producers during
Stage | of Operation Flood. It should be possible for the co-
operative sector to enter the field of dairy equipment manu-
facture. Progress has already been made in the manufacture
of end-products.

Fisheries and Poultry

In the fisheries field we find illustrations of the multinationals
dominating the exporj' field with the co-operatives struggling
for entry.

The exports ofall processed foods amounted to Rs. 2720 million
in 1976-77, of which Rs. 1780million or about 65 per cent was
earned through exports of marine products such as fresh and
frozen fish mainly prawns, shrimps and other sea foods. The
major buyers are the U.S.A. and Japan, with France and Aus-
tralia also having a small share. In 1976-77 Japan was the largest
single buyer and bought mainly prawns and shrimps from India.
Thus, in the important field of external marketing we find the
multinationals dominant (Union Carbide, Britannia, etc.) while
in the internal field the co-operatives are important. The entry
of multinationals and big houses in this field was possible be-
cause the exported goods can easily be sold at higher rate thus
giving a multinational a choice of the country in which to make
profits. One big house had an interest in manufacturing trawlers
while two controlled general export organisations reacting on
a short-term basis to export incentives.

The public sector could also undertake manufacturing of
trawlers and collaborate with the co-operatives but this line of
action was not developed. The co-operatives attempted to pur-
chase trawlers and entered this difficult field. Some of the initial
efforts have, however, failed. This can be brought out by three
illustrative cases of Maharashtra. This includes the important
case of Ratnagiri. This was based on former experience and
meant chiefly for export and had all modern equipment includ-
ing a freezing complex but remained under-utilised. The multi-
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nationals and the large houses could purchase the fisherman’s
catch on the high seas and member loyalty became a difficult
problem. It may "still prove possible to modify incentives and
practices in line with fishing community traditions and to achieve
success. This would, however, require more careful organisaton
and policy support than has been available so far. The success
of the scheme and the repayment of the loans were based upon
anticipated minimum catch and delivery of fish by the boat
groups.

Unfortunately, for various reasons, the expectations were
belied. The administration of the -projects was entrusted to the
district-level fishery federations. These federations were ex-
pected to exercise adequate supervision with a view to ensure
availability of fish necessary for at least repayment of the, loan
instalment. This could not materialise. The government has
now permitted the entry of large houses on condition of 100
per cent export as well as restrictions on employment of foreign
personnel. Tata Oil Mills have launched large-scale operations
in Bay of Bengal and expect to export their entire catch to
Thailand and other countries in South-East Asia. The Company
will be chartering 25 fishing boats from Thailand for one year.
This sort of pioneering based on assured markets, international
co-operation and provision of employment opportunities in
the Andaman and Nicobar Islands illustrate the type of pioneer-
ing that the co-operatives could emulate. However, co-operatives
have not progressed much beyond mechanisation of small boats
and have really still to go into deep sea fishing on a large scale.

In this context, the technological breakthroughs in large-
scale breeding of prawns under controlled conditions that have
been achieved by government organisations are also of great
importance. Semi-commercial hatcheries for prawns seed are
now a viable proposition in India. New feeds have been deve-
loped for feeding different stages of the larvae and aeration and
circulating methods have been experimented with. The backish
water areas are zones of mixing of sea and fresh water. Similarly,
extensive backwater, mud flats and mangroves can be developed.
Availability of electricity and proper infrastructure facilities make
it possible to combine hatcheries with fishing operations. The
gross income estimates range from Rs. 15,000 to Rs. 35,000 per
hectare assuming an expenditure of Rs. 5,000. It is expected that
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about 2,000 kg. of fish and prawns can be easily produced in
one hectare. The resource potential in the fisheries field enables
us to identify it as a priority field for co-operative development.

In the poultry field, as in fisheries, we have a wide variety of
enterprises operating on a large scale, including multinationals,
big houses, rich individuals and co-operatives. However, in the
important matter of developing hatcheries and introducing new
strains it is the multinationals and the large houses that have
the lead. The contracts offered by public sector bodies like
mafco in Maharashtra for marketing of poultry products and
the supply of feed are not sufficient to meet the technical and
social challenges that the field presents.

Oilseeds

In the important field of oilseeds we have very miscellaneous
private business including multinationals, big houses, small
trader-producers, large agriculturists as well as the traditional
Teli communities organised in co-operatives and associations
through the Khadi Commission’s efforts and 31 large-scale
modern co-operative oil complexes financed by the National
Co-operative Development Corporation some of which are
doing well in export.

The co-operative complexes had mainly come up where pri-
vate competition was not severe and where co-operative leader-
ship was available. The margin in processing was insignificant
compared with the margins obtainable from proper timings of
purchases and sales. The private sector units, therefore, deve-
loped a strong tendency towards investment in purchase and
distribution. In this the multinationals (e.g., Lever Brothers)
excelled. They, however, did not contribute significantly in
attempting the supply of improved oils at cheaper rates for
mass consumption. Further, the stagnant productivity situation
shows that the multinationals and large Indian business groups
as also the trading entrepreneurs in the oilseed processing field
had failed to have a satisfactory impact on the oilseed grower.
Only a tenth of total area under oilseeds was irrigated and
only in one or two types of oilseeds was productivity improving.
There is, thus, scope for co-operative action. It is in this context
that the National Dairy Development Board has put forward
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ambitious proposals for using international commodity aid,
government buffer stocks, and better co-operative complexes
for major progress in this field.

The National Dairy Development Board has finalised a plan
to start a chain of vegetable oil mills managed by farmers on
the “Anand” pattern. The plan will be financed from the pro-
ceeds—roughly Rs. 1600 million realised from the sale of 0.25
million tonnes of edible oil proposed to be donated by the Cana-
dian government and the Cooperative League of America.

The central idea of Dr. Kurien’s plan is to expose farmers
growing oilseeds (and cotton) to modernity and get them direct
access to the consumers.

In doing this it is possible for co-operatives to do better than
multinationals. The latter would affect a smaller number of
farmers and would deny them direct access to consumers. How-
ever, co-operatives must develop further their marketing orga-
nisation in its international aspect. Otherwise multinationals
may continue to enjoy the economies of scale in marketing.

We summarise more briefly the developments in commercial
crops in different parts of India.

Sugar

In sugar, as is well known, the co-operative represent the
dominant force or almost the exclusive force in the States having
low cost of production, particularly Maharashtra. The sugar
co-operatives in Maharashtra have substantial achievements in
area planning and in providing leadership to the agricultural
community. The main fields in which they have to make pro-
gress is the further development ofby-products even to the point
of making them the main products. They are also lagging in
promoting cane development. It has been proposed that given
proper incentives and financial arrangements performance in
this field can substantially be improved. The co-operative sugar
factories federations are playing a significant role in exports
and in promoting machinery manufacturing in the co-operative
sector. Overcoming the dominant role of international trading
houses is essential. There are, thus, important possibilities of
extending” international co-operative collaboration in this field.
The Indian sugar co-operatives should have no difficulty in ren-
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dering,-in a few years, the type of services that a multinational
in this field, viz. Tate and Lyall, renders to the sugar industry
in developing countries. It is necessary for the co-operative sugar
industry to take new initiatives in these matters. The Maharash-
tra sugar co-operatives have set up a Sugar Industry Develop-
ment Finance Society with a capital ofRs. 100 million. Co-opera-
tive banks and government organisations would also be avail-
able to finance new devlopments. So far, sugar co-operatives
have benefited farmers rather than consumers, but given massive
new investment in by-products this position would change.

Textiles and Garments

In the field of textiles, co-operative spinning mills in India
have been developed by growers co-operatives rather than
through co-operatives of weavers. The decentralised sector supp-
lies 50 per cent of cloth production but only 5 per cent yarn
supply is co-operativised. The private sector has a long tradition
and has benefited the farmer through organisations like East
India Cotton Association which prevents crops adulteration
and speculation. The private sector has also provided cheap
cloth of an excellent quality which compares very favourably
with the standard cloth scheme of government.

Petrofils represents a co-operative entry in the artificial fibre
field. However, unless considerable vertical integration is deve-
loped, this is not a field in which spectacular successes for the
co-operatives are likely.

The multinationals play a role in textile machinery supply
and in garments, itc has organised a Handloom Project in
Uttar Pradesh. However, it is mainly the large Indian houses
that compete with the decentralised sector.

It is possible for the co-operatives to make decentralised
production more efficient and also make the marketing of cloth
and ready-made garments more effective. They can also play a
role in hosiery. Generally speaking, the important role of Gov-
ernment policy in the textile field keeps multinationals in check
and the emphasis has to be on improving marketing efficiency
and vertical integration in the decentralised sector. The National
Textiles Corporation and Handloom Corporations and the Co-
operative Sector have yet to develop full collaboration in pro-
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moting effective marketing in India and abroad.

In the match industry, the small-scale units have been slowly
displacing the well-kriown multinational WIMCO and .now
occupy over 60 per cent of the field. This multinational is now
going-in for diversification, to conversion from timber match-box
to papefvmatch-box, and planting of forests in different parts
of the country as a part of its developmental effort.

Tobacco

The tobacco industry is also characterised by operations of
multinationals. Greater cooperativisation of tobacco growers
and encouragement of small-scale operations such as the cigar
industry of Tiruchirapalli, which is largely in the cottage industry
sector could be significant. Companies like Cadburry who have
pioneered cocoa plantations, Glaxo and Richardson Hindustan
who have thought of medical crops and the tobacco industry
are illustrations of multinationals helping farmers in order to
secure a valuable raw material for themselves. Even this
approach, in spite of its pioneering nature, has limitations
beyond confining gains to a few.

India accounts for roughly 85 per cent of the world’s bidi
production and 2 per cent of the world’s cigarette production.
Multinationals operate mainly in the field of cigarette produc-
tion. Bidi industry has grown on the factory system, the con-
tract system and casual putting out system. There is one impor-
tant co-operative producer, namely, Dinesh Bidi Works in Can-
nanore, Kerala. The major bidi manufacturers are B.N. Sarda
of Bombay, M.H. Das, Jabalpur and Bina Bidi Works, Purilia.

There are 10 companies manufacturing cigarettes in the large
scale sector. The itc Ltd. is the largest having its factories in
Monghyr, Calcutta, Bombay, Bangalore and Saharanpur,
accounting for about 50 per cent of the total cigarette sales in
the country. Vazir Sultan Tobacco Company of Hyderabad
accounts for about 25 per cent of the market share; the remain-
ing is shared by Golden Tobacco Company, Bombay, National
Tobacco Company, Calcutta, Godfrey Philips, Bombay, D.
Macropolo, Bombay, Crown Tobacco Company and Master
Tobacco Company, both of Bombay, International Tobacco
Company, Ghaziabad and Universal Tobacco Company, Hy-
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derabad, Indian cigarette industry in 1974 had a total paid-up
capital of more than Rs. 1100 million. Their gross sales exceed
Rs. 4500 million. The industry is highly monopolistic. The first
six companies control nearly 95 per cent of the market, 80 per
cent of it being controlled by the erstwhile foreign-owned ones
such as itc, Vazir Sultan, Godfrey and D. Macropolo.

Plantation Industries

Take next the case of the important plantation industries
like jute, tea, etc. in which the large houses and the multinatio-
nals have traditionally been firmly entrenched and which no
longer show enough dynamism. In these fields government is
thinking more in terms "of forming growers co-operatives and
bargaining with big business rather than pre-empting entry as
it does in other fields. There is only one jute mill in the joint
sector financed by the ncdc. The bought-leaf tea factories in
the Nilgiris, no doubt, help the small growers. However, in the
important packaging stage it is the large houses that are im-
portant. No commodity other than tea is sold through a public
auction system. Four or five firms handle 256 million kg. of tea
in India. The public auction system is generally dominated by
giant packetiers and exporters as far as the domestic market
is concerned. The packetiers jointly dictate to four or five bro-
kers in the field. The brokers’ representatives are on the board
of directors of most of the big tea companies. Big firms like
Lever Brothers have an interest in Brooke Bonds and Liptons.
There has been a suggestion that at least 25 per cent of the total
Indian shipment should be through Indian shipping companies
and at least 20 to 30 percent of the total production should be,
channelled through small brokers. Two co-operative bodies,
viz., NAFED and NCCF are now entering.the tea trade.

In the field of natural rubber production, the Kerala State
Co-operative Rubber Marketing Federation has succeeded in
raising the prices of natural rubber with the help of the State
Government. The multinationals in this field manufacture,
among other things, tyres. The Kerala co-operators are plan-
ning to set up various end product factories but are at the mo-
ment concentrating on persuading the Central Government not
to import and release natural rubber to the manufacturing sector
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controlled by the multinationals at prices that would affect
them unfavourably. Efforts are also under way to improve
production levels of small growers.. However, here again, we
have a case of co-operatives being in a position to serve the
farmers but not the consumers, at least in the immediate future.

Vegetables

The processing of vegetables is likely to be extremely impor-
tant in future. Here, a few important developments may be
noted. In onions, as already stated, the co-operatives have played
a big role. However, they have not gone in successfully for pro-
cessing. Asian Dehydrates, a firm engaged in the manufacture
of dehydrated onions, is mainly responsible for establishing a
factory at Nasik, and motivating the farmers in the vicinity of
Nasik to grow white onions for processing. The response from,
the farmers has been encouraging in view of the assured market
for their produce.

Another very good illustration of the operations of multi-
nationals and of its limitations is provided by Hindustan Lever.
The contract cultivation experiment of Hindustan Lever in its
Hima Peas venture of dehydrated peas at Ghaziabad was a re-
markable success. With free supplies of good quality seeds,
fertilizers, and pesticides, to three blocks of 20 acres each the
Company’s staff ensured that farmers used optimal quantity of
these inputs. It is perhaps not surprising that the results looked
astonishingly good in terms of higher productivity and right
varieties. However, the social possibilities of such experimen-
tation are clearly limited. Further, the Company discontinued
production for want of adequate domestic demand.

The tripartite arrangement between the National Seeds Cor-
poration, a public sector concern, Kissan Products Ltd., of
Bangalore, and growers of tomatoes, is a good illustration of
tie-up arrangement with growers. The growers undertake cul-
tivation of Pusa Ruby variety of tomatoes under the super-
vision of National Seeds Corporation. The farmer obtains very
high yield at 10 tons per acre with a net return of Rs. 3,000 to
Rs. 3,500 per acre. Tomatoes are supplied to Kissan Products
Ltd. for processing and seeds which are separated while pro-
cessing are supplied to the National Seeds Corporation. The
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arrangement started in 1968 with 30 acres has been extended
to 300 acres, and the whole crop is supplied to Kissan Products
Ltd. The fact that seed farming is highly profitable has prevented
co-operative entries into the field as co-operative leaders are
frequently known to reserve the most profitable lines for private
entries and to make c6-operative entries in lines where a policy
component and government subsidy are likely to be significant.
However, Indian Farmers Fertilizers Cooperative (IFFCO) in
its village adoption programme has tried to combine introduc-
tion of improved seeds and improved fertilizers.

The NAFED has set up organisations to market perishables
like apple, onion, potato, ginger etc. It has set up a food pro-
cessing factory and has planned another large food processing
complex in the north-eastern region in collaboration with the
German Democratic Republic. It has entered the plantation
field in the South and now has rich experience which could enable
it to move further forward. The relationship between NAFED
and NCCF as also with the State level federations remains to
be systematised. The identification of the most efficient farmers,
that is, the most profitable clients as contrasted with the identi-
fication of the most needy clients by the co-operatives is a crucial
point to note. Private business offers open service with resultant
benefits to the few as against the identification of individual
members and helping them which is undertaken by the co-
operatives.

In the case of the basic cereals processing activity is still on
a restricted scale. Multinationals like Britannia Biscuits have
entered both the biscuit and bread fields. The public sector is
also present in the bread field. In such fields it is possible for
multinationals to offer effective export services which may be
difficult for cooperative at this stage.

Footwear

In the footwear field an important multinational, namely,
Batas, is the leading element in the more expensive footwear.
Here, too, the traditional consumer is, perhaps, better served
by the traditional sector. The multinational has offered impor-
tant facilities to small-scale units to manufacture and market
under its brand name. This is in fact a field where there were
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important possibilities of vertical integration and cooperatives
could have made an effective entry. In procuring of skins through
collection and, from slaughterhouses, in tanning them, and in
producing various types of leather products, the Khadi Commis-
sion had experimented with an integrated scheme at Kora Kendra
Bandra. Till very recently, however, the marketing arrangement,
encouraged by Khadi Commission, have had severe limitations
The National Federation for Industrial Co-operatives has a
role in organising the export of leather goods. Difficulties in
finding effective leaders have prevented the emergence of a
“co-operative Bata”.

The development of integrated leather complexes in the co-
operative sector has not yet attracted the attention of co-opera-
tive leaders. Powerful public sector organisations like the State
Trading Corporation and Bharat Leather Corporation have
interested themselves in leather goods. At the instance of the
World Bank, the Ministry of Industry has prepared a Rs. 3000
million project for the development of leather industry in the
decentralised sector. This plan puts Bharat Leather Corporation
in the lead, and aims at Rs. 3000 million worth output through
17 leather complexes. Tatas have recently entered the leather
field and their output would be marketed through Tata Exports.
Because of the important role in exports it appears that close
Co-operation between public sector and co-operative develop-
ment is essential in this field.

I1l. SERVICES TO CONSUMERS

The multinationals, the large Indian business houses, medium-
scale private business, small private business, the co-operatives,
and the public sector, have rather different claims as to the
services they render to the Indian consumer.

The multinationals have pioneered certain products highly
suited to Indian markets in fields like cooking fats, soaps, phar-
maceuticals, cosmetics, vegetable, milk and fruit preserves,
biscuits, soft drinks, plantation products etc. Dalda, Anik ghee,
Hima peas» Palmolive soap, Lipton and Brooke Bond teas, and
Britannia biscuits are household words as are brand names
like Singer, Philips etc. for consumer durables. These, however,
have been mainly products required by the rich and the upper
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middle class. Their claim to having served the bulk among In-
dian consumers cannot, therefore, be sustained. The multi-
nationals have also developed products for export on the basis
of Indian raw materials. Here, the main impact has been con-
fined to a few major lines like tea, jute, and labour-intensive
engineering items.

Housing and Clothing

Services to the consumer involve developing both on the
front of technology and on the front of low costs. In housing,
for example, Siporex, a joint sector concern in Maharashtra,
has developed prefabricated houses. Housing is perhaps the
most expensive consumer item. Mass housing is possible through
prefabricated production and urban ceilings on land. The latter
is a matter for public action. The co-operative movement in
India, though important in housing, has not taken initiatives
in these matters. In the important field of food and clothing
the public distribution system and co-operative handlooms
have been able to make only a limited contribution. In cloth it
is Indian business, large and small-scale traditional, that has
contributed consumer services rather than multinationals. In
milk, and in reducing margins in credit and trade in agricultural
commodities, the co-operatives have made a small contribution
though much ground remains to be covered. In oilseeds the
main product-—cooking oil—certainly benefits from both natio-
nal private development and from co-operative action while
the multinational (Lever) contributes to development of new
raw materials and less important products from the point of
view of mass consumption. As we shall see in a subsequent sec-
tion the shift between internal requirements and export require-
ments have placed a heavy burden on co-operative organisations
like NAFED, while the distribution of cloth without syste-
matic production arrangements placed a burden on NCCF.

The failure of the co-operatives to become effective agents
of public distribution and also their failure to become an effec-
tive countervailing power or to reduce costs of distribution in
many fields has led to a reaction against the co-operatives.
Given a systematic plan, however, it will be possible for the co-
operatives to reassert their primacy in giving the consumer effec-
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tive service. This requires on the one hand effective co-ordina-
tion between the public and the co-operative sector and
on the other an attempt on the part of the co-operatives to reach
a mutually beneficial adjustment with the private sector where-
ever its replacement or its reform is not considered necessary.
Thus, iii many fields it may be desirable to adopt the multi-
agency approach though in certain selected fields like milk and
oilseeds, it may be desirable to attempt a major thrust at federal
and primary levels and to build up integrated complexes even
on a monopoly basis.

Pharmaceuticals

The fields of pharmaceuticals and medicines illustrate areas
where common action by Indian interests could curb undesir-
able price levels and continuing failure to develop know-how
which characterise this field. Here the co-operative can help,
at the retail stage and in growing crops of medicinal value and
processing them. In the field of pharmaceuticals, out of 116
large-sized companies 66 belonged to the multinational cate-
gory. Some of these would be reducing their foreign sharehold-
ing under the Foreign Exchange Regulation Act. Cost studies
show that prices and profit levels prevailing are not in tune with
the consumer interest. In this case, there is, of course, no farmer
supplier to consider. The confrontation with the multinationals
has to be handled by the public sector which is taking up the
manufacture of the bulk drugs required. The co-operatives
through their consumer organisations can help the public sector
in this task but cannot undertake it directly.

Finally, we may make a few observations relating to consu-
mer stores and the consumer movement in India. The viability
of the consumer wholesale stores is still not satisfactory. It is
only when a more comprehensive approach develops that this
can be achieved. In the meantime handling the responsibility
of the public distribution system becomes a burden ‘on the co-
operatives. A new consumer movement (Grahak Panchaya't)
has commenced in the country which has been analysing and
publicising problems like excessive price levels in pharmaceuti-
cals, bad trading practices involving wrong descriptions of pro-
ducts in stationery and consumer durables, terms and condi-
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tions of consumer service by public sector organisations like
the Life Insurance Corporation, and Electricity Boards etc.
It is thus a really general movement which takes the entire range
of goods and services under review. It is also attempting to set
up consumer co-operatives and buyers’ clubs in various cities.
The fair trade practices organisation has attempted to improve
business practices. The consumer guidance society has also
organised buyers’ clubs and helped in preventing adulteration.
Recent legislative measures in regard to consumer protection,
which fall within the jurisdiction of the Commerce and Co-
operation Ministry, include the Standards of Weights and
Measures Act, 1976, Essential Commodities Act, 1955, Trade
and Merchandise (Marks) Act, 1958. The Emblems and Names
(Prevention and Improper. Use) Act, 1950, and The Indian Stan-
dards Institution (Certification Marks) Act, 1952.

Co-ops vs. Traders

The co-operatives, while claiming to serve the consumer,
have often entered into what amounts to unfair competition
with private retail trade and dependence on the public distri-
bution system. There are cases of over-ambitious efforts to cut
supposedly superfluous middlemen’s margins. There are also,
of course, cases of genuine elimination of unnecessary middle-
men.

Studies made in various cities show that the retailer as well
as the wholesaler in the private sector have attempted to pene-
trate marketing and consumer societies and to use consumer
co-operatives as instruments for securing public distribution
quotas, thus reducing them to the role of middlemen or com-
mission agents as between the public and the private sectors.

IV. SERVICES TO FARMERS

In the matter of services to farmers as in the matter of services
to consumers, we find that each of the organisational types has
rather different target groups. The multinationals tend to give
services to a small number of farmers and with rather elaborate
arrangements relating to inputs and marketing. Indian busi-
ness, large and small, has tended to be isolated from agricul-
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ture and it is the moneylender-trader class that has been pri-
marily involved in the rural sector. The large-scale private pro-
cessing industries and their associations have, no doubt, made
some attempt? at encouraging the production of agricultural
raw materials but it is the co-operatives that have contributed
to encouraging production by the weaker sections.

Let-us briefly summarise the contribution of the multinationals
to the development of Indian farming. We have already covered
Nestle’s activities in Moga.

Lever Brothers

In the early 1960s Hindustan Lever undertook a programme
of diversification. This involved dehydration of vegetables and
manufacture of milk products. They did not directly enter the
field of agricultural development in the main area in which
they were interested, namely, oilseeds, except for their contri-
bution through the development of new uses for oilseeds not
used before.

The milk-based project in Etah was originally intended to
ensure continuing supplies to the baby food factory. In spite of
the 40 collection centres for milk, the plant remained under-
utilised. Lever Brothers then attempted giving loans to buy
buffaloes and accepting repayment through supply of milk over a
number of years. Improved varieties of cattle were brought
in and about 10 million rupees advanced. But by 1972-73 the
Company was faced with the typical problems of bad debts
and overdues. The Uttar Pradesh State Government, however,
persuaded Lever Brothers to adopt a new approach which did
not isolate the problem of milk production from the total prob-
lem of economic development. The assistance of the BAIF (Urali
Kanchan) as well as of Government was sought for improving
both livestock and agricultural practices. In the six villages
adopted for intensive development about 30 per cent of the
total area was brought under improved agricultural practices
and the farmers of the area were encouraged to participate in
the programme to improve the cattle. Cross-breed cattle, as is
well known, lead to an immense increase in production. How-
ever, in spite of the limited successes obtained it is important
to note that Lever Brothers faced the same difficulties that co-



49

operatives faced and went in for the same solutions as the co-
operatives did but on a much larger scale.

The Indian Tobacco Company* has also made a shift from
an approach restricted to aiding tobacco farmers to a broader
attempt at encouraging development. Cadburys are helping to
introduce cocoa- plantation in India. Glaxo Laboratories in
their dairy development project in Aligarh have collaborated
with Dudh Utpadak Sangh Limited. Pfizer Limited attempted
extension in livestock and poultry and have found it advanta-
geous to work through co-operatives. Firms like Firestone at-
tempt distribution of improved bullock-cart tyres through co-
operative sugar factories.

Farming Scene

The multinationals have had little experience of agricultural
development, and their involvement in this field is strictly limit-
ed. Their contribution to development is exaggerated by their
public relations departments. In introducing agricultural equip-
ment and machinery they have played a constructive commer-
cial role as regards the quality of their products. In the deve-
lopment of fertilizer industry, in collaboration with large Indian
business they have been able to set up better marketing arrange-
ments often at the cost of co-operatives, iffco has a programme
of a multi-pronged and integrated approach to transfer im-
proved technique to areas where they are not yet adopted. It
has adopted over 100 villages in different States of India where
it is promoting this approach. However, so far the impact is
not comparable to that shown by outstanding co-operatives
in the sugar and milk production fields. It has tended to spread
its resources rather thinly because it is an organisation involv-
ing many countries and all the States of India. Thus co-opera-
tives that limit themselves to a business approach and experi-
ments of a public relations nature are less significant than those
where competent leadership located in a given region pioneers
developments based on member loyalty.

It is possible to arrive at the general conclusion that the multi-
nationals are not particularly suited to play a major role in the

*Since renamed | T C Ltd.
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development of Indian farming. Even on an international scale
the multinationals specialising in agricultural development
have lost their importance. Their entry into processing indus-
tries in countries where small farmers predominate, as, for
example, in France, has not resulted in an equitable approach
to development. Thus, the main case for the multinationals
lies in fields other than agriculture.

Past Record

Indian business houses, including British business houses with
long traditions in India, who are now compelled to dilute their
equity ownership have a more impressive record of past deve-
lopment in agriculture. The tea plantations today are far less
productive than in Sri Lanka. In Sri Lanka, following nationali-
sation the co-operative form of organisation has been found
suitable for the development of the estates. However, it is to be
noted that it is always more difficult and even undesirable for
co-operatives to attempt to enter fields where private business
is already entrenched. At best the entry should be in a small
way to build up countervailing power or to aid weaker produ-
cers. If some form of co-operativisation is to be attempted, it
would have to be through development of an international
approach to the problem rather than a purely national one.

The co-operative contribution to farmer interests ranges
from production-oriented credit, input costs, infrastructure
development, including irrigation and marketing, as well as
through development of processing of agricultural and dairy
products.

V. EXPORTS BY COOPERATIVES AND
MULTINATIONALS

The absence of a systematic export policy and co-ordination
between public and co-operative sectors has caused many ups
and downs in the growth of co-operative export trade.

Co-operative export trade, with the exception of handloom,
hosiery and artistic products, has been mainly confined to
agricultural commodifies. Even here the trade is substantial in
the case of pulses, onions and potatoes, particularly in years
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when the government made the concerned co-operative res-
ponsible to these exports. The export of particular commodities
like bananas, though of lesser amount, has been well developed
in the co-operative sector. The experiences in the important
sugar field are controversial but here too the contribution of
the co-operatives is substantial. Ignoring year to year fluctua-
tions and considering direct exports of agricultural commodities
by nafed we thus get'a picture in which only potatoes, onions,
and pulses are fully co-operativised, while chillis, garlic, are
cooperativised to the extent of 6.72 and 4,90 per cent respec-
tively. All the other agricultural commodities, including very
substantial export earners like tea, have a negligible compo-
nent of under half a per cent in the co-operative sector. The
position is similar in tip 'important oilseeds field.

As regards processed commodities, sugar, handloom fabrics,
leather goods, handicrafts goods etc. are among the commo-
dities in which export plays an important role.

Foreign Trade

Let us now briefly note the role of multinationals in India’s
foreign trade. We shall confine our examination to companies
concerned with the export of processed agricultural commo-
dities and consumer goods. The table below shows that the
percentage of exports to sales income is usually quite low. Com-
panies like Britannia Biscuits, Hindustan Lever and Tribeni
Tissues are exceptional. However, the performance of the multi-
nationals in the export field has been gradually improving and
certain advantages they enjoy in the marketing field are well
recognised. There is, therefore, a need for securing the deve-
lopment of proper relationship between different forms of enter-
prise in the main exporting commodities and areas.

Deepak Nayyar has attempted estimates of the share of multi-
nationals in India’s foreign trade. He uses the Reserve Bank of
India statistics on exports of subsidiaries of foreign companies
for the period 1964-65 to 1975-76. He compares these figures
with India’s trade statistics. “In 1969-70 exports of subsidiaries-—
foreign controlled companies incorporated in India—in the
manufacturing sector amounted to Rs. 312 million; this works
out at 4 per cent of the total manufactured exports which were
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Exports by Multinationals (Processing) as Percentage

Name of the Company

Consumer Goods

I. Food Products:

. Britannia Biscuits

1

2. Brooke Bond

3. Food Specialities

4. Hindustan Lever
TOTAL

Il1. Cigarettes:

IO
2. Vazir Sultan
TOTAL

11, Wimco

Rubber Goods

1. CEAT

2. Dunlop

3. Good Year
TOTAL

Others

1. Bata (India)
2. Tribeni Tissues

of Sales

Sales
Income

1974-75

3,50,863
14,12,230
1,52,822
14,51,289
33,67,209

30,24,366
7,40,170
39,83,832

4,13,784

4,66,589
14,60.222
5,38,697
24,65,508

5,93,194
1,10,832

Income

Exports Exports as
% of Sales
Income

1974-75 1974-75
7,136 2.0
2,90,646 20.6
11,502 7.5
40,974 2.8
3,50,258 10.4
54,576 1.7
2,065 0.3
56,641 1.4
2,037 0.5
19,737 4.2
53,009 3.6
14,625 2.7
87,371 3.5
54,798 9.2
19,589 17,7
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Rs. 7,787 million in that year. There was very little change in
this share during the 1960s. A similar exercise was carried out
for the entire period 1964-65 to 1969-70, and the average share
of subsidiaries in India’s exports of manufactures came out at
3.3 per cent. It should, however, be pointed out that RBI data
do not include branches of foreign companies which are located
in India but incorporated abro&d. The total capital employed
by such branches in the manufacturing sector in 1967-68 was
only 6 per cent of that employed in subsidiaries. . .and there is
no apparent reason why exports of branches should have been
disproportionately large. Therefore, it would be safe to conclude
that, around 1970, transnational firms accounted for approxi-
mately 5 per cent of manufactured exports from India.”1 The
figures have not changed much subsequently and in any case
processing industries/explain only a small part of this 5 per cent.

Y.C. Devadhar has made a study of the broad features of
NAFED’s export trade and we reproduce some of his conclu-
sions in order to discuss new horizons, or new directions for
trade expansion on a steady basis.

. .Firstly, NAFED’s total export trade as well as export
of new items fluctuated considerably from year to year for
various reasons. Thus, NAFED enjoyed monopoly in export
of pulses until 1972-73 when there was a sudden ban on their
export. Similarly, the export of onions fluctuated from year to
year and declined sharply in 1970-71 when Sri Lanka stopped
importing Indian onions. The onion export picked up in 1974-
75 when the government appointed NAFED as the canalising
agency for the export of onions on 17-11-1974. More or less
the same story was repeated in the case of chillies and potatoes,
the latter being canalised through NAFED in December 1975.
Secondly, even with the attempts on the part of NAFED to diver-
sify its export trade, the few items like pulses, chillies, onions
continued to occupy a very large part in its total trade. This is
obviously an important reason for large fluctuations inNAFED’s
total export trade from year to year. Thirdly, NAFED has been
exporting the most important items mainly to neighbouring
countries and not so much to Western Europe and other coun-

Deepak Nayyar, “Transnational Corporations and Manufactured Ex-
ports from Poor Countries,” The Economic Journal, March 1978, p. 80*
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tries whose hard currencies are important in the country’s for-
eign exchange reserves. Fourthly, it may be noted that except
for pulses and onions NAFED accounts for a very small pro-
portion of the total' exports of particular agricultural commo-
dities from India as a whole. On the one hand this speaks for
rather a small capacity and scale of operation of export, and
on the other this suggests that there is still vast scope for NAFED
to expand exports of many agricultural commodities in which
it is dealing rather spasmodically. It appears that even though
NAFED is stretching its excellent export organisation to its
possible limits, there is reason to believe that NAFED can do
much more by entering into joint export contract with the lower
level cooperative marketing and trading societies.” 1

A comparison of Nayyar’'s and Devadhar’s results shows
that both the multinationals and the co-operatives have a minor
role in India’s exports and that in India’s agricultural exports
the co-operatives are capable of facing multinationals. How-
ever, while co-operatives enjoy advantages of scale if we consi-
der the internal situation in the country, they have failed to
develop an international trading organisation. In fields like
prawns and shrimps, oilseeds etc., the multinationals and even
the large Indian houses enjoy marked advantages. This is also
true in fields like footwear, milk powder and processed fruit
and corn products. At the same time it may be noted that, un-
like in countries like Singapore or Brazil, the multinationals
are not the main agency on which export effort has to depend.
Phelps Brown has argued that one of the main advantages of
inviting a multinational is the improved possibilities of export.
However, given appropriate co-operative organisation this does
not hold regarding agricultural processing though it may hold
in other fields. The greater possibilities of adjusting internal
and external policy objectives that exist in the case of co-ope-
ratives, is also an important factor to be noted. Still further, the
co-operatives have the advantage, at least in Asia, of being
semi-co-operative and semi-public organisations. They can,

1Y.C. Devadhar, “Review of Co-operative Export Trade Policy Perfor-
mance and Prospects,” Paper presented at National Seminar on Manage-
ment of Cooperative -Marketing, Supplies and Distribution at Hyderabad,
2-4 February, 1977, pp. 9-10 (Unpublished).
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therefore, co-ordinate better with public sector programmes.
There are clear possibilities of developing co-operative organi-
sations so as to pre-empt modern developments in the case of
processing of selected commodities.

VI. REFORM PROPOSALS AND ACTION PROGRAMMES

Let us repeat here some of the broad conclusions we have
reached regarding Indian experience with multinationals and
co-operatives. Clearly, in the past, an early start in a particular
field was more decisive for success than what is called suitability
of forms of organisation (from the stand-point of consumer,
farmer and national interest). Thus, pre-empting a field was
very important in the/p'ast.

Clearly, in the future'the suitability of the co-operative form
of organisation for involving the small man in production and
yielding better distribution of income entitles it to support at
the national and international levels. There is a clear ease for
co-operatives entering into international trade in inputs for
agriculture and in agricultural, dairy, fishery and forest proces-
sing. There is also a clear case for co-ordination of public and
co-operative effort in the field of public distribution as well as
of international trade. A long-term plan of co-operative deve-
lopment based on stable trade agreements and on exchange
and pooling of knowhow, experiences and resources based on
agreement between apex co-operatives and public sector organi-
sations in some developing countries may prove possible.

Review of Performance

It is necessary for the governments of the developing coun-
tries to carefully judge the performance of different multina-
tionals and the possibilities of public and co-operative deve-
lopment in different fields of agricultural processing. The co-
operatives have to make important efforts to enter the machinery
trades and to develop vertical integration and massive complexes
in the processing fields. International collaboration of such
co-operatives has immense scope. Co-operatives must come
together to enter processing machinery manufacture and trade
in agricultural commodities. Fishery development requires in-



56

ternational co-operation and would.ogive high returns. In sugar
manufacture countries like India can supply knowhow so that
developments in other countries take place on co-operative
lines. The import of co-operative knowhow and consultancy
and international participation in capital of co-operatives have
to be organised. Milk co-operatives and milk products manu-
facture can be taken up on a co-operative basis in many coun-
tries. When the co-operative production base is widened the
strengthening of co-operative international trade follows. Fishe-
ries, sugar byproducts appear to be fields which can be taken
up for development on a priority basis. Leather and oilseeds
would complete the complex of processing activities in which
co-operatives have a potential advantage. In plantation crops
co-operatives can help replace neo-colonial trade. None of
these involve high technology. All involve skill in management,
skill in building incentive structures, and skill in using econo-
mic development to bring about social transformation. The
co-operative banks in the developing countries must take to
promotional work and must collaborate closely with outstand-
ing cooperative leaders and agencies providing State aid in
order to make a massive entry. While the public sector is most
suited for fighting multinationals in high technology fields like
engineering and chemicals, it is essential for the co-operatives
to take the lead in the processing sectors. The fact that invest-
ment in agricultural modernisation has become the base for
development planning in many countries suggest that the time
is ripe for such developments. One can, therefore, consider the
setting up of study groups that would discuss co-operation
between co-operative complexes in the fisheries, sugar, milk,
oilseeds, leather and textile fields. Plantations and trade in their
products like tea, rubber etc. require another set of study groups.
The effective demonstration and publicity of services given by
co-operatives to farmers and consumers is of considerable im-
portance. A ten-year perspective plan suggesting co-ordination
of public sector and co-operative development in selected deve-
loping countries would require these studies as an essential
preparatory step. The shift towards a prosperous commercial
agriculture suited to rising incomes has to be organised on as
wide a scale as possible.
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Trade and Consumer Services

Co-operative trade could be more based on mutuality and
less on exploitation as compared with trade by multinationals.
The co-operatives must enter not only various processing fields
through proper organisation at national level but must also
enter machinery manufacture in a big way.

We also saw that co-operatives are well placed in giving
consumer services and in conducting consumer agitations of a
constructive character. The possibilities of combining the mar-
keting and consumer co-operatives and relating them systemati-
cally to public effort is the further line of evolution required.
The contribution of co-operatives in serving the mass consumer
is certainly better than that of the multinationals. So far it is
not necessarily bettfer than large and small Indian business in
important commodities like housing, cloth and oil. The move-
ment, however, has been able to maintain pressure in defence
of consumer interests though not, except in a few commodities,
through contributions on the production side.

As regards services to small farmers, landless labour and
weaker sections, studies of co-operatives show that their record
is outstanding in terms of numbers affected, matters covered
and contribution to income and employment. Clearly, the supe-
riority over multinationals who benefit only a narrow category
of farmers and even over Indian business is quite decisive. Even
here the securing of member production improvement and
loyalty and the organisation of incentives and vertical integra-
tion have eluded the co-operatives in some fields. Drawing the
fine line between preventing vested interests from entering,
helping weaker sections to enter and providing incentives for an
ideal membership coverage requires considerable further organi-
zational development.

Organisational Changes

In the field of import of capital, scale of organisation in inter-
national trade and visualisation of technical horizons, the multi-
nationals have an edge. The co-operatives must undertake ap-
propriate organisational and managerial developments and
allow incentives systematically through introducing tactical
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freedom combined with strategic commitment to the goal of
co-operative domination of the processing sector. Still further,
it appears that_corporate planning even by European multi-
nationals is often short term in character and would fail to
coincide except through innovation in the long run objectives
of the host government. Here the co-operatives could do better.

Encouraging reform and regulation of multinationals by
national and international agencies is only one approach that
co-operatives should support. Building national positions of
strength by choosing appropriate leading public, private or
co-operative organisations is the second step. Bringing about
co-ordination between developing countries at the public, private
and co-operative levels is the third step. Creating appropriate
organisations sometimes involving restructuring of interests
in various ways is a further possibility. ICTO, for example, is
a private company held by co-operatives. We have a case of a
Swedish retail co-operative collaborating with a multinational,
namely Caltex, to the mutual benefit of both. In Singapore,
there is an illustration of trade unions handling plant insurance
and also setting up many housing, consumer and transport
co-operatives with the aid of co-operative insurance interests.
Thus, the private, the public and the co-operative can be
balanced in various ways within large complex entities if the
objectives of the government an