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Abstract 

 

Developing countries greatly need to boost economic investment in order to 

spur growth, boost jobs, transfer advanced technologies, reduce poverty and 

increase their capacity to expand social welfare programmes.  Towards this 

end, most have constructed and coordinated vigorous policies to attract new 

foreign direct investment (FDI) and India is no exception to this (OECD, 

2002; Stiglitz, 2006; Rao and Dhar, 2011b).  Transnational corporations 

(TNCs), the source of most FDI, are powerful actors in the global economy 

and they, in turn, try to get the best possible deals from governments who 

are desperate to host them.  In such a charged economic and political 

environment, there is no guarantee that FDI will implant these desired assets 

(Nunnenkamp, 2002; OECD, 2002; 2008; Lipsey, 2003).  Indeed, there is 

evidence to suggest that TNCs bring a great many risks, as well as benefits, 

including labour exploitation, corrupt practices, including bribery, and the 

ability to unduly influence policy outcomes and monopolise domestic markets 

(Madeley, 1999; Richter, 2001; Farnsworth, 2004).  Thus, TNCs carry great 

risks, for the citizens, economies and local communities of host countries 

enticing FDI in the hopes of securing seriously needed development 

assistance.   

This thesis analyses the potential benefits and disadvantages of FDI to India 

and its citizens as reported by elite policy stakeholders.  The research is 

based on qualitative interviews in New Delhi, India with 40 participants from 

NGOs, IGOs, and policy and research organisations that target economic 



and social development issues.  In addition, it utilises documentary and 

policy analysis methods in order to investigate India’s investment and 

development strategy through the Indian investment bureaux.  

Through this analysis, the thesis reveals that FDI to India brings both 

benefits and disadvantages to its citizens and economy.  India’s current 

growth model is catering to the middle class consumer and employment 

needs and in this regard, FDI has increased opportunities and brought 

advantages.  However, FDI is not bringing much benefit for those in the 

lower social classes.  What’s worse, it is attributed to socioeconomic ills such 

as widening inequalities, increased social tensions, land displacement and 

the transport of low levels of global value chains which are rife with poor 

working conditions and exploitation.       
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Chapter One:  Introduction 

Transnational corporations (TNCs) travel the far corners of the planet in the 

pursuit of new investment opportunities, gain access to raw materials and 

new markets (Korten, 1995; Klein, 2001; Bakan, 2004).  In today’s globalised 

economy, the rate, speed and volume that investment can transverse 

international borders is unprecedented (Lipsey, 1997; Held et al, 1999).  

Foreign direct investment (FDI) is a type of international capital flow used by 

TNCs to invest in countries outside their home environment (Dunning, 

1997b; OECD, 2002).  In the past FDI mainly travelled from developed 

economies to other developed economies (Hirst and Thompson, 1996; Held 

et al, 1999; UNCTAD, 2013; O’Brien and Williams, 2007).  However, 

increasingly, TNCs are establishing investments via FDI in developing 

countries (Nunnenkamp and Spatz, 2004; Dunning, 2002; Dunning and 

Lundan, 2008).  Since 2012 developing countries received more FDI than 

developed countries (UNCTAD, 2013; 2014, 2015).  FDI brings wide ranging 

social and economic implications and the benefits from such investment is 

neither uniform or shared equally within host countries.  

For their part, developing countries view FDI as a conduit to fulfilling many of 

their development needs, such as accessing new capital streams, 

employment, technology and management expertise (Moran et al., 2005; 

OECD, 2002; 2008).  Developing countries accordingly seek investment from 

TNCs with vigour (Stopford and Strange, 1991; Chang, 2003; OECD, 2002, 
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2008; Farnsworth, 2010).  Governments hope that the valuable resources 

that TNCs hold will spillover, become absorbed in host countries and create 

domestic capabilities and capacities that can achieve development goals and 

priorities (Moran et al., 2005; OECD, 2002, 2008).  Over the past three 

decades, several developing countries such as Brazil, India, China and 

Russia liberalised their economies and experienced high levels of economic 

growth and their engagement with FDI is often attributed to their 

development successes (UNDP, 2013; UNCTAD, 2013; Rodrik, 2011; 

Spence, 2012; Subramanian, 2011). 

However, the fulfilment of development objectives from FDI is a ‘best case’ 

scenario and some go as far as to argue, are a ‘long-shot’ (Lipsey, 2000; 

Nunnenkamp, 2002).  TNCs also bring risks. They can monopolise markets, 

drive down labour standards and wages, engage in dangerous and 

environmentally damaging practices and interfere in political and policy 

decision making (Korten, 1995; Bakan, 2004).  The high presence of TNCs in 

developing countries has raised concerns that such firms profit from low 

wages and weak labour and environmental standards that are more easily 

exploited in developing countries (OECD-ILO, 2008; Korten, 1995; 

Farnsworth, 2004; Richter, 2001; Bakan, 2004).  Making the situation more 

precarious is the fact that the benefits to developing countries from FDI are 

far from guaranteed and automatic (Chudnovsky and Lopez, 1999; OECD, 

2002, 2008; OECD-ILO, 2008; Moran et al, 2005; Nunnenkamp and Spatz, 

2004; Dunning, 2002).  Moran et al (2005, p.375) conclude: 
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… a search for a “universal result” of FDI on a developing country 

economy is misguided.  FDI can have dramatically differing impacts—

both positive and negative.         

Madeley (1999, p. 16) remarks: 

If there is little or no net gain for developing countries from the 

presence of TNCs, the question is why they continue to attract 

them…TNCs offer help to countries that have economic wounds such 

as severe unemployment, chronic shortage of foreign exchange and 

sizable foreign debts.  The corporations appear to be the engineers of 

wealth, to have money and skills to earn additional foreign exchange 

and create jobs.  The deeper problems they can bring may not be 

considered alongside more pressing economic needs.  

These issues go the heart of this thesis.  It focuses on the social and 

economic disadvantages and benefits to developing countries from inward 

foreign direct investment. As there are many context specific variables that 

make generalising the impact of FDI to host countries difficult, as Moran et al 

(2005) and others such as Nunnenkamp and Spatz (2004) and Lipsey and 

Sjoholm (2005) conclude, this research uses New Delhi India as a qualitative 

case study.  This chapter is divided into two sections.  Section 1.2 presents 

the justifications for the research.  Section 1.3 outlines the structure of this 

thesis and the content of its chapters.    
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1.2:  Justification for the thesis  

Few qualitative studies have been conducted that explore the impact, in 

particular the social impact, of FDI on host countries, and fewer still from a 

social policy perspective.  Investigations into FDI are principally from the field 

of economics, business studies or development studies and are, in general, 

quantitative in nature.  This thesis seeks to fill such gaps.     

While social policy explorations of FDI to developing countries are widely 

absent, investigations of the impact of FDI to host countries are wide ranging 

in many other ways.  FDI is particularly relevant to the field of business 

studies and investigations of FDI have been carried out often in this field as it 

helps to explore investor motivations and the impact of operating in host 

countries which have particular relevance for the firm (Gunnigle and 

McGuire, 2001).  For example, Gunnigle and McGuire (2001) employed a 

qualitative research method to analyse key factors influencing the location 

decisions of inward investment to Ireland with specific focus on labour 

issues.  Gunnigle and McGuire’s research (2001) is one of the few qualitative 

studies concerning FDI; however, its principal focus is on corporate decision 

making not the impact to workers which is more in line with a social policy 

perspective.   

Research and literature from an economic and/or development disciplines 

often combine the interest and needs of transnational firms with the needs 

and assets of developing countries in various ways to explore the impact of 

FDI on host economies.  John Dunning (1997a, 1997b, 2002, 2008) 

extensively researched the location choice determinants for firms as well as 
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the role national governments play in affecting the competitiveness of 

economic activity within national borders by exploiting the firm’s ownership-

specific assets.    

There is a plethora of research from the field of development economics, for 

example, concerning the occurrence of the transference of resources from 

TNCs to domestic environments, known as spillovers (OECD, 2002; Javorcik 

and Spatareanu, 2005). Research investigating spillovers of resources from 

TNCs to host country environments provide insight into how developing 

countries can better capture resources such as technology advancements 

(Lipsey and Sjoholm, 2005) and research and development (Erdilek, 2005).  

For example, Theodore Moran, Edward Graham and Magnus Blomstrom are 

experienced researchers in the area of FDI, spillovers and developing 

countries.  Their research in edited books such as ‘Does FDI Promote 

Development’ is important in three respects all of which are representative of 

the existing body of research and literature concerning the impact of FDI on 

developing countries.  First, it explores the externalities and spillovers to host 

countries as mentioned above.  Second, it contributes to the wide body of 

literature (Nunnenkamp, 2002; Lipsey, 2003; Carkovic and Levine, 2002; 

Borensztein et al, 1998) that investigates the relationship between FDI and 

host country growth, specifically economic growth.  Thirdly, Moran et al 

(2005) help to contribute to the existing research (Dunning, 1997a; Chang, 

2003, 2014; Long, 2005; Moss et al. 2005) exploring national policies and 

their ability to effectively capture positive spillovers from TNCs.  
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What is missing from this body of research is qualitative descriptions of how 

the citizens are being affected by FDI, by the spillovers that are or are not 

taking root and by the policies that are or are not mitigating harm and 

extracting benefit which is the focus for this thesis.  For example, the 

research above provides important investigations into how FDI has impacted 

various economies but they are removed from the qualitative experience of 

stakeholders within host countries.  It is argued here that qualitative data 

from stakeholders concerning issues of spillovers or policy implementation 

provides an insight into the human experience of FDI which is broadly 

missing from the existing literature.  Such explorations typically do not fall 

within the remit of economics (Madeley, 1999) and this is where sociology 

and social policy can add further levels of analysis to FDI studies. 

What also appears missing from much of the FDI literature from economic 

and business studies discourses is discussions concerning power.  One of 

the principal contributions that a sociological perspective can bring to the 

study of the impact of FDI to host countries is the engagement with 

discussions of institutional power.  Separating notions of power from FDI 

research essentially isolates the economic from the political as well as to 

disengage with the social environment.  Strange (1997, p.136) comments on 

this occurrence: 

The central idea that many economist have been brought up to 

believe is that ‘economics is the study of wealth-creation and 

distribution’.  As such, they were led to believe, it could be divorced 

from the study of the social and political causes and consequences of 
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any economic change, or of any system of production or of finance. 

To my mind (and to that of many sociologist, historians, and lawyers), 

such an unnatural divorce is a quite preposterous idea.  

When discussions of power are missing from FDI investigations, in particular, 

in relevance to studies concerning the formulation of national policies to 

capture the benefits and mitigate harm from FDI, they will most likely fail to 

include the power of business to influence national policy decision making.  

 Finally research investigating the impact of FDI on host countries often 

neglects the role social welfare plays in promoting the benefits and mitigating 

risks of corporate investment to citizens.   

This thesis aims to fill these research gaps by exploring how workers and 

citizens are directly and indirectly impacted by FDI through qualitative 

descriptions from elite policy stakeholders.  It will utilise these responses to 

explore the wider implications to social welfare and social policy.  Social 

policies are essential to the macroeconomic environment (Gough, 2000; 

Mkandawire, 2004; Block and Evans, 2005) and may be important in 

attracting or repelling investment (Farnsworth, 2010, 2012), protecting 

citizens from corporate harm and exploitation, and extracting the advantages 

from investment (OECD, 2002; OECD-ILO, 2008).  Both citizens and 

businesses are dependent upon the state for needed welfare provisions to 

function and thrive (Gough, 1979; Glasberg and Skidmore, 1997; 

Farnsworth, 2012). While the needs of both business and citizens require a 

fair delivery of both corporate and social welfare, there are political and 

ideological factors that can cause disproportionate provisions of the two 
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(Glasberg and Skidmore, 1997; Farnsworth, 2012). This thesis explores 

India’s social welfare provisions and how these may help or hinder the 

impact of FDI on its citizens.  It also investigates the influence of corporate 

investment on social protections that are afforded or not afforded within 

investment policies.  By linking social welfare to the impact of FDI to India, 

this thesis hopes to help bridge the gap between ‘economic’ and ‘social’ 

investigations and posit that the two belong on the same continuum.  

1.3:  Structure of the thesis 

Chapter Two examines the wider context of globalisation, FDI and 

developing countries.  Aspects of economic globalisation that enable the 

speed, volume and ease of FDI to flow across national borders are 

discussed as well as the political decisions and institutions that promote, 

influence and, at times, enforce the liberalisation of national economies in the 

promotion and facilitation of open global markets (Coyle, 1999; Gilpin, 2001; 

Peet, 2003; O’Brien and Williams, 2007; Holden, 2014).  Also included are 

explanations as to why developing countries clamour after FDI and go to 

great lengths to attract it (Lipsey, 2003; Farnsworth, 2004, 2010).  This leads 

to explorations and a review of hypothetical arguments and empirical 

evidence concerning the costs and potential benefits of FDI to host countries.  

Overall, this chapter investigates the reciprocal relationship between TNCs 

and developing countries as both want to extract and exploit the resources 

and opportunities that the other can provide (Nunnenkamp, 2002; OECD, 

2002, 2008; Chang, 2003; Moran et al, 2005) and it will examine the 

implications that flow from this reciprocity. 
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Chapter Three shifts the debate towards the relationship between the 

economy and social policy.  It considers the needs and interests of business 

and this has implications for the social welfare of the host country (O’Connor, 

1973; Offe and Ronge, 1984; Gough, 1979; Farnsworth, 2004, 2010, 2012).  

Business investment decisions can influence the policy decision making in 

host economies in important ways (Hirschman, 1970; Fisher, 1994; Fuchs, 

2005; Farnsworth, 2004, 2010).  The factors that serve to both propel and 

constrain the ability of business to influence social policy outcomes (Gough 

and Farnsworth, 2000; Farnsworth, 2004, 2010) are highlighted.  It is argued 

that businesses depend upon the state in various ways just as citizens 

depend upon the state for social welfare (Gough, 1979; Glasberg and 

Skidmore, 1997; Farnsworth, 2012).  However, while social welfare is helpful 

to business, economic growth and the competitiveness of state’s economies 

(Gough, 2000), mainstream development agendas continue to prioritise the 

needs of business and economic growth over social welfare (Marques and 

Utting, 2010; Farnsworth, 2010) which is conceptualised as an ‘add on’ to 

future economic development (Mkandawire, 2004).   The issues of corporate 

harm, cost, crime and risk will be explored as will issues pertaining to 

corporate social responsibility.  Following this, examinations of the role of the 

state to effectively implement social policies that mitigate for corporate risk 

and extract potential benefits are discussed.  Overall this chapter explores 

the reciprocal relationship between social welfare and business and the 

implications that flow from this reciprocity. 

Chapter Four observes India’s transition from a closed economy with an 

import substitution industrialisation model of development to an open 
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economy aligned with global markets in 1991. When India liberalised its 

markets, it did so against a backdrop of widespread inequality and lack of 

social policies to address and restructure the social divisions (Dreze and 

Sen, 1995; Chandrashaker and Ghosh, 2006).  The resulting economic and 

social welfare trajectory that followed liberalisation will be explored coalesced 

with the role that FDI is playing in India’s current growth pattern.  Inequality 

and poverty in India are explored as well as the impact of the global financial 

crisis to India and developing countries.  The final section of this chapter will 

discuss and provide justification for the research questions used in this 

thesis.  

Chapter Five describes the methodological approach.  The first section will 

discuss and provide justification for the research questions used in this 

thesis.  Next the chapter will explore the methodology of the single case 

study utilised here.  The selection of the sample, data collection and data 

analysis is described as well as how my personal characteristics impacted 

my time in the field.  Following this, an exploration of the ethical issues, 

including anonymity and confidentiality is conversed here.  This chapter 

concludes with a discussion regarding obstacles encountered in the field.  

Chapter Six is the first of four empirical chapters.  It will analyse India’s 

investment strategies by utilising data from investment bureaux to gauge 

how India is selling itself to investors and consider the implications for social 

welfare.  The chapter will analyse two investment policies: Foreign Direct 

Investment in Multi-Brand Retail Trading Sector and the National 

Manufacturing Policy, 2011.  Respondent’s views on the policy’s potential 
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harms and benefits to India will be explored as well as the policies’ 

directives.  The two policies are in contrast to one another in their level of 

afforded protections to mitigate costs and maximise benefit.  The contrasting 

degree of protections afforded will be explored by extrapolating from 

considerations from Chapter Three regarding the variability of business 

power to influence policy outcomes.      

Chapter Seven will explore the types of FDI attracted to India and elite policy 

stakeholder’s perceptions of social and development consequences that 

have resulted from FDI.  This will lead to a discussion of what is perceived to 

be holding back manufacturing FDI.   

Chapter Eight is the third empirical chapter and will explore elite policy 

stakeholders’ perceptions of the Indian government’s ability to balance the 

needs of business and its citizens in the overall development strategy.  As 

informed from discussions in Chapter Three regarding the corporate and 

social welfare continuum and the tendency for development agendas to 

promote the needs of business over and prior to social welfare, this chapter 

will explore perceptions of the Indian government’s development agenda and 

its valuation of economic and social development, respectively, within its 

development priorities.   

Incorporating discussions from Chapter Two concerning possible spillovers 

from FDI, Chapter Nine will explore respondents’ views of what spillovers, 

both helpful and harmful, are occurring as a result of TNC investment in 

India.  Following on from discussions of deleterious corporate behaviour in 
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Chapter Three, this chapter examines issues concerning exploitation, child 

labour and land displacement.     

Chapter Ten draws together the findings and discussions from the research 

and brings the thesis to a conclusion.  It will summarise how the research 

questions have been answered and the wider implications of these findings, 

the original contributions to knowledge, the limitations of the research project 

and, finally, policy recommendations for both India and developing countries 

in general.    
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Chapter Two:  Globalisation, foreign direct 
investment and developing economies 

2.1:  Introduction 

One of the most significant aspects of our world today is the sprawling reach 

of transnational corporations (TNCs) and the rate, speed, and volume of 

foreign direct investment (FDI) that TNCs utilise to penetrate all corners of 

the globe (Moran et al. 2005; Moran and Oldenski, 2013, 2015; Richter, 

2001; Dunning, 1997b; Lipsey, 2000; Lipsey and Sjoholm, 2011).  

Increasingly, TNCs are investing in developing countries to increase profit 

margins, seek new markets or access needed resources (Nunnenkamp and 

Spatz, 2004; Dunning, 1997b, 2002; Thomas, 2011; Herzer, 2012).  While 

TNCs seek to invest in developing countries, developing countries seek 

investment from TNCs with equal vigour (Farnsworth, 2010; OECD, 2002, 

2008; Thomas, 2011; Herzer, 2012).  Developing countries often view foreign 

direct investment (FDI) as a conduit for achieving many development needs 

such as economic growth, employment, increase in human capital and 

technology transfer (OECD, 2002, 2008; OECD-ILO, 2008; Moran et al., 

2005; Chang 2014; Thomas, 2011; Herzer, 2012; ).  Thus, there is a 

reciprocal relationship between TNCs and developing countries as both want 

to extract and exploit the resources and opportunities that the other can 

provide (Nunnenkamp, 2002; OECD, 2002, 2008; Chang, 2003, 2014; Moran 

et al, 2005; Lipsey and Sjoholm, 2012).  In fact in 2014, 54% of the world’s 

FDI was invested in developing countries and one third of the total global FDI 

was from developing countries (UNCTAD, 2015).  Of the top ten FDI 
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recipients in the world, five are developing economies (UNCTAD, 2015).  

This level of FDI to and from developing countries is unprecedented 

historically as in the past FDI was mainly invested by developed economies 

to other developed economies (Hirst and Thompson, 1996; Held et al, 1999; 

UNCTAD, 2013; O’Brien and Williams, 2007, 2013).  

It is important to situate FDI to developing countries within the context of 

globalisation in order to provide insight into the complexities of the 

relationship and the dynamics of power between TNCs and developing 

countries.  Aspects of globalisation, both economic and political are 

increasing the technological and physical capabilities of TNCs to conduct 

transnational production seamlessly around the world (Kobrin, 1997; 

Strange, 1991; Gilpin, 2001; Held et al, 1999).   Other aspects of 

globalisation involve increasing political pressure upon developing countries 

to liberalise their national economies to allow for the free flow of foreign 

investment (Diehl, 1997; Newell, 2002; Farnsworth, 2010; Pierson, 1996; 

Chang and Grabel, 2004; Held et al, 1999).  Interestingly, developing 

countries have not always looked to FDI as source of development and this 

too is interwoven into the complexities of globalisation (Gore, 2000; Khor, 

2000; O’Brien and Williams, 2007, 2013; Chang, 2003, 2014; Chudnovsky 

and Lopez, 1999).   

Developing countries are increasing their dependence on FDI (Stopford and 

Strange, 1991; Moran et al, 2005) and compete with one another for 

investment (Farnsworth, 2010; Gilpin, 2001; Newell, 2002; Thomas, 2011; 

Davies and Vadlamannati, 2013).  The OECD and ILO (2008, p.14) argue:  
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The increasing number of potential destinations for FDI and the 

growing dependence of developing countries on FDI have intensified 

competition among countries to attract FDI.   

The intense competition has resulted in developing countries going to great 

lengths to welcome FDI with the formation of liberal economic policies and 

the creation of economic inducements, including financial incentives such as 

tax concessions, subsidies and preferential loans that are provided to attract 

foreign investment (Thomas, 2011; Erdogan and Atakli, 2012; Blomstrom, 

2002; Lipsey, 2003; Charlton 2003; Moran et al, 2005; OECD-ILO, 2008). 

However, developing countries are also making social policy concessions as 

inducements to attract investment (Farnsworth, 2004, 2010, 2012; Hecock 

and Jepsen, 2013; Davies and Vadlamannati, 2013). As will be explored in 

detail in the next chapter (section 3.6) social policies are helpful to business, 

economic growth and the competitiveness of a state’s economies (Gough, 

2000); however, mainstream development agendas prioritise the needs of 

business and economic growth over social welfare (Marques and Utting, 

2010; Utting et al, 2013; Farnsworth, 2010).  Although the needs of business 

and citizens are not exclusive, their interests can compete and conflict with 

each other (Glasberg and Skidmore, 1997; Farnsworth, 2012).  The pressure 

to prioritise economic growth and the needs of business, both real and 

perceived, can place downward pressure on nation states to construct social, 

labour and environmental policies with minimal regulation and protection 

(Davies and Vadlamannati, 2013; Thomas, 2011; Hecock and Jepsen, 2013; 

Farnsworth, 2004; Mishra, 1998; Yeates, 1999; Stryker, 1998; Strange, 

1996; Deacon, 1997).  The high presence of TNCs in developing countries 
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has aroused controversy and raised social concern that these firms are 

exploiting low wages and weak labour and environmental standards that are 

often present in developing countries (Thomas, 2011; O’Brien and Williams, 

2013; OECD-ILO, 2008; Korten, 1995; Richter, 2001; Bakan, 2004).  

Making the situation more precarious is the fact that the benefits to 

developing countries from FDI are far from guaranteed and automatic 

(OECD, 2002, 2008; OECD-ILO, 2008; Moran et al, 2005; Moran and 

Oldenski, 2013; Nunnenkamp and Spatz, 2004; Dunning, 2002; Herzer, 

2012).  Chudnovsky and Lopez (1999) conclude that it is not clear whether 

FDI generates more benefits than costs for the host country and 

Nunnenkamp and Spatz (2004) argue that conclusive evidence supporting 

the widely held view that developing countries should draw on foreign direct 

investment to spur economic development is sparse.  Nevertheless, as 

Lipsey and Sjoholm (2005, p. 23) highlight, policy makers appear to have 

made up their minds on the issue:  

A substantial body of literature has grown around the question of how 

inward foreign direct investment (FDI) affects host countries.  On 

almost every aspect of this question there is a wide range of empirical 

results in academic literature with little sign of convergence.  At the 

same time, policy makers seem to have made their own judgements 

that inward FDI is valuable to their countries. 

In sum, developing countries are going to great lengths to induce FDI, 

constructing policies that have direct impact to the wellbeing of their citizens 

in order to attract them and are doing so with only ambiguous evidence that 
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FDI will bring the needed benefits and clear evidence that TNCs may bring 

corporate harm to the economy and citizens in their wake (Chang, 2003, 

2014; Stiglitz, 2002, 2006; Farnsworth, 2010; Moran and Oldenski, 2013).   

Thus, exploring the question: what is the impact of FDI on developing 

countries becomes critical as the answer is necessary: 

…for the lives of millions-if not billions- of workers, families, and 

communities in the developing world.  The answer is crucial for the 

policymakers in developing and developed countries and in 

multilateral agencies.  The answer is central to the debate about the 

costs and benefits of the globalization of industry across borders. 

(Moran et al., 2005, p. 1) 

This chapter engages in these critical debates and will explore the impact of 

FDI on developing countries by examining the wider context of globalisation, 

FDI and developing countries.  Section 2.2 will explore the dynamics of 

economic and political globalisation.   Section 2.3 will deconstruct the 

definition of FDI and explore different types of investment that can have 

varying impacts on developing countries, communities, workers, and 

economies.  Section 2.4 will investigate the risks and benefits of FDI to 

developing countries by discussing theoretical postulations and summarizing 

empirical evidence.  Finally, section 2.5 will analyse why FDI, despite the 

given uncertainties, is high on the development agenda for countries.     
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2.2:  Defining Globalisation 

Held et al (1999, p.2) describe globalisation as  

…the widening, deepening, and speeding up of worldwide 

interconnectedness in all aspects of contemporary social life.  

Despite the prevalence of discussions concerning globalisation, there is 

widespread disagreement as to its definition, prevalence, and impact 

(Caselli, 2012; Farnsworth, 2004; Yeates, 1999).  Definitions of globalisation 

often refer to a shrinking of time and space where social phenomena in one 

part of the world are closely connected with social phenomena in other parts 

of the world (Deacon, 2007).   

Globalisation involves a number of dimensions including the economic, 

political, social, cultural and environmental (Deacon, 2007; Weiss, 2013).  

However, as political and economic aspects are most relevant to discussions 

concerning FDI, the following subsections will focus on these two aspects.   

2.2.1:  Economic globalisation 

Economic globalisation refers to the increasing interdependence of national 

economies through the transnational movements of goods, services, 

technology and capital (Joshi, 2009).  It also concerns the revolutionary 

developments in information, communication, and technology (ICT) (Lipsey, 

1997) as well as advancements in finance that have enabled the formation of 

a global economy (Strange, 1991; O’Brien and Williams, 2007, 2013).  Khor 

(2000, p. 3) argues that the most important aspects of economic 
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globalisation are the removal of national economic barriers; the increasing 

volume and speed of international trade, financial and production activities 

and the growing power of transnational corporations and international 

financial institutions in these processes.  Although economic globalisation is 

an expansive topic, this analysis will focus more on the mechanics of FDI; it 

will help to explain how FDI circulates the globe and how investors in one 

country can create investment in other host countries with the expansive 

reach and volume of investment that occurs today. The following subsections 

will examine aspects that are central to FDI:  multinational corporations and 

their growing power, transnational production, including the factors that have 

enabled and facilitated it, and the emergence of global value chains.     

2.2.1.1:  Multinational corporations within the global economy 

We cannot understand economic globalisation without a discussion of 

transnational corporations (TNCs) (Forsgren, 2013; Gilpin, 2001; Stiglitz, 

2006;; Stopford and Strange, 1991; Bakan, 2004).  An iconic image of 

globalisation (Korten, 1995), TNCs are instrumental to the global economy, 

the driving force behind transnational production (Forsgren, 2013; Sklair, 

2012; Hymer, 1976, 1979), and account for the majority of the world’s trade 

with much of it resulting from internal trade or movement of goods and 

services between units of the same corporation (UNCTAD, 2006; Forsgren, 

2013; O’Brien and Williams, 2013).   

TNCs are the largest source of FDI (OECD, 2008; Forsgren, 2013).  The 

definition of FDI will be explored further in detail below; for now, it is sufficient 

to understand that TNCs often utilise FDI, a type of international capital flow, 
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to conduct investment activities and/or manage subsidiaries in host countries 

outside their home base (Forsgren, 2013; Dunning, 1997b, 2002, 2008; 

O’Brien and Williams, 2007, 2013; Held et al, 1999).  TNCs are both vilified 

and respected (Stiglitz, 2006) and, it can be argued, can undermine state 

autonomy due to their economic and political power (Sklair, 2012; Coen, 

1998; Korten, 1995; Madely, 1999).    

Multinational Corporations (MNCs) or TNCs are terms that are often used 

interchangeably in globalisation discourse and refer to a company which 

produces goods or markets its services in more than one country (Forsgren, 

2013; O’Brien and Williams, 2013; Held et al, 1999).  There is some 

discussion about the relative usefulness of the term MNC versus TNC,1 but 

                                            
1 …“Most writers make no distinction between these terms and have settled 

for one terminology rather than another without any seeming reflection on the 

implications of these terms” (O’Brien and Williams, 2007, p. 177).  O’Brien 

and Williams (2007) go further to explain that the use of the term 

multinational tends to refer to a merger of capital from more than one nation 

state for the investment in the host country.  Whereas the term transnational 

reflects UN usage and denotes the idea that most of these international 

companies are usually owned and controlled by nationals of one country and 

conduct business operations in other countries; the business activity 

transcends borders but ownership does not (ibid).  Thus, writers may opt for 

one nomenclature over another to either emphasise or negate a sense of 

nationality.   
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these debates are of limited relevance here.  In this thesis I will use the term 

TNC.  

The realm of TNCs is large, diverse, and expanding (UNCTAD, 2007; 

Monbiot, 2000; Gilpin, 2001; Forsgren, 2013; Sklair, 2012).  Since the 1980s 

FDI has been growing faster than international trade precisely because 

TNCs are choosing to invest in other countries rather than producing goods 

and services in their home countries and exporting to foreign ones (Holden, 

2014).  The universe of TNCs is comprised of firms from both developed 

and, increasingly, developing countries (UNCTAD, 2007; 2013).  As 

mentioned previously, developing countries attracted 54 per cent of the 

global FDI in 2013 and one third of the global FDI for 2012 was from 

developing countries (UNCTAD, 2013; 2014).  Much of the increase of FDI to 

developing countries and least developed countries (LDCs) was a result of 

investment by TNCs from developing countries or South to South investment 

(UNCTAD, 2013).  Figure 1 illustrates the increasing global levels of inward 

FDI flows to developing countries.  Figure 2 depicts the growing outward FDI 

from developing countries.   
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Figure 1:  Inward FDI flows, annual, 1990-2013 

 

Source: UNCTAD Stat: 
http://unctadstat.unctad.org/wds/ReportFolders/reportFolders.aspx?sCS_Ch
osenLang=en [Accessed May 16, 2015] 
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Figure 2:  Outward FDI, annual, 1985-2013 

  

Source: UNCTAD Stat: 
http://unctadstat.unctad.org/wds/ReportFolders/reportFolders.aspx?sCS_Ch
osenLang=en [Accessed May 16, 2015] 

 

TNCs are held accountable for being the major driver of globalisation and 

responsible for its failures and ills as well as its successes (Forsgren, 2013; 

Stiglitz, 2006).   The risks and benefits of FDI and TNCs are explored further 

in section 2.4.  On the one hand, TNCs are accredited for bringing the 

benefits of globalisation to developing countries (OECD, 2002; 2008; O’Brien 

and Williams, 2013). TNCs are successful because they possess certain 

characteristics that give them a competitive advantage that they can then 

exploit in the global markets (Dunning, 2002; Porter, 1990; Forsgren, 2013).  

These assets may take the form of advanced technologies, research and 
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development capabilities, managerial and organisational expertise and 

innovative products and services (Dunning, 2002; Porter, 1990; O’Brien and 

Williams, 2007, 2013).  TNCs can bring these needed assets to developing 

countries as well as provide jobs to their citizens and revenue in the form of 

taxes to their economies (Farnsworth, 2000, 2004, 2010; Herzer, 2012).  

Developing countries need investment to provide the aforementioned assets 

and TNCs house them in plenty and, simultaneously, TNCs want to cut cost 

and the establishment of subsidiaries in developing countries can help 

achieve this goal (Farnsworth, 2008; Thomas, 2011; Herzer, 2012; Forsgren, 

2013).  In addition, TNCs continually seek new markets and consumers may 

benefit from wider consumer choice and superior products and services 

(Pradhan and Abraham, 2005; Lawrence, 2011). 

On the other hand, TNCs are criticised as being profit driven exploiters of 

developing countries and of causing great harm (Sklair, 2012; Jenkins, 1987; 

Bakan, 2004; Richter, 2001; Madeley, 1999; Korten, 1995). Businesses 

pursue profits and TNCs are accused of going to great lengths to cut costs 

and increase profit margins by exploiting labour and driving down wages, 

providing adverse working conditions, and polluting the environment (Haynes 

et al, 2013; Farnsworth, 2004; Stiglitz, 2006; Madeley, 1999; Korten, 1995; 

Bakan, 2004).  Corporate harm as well as corporate social responsibility 

(CSR) will be discussed further in the next chapter.  

TNCs are hubs of power and economic wealth (Forsgren, 2013; Madeley, 

1999; Stiglitz, 2006; Bakan, 2004; Korten, 1995; Fuchs, 2005). Their 

economic wealth often surpasses developing countries’ gross domestic 
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product (GDP: the sum total of goods and services produced by a country), 

as Stiglitz (2006, p.187) emphasises: 

These companies are richer than most countries in the developing 

world.  In 2004, the revenues of U.S. car company General Motors 

were $191.4 billion, greater than the GDP of more than 148 countries.  

In its fiscal year ending 2005, US retailer Walmart’s revenues were 

$285.2 billion, larger than the combined GDP of sub-Saharan Africa. 

TNCs are not only wealthy but politically powerful and have the ability to 

shape national and international policy debates (Hill et al, 2013; Sklair, 2001, 

2012; Vogel, 1996; Farnsworth, 2004, 2010; Fuchs, 2005).  The power of 

TNCs to influence policy decision making as well as the dynamics of power 

between the state and the firm will be explored in greater detail in the next 

chapter.  For now, it will be helpful to understand that as TNCs invest in 

developing countries; this creates a growing interdependence between the 

two resulting in a new trend in diplomacy (Strange, 1991; Stopford and 

Strange, 1991; Sklair, 2002, 2012).  Strange (1994) argues that states must 

now negotiate with firms and firms now have to become much more state-

like in their dealings with national governments.  Strange (1994) argues that 

firms have become more involved with governments and policy making as 

both have come to recognise the increased dependence of the state on the 

scarce resources controlled by firms.    

Investment via TNCs is only part of the economic globalisation story, of 

course.  Also important are changes in production.  The following subsection 

will describe in more detail the changes in production. 
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2.2.1.2:  Transnational production and the global value chain  

TNCs are able to produce a wide range of goods and services in host 

countries around the world through the process of transnational production 

(Forsgren, 2013; Jenkins, 1987; Kobrin, 1997; O’Brien and Williams, 2007).  

2013). The transnational production system is a complex one where workers 

and workplaces worldwide are integrated into a heterogeneous mixture of 

local, national, regional and global systems of labour, production and 

reproduction (Gereffi and Korzeniewicz, 1994; Barndt, 2002; Rivoli, 2005; 

Yeates, 2012; Truong 1996).  O’Brien and Williams (2004, 2013) observe 

that there are essentially two routes to try and investigate the global 

production structure.  One way is to focus on the TNC and the second is to 

direct attention to the range of activities that comprise the final product or 

service: global value chains (GVCs).  The GVC is the full range of activities 

that firms and workers do to bring a final product from its conception to the 

end result (UNCTAD, 2013; Gereffi et al, 2005; Nathan and Kalpana, 2007).  

Although global value chains are often associated with manufactured 

products, the transnational production process incorporates a vast range of 

products and services from business and information processing (Nathan 

and Kalpana, 2007) to reproductive services such as paid and unpaid care 

(Yeates, 2012) and domestic and sexual services (Truong, 1996).  In 

UNCTAD’s World Investment Report (2013), a section was dedicated to the 

widespread occurrence of transnational production involving GVCs.  

UNCTAD (2013) estimates that 60% of global trade, which is more than US 

$20 trillion in value, is the result of trade in intermediate goods and services 

at various stages of production within TNC coordinated GVC networks.   
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As explained above TNCs locate different parts of their production operation 

in various host countries (Kalemi-Ozcan and Sanchez, 2013; Nunnenkamp 

and Spatz, 2004; Moran et al, 2005; Forsgren, 2013; Dunning, 1997b, 2002, 

2008).  They can then proceed to conduct intra-firm trade to link the 

production facilities and components for final delivery of service or assembly 

of production (Nathan and Kaplana, 2007).  This type of transnational 

production occurs, for example, when automobile parts are shipped by a 

subsidiary in one country for assembly by the same firm or parent company 

in another host country.  However, as Gereffi et al (2005) and Nathan and 

Kalpana (2007) argue, increasingly production operations are not only 

divided between locations but also between firms. TNCs fracture the 

production process into smaller pieces through various types of contractual 

arrangements with suppliers outside the firm (Gereffi et al, 2005; Nathan and 

Kalpana, 2007).  Using the same example above, in this scenario, a TNC 

may source automobile parts from several different firms outside their 

subsidiary operations and link the components via inter-firm and inter-

industry transactions.  These suppliers and/or production units within GVCs 

can be arranged in sequential chains or aligned in more complex 

arrangements and can be global, regional, or span across only two countries 

(UNCTAD, 2013). This type of production results in numerous layers of 

subcontracting units as the product is further and further outsourced or 

subcontracted (Gereffi et al, 2005; Nathan and Kalpana, 2007; Hopkins, 

1994; Gibbon and Ponte, 2005).  Nathan and Kalpana (2007, p.2) explain 

that the trend of GVCs is driven by cost cutting and the increasing 
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competitiveness between TNCs to make higher returns which can be 

achieved through outsourcing.  

UNCTAD (2013) warns that participation in GVC transnational production 

can bring a mixed bag of costs and benefits that are heavily dependent upon 

where in the value chain the country is participating most (UNCTAD, 2013).  

Developing countries can get locked into lower levels of GVCs and because 

the nature of these production systems are very fragmented, it can difficult 

for units and sectors to progress and transition up the value chain (UNCTAD, 

2013).  Lower levels of GVCs are linked to insecure and poor working 

conditions (UNCTAD, 2013).  This discussion of GVCs is especially 

important when we consider countries such as India where industries such 

as garments are incorporated into lower levels of the supply chain and often 

involve production in home based units where working conditions are often 

exploitative.  GVCs will be further explored in section 2.4.3 which involves 

employment conditions as well as in Chapter Three (3.5).     

2.2.2:  Political globalisation 

Political globalisation involves the extension of political power and activity 

across the boundaries of the modern nation-state (Held et al, 1999, p.49).  

International governmental organisations (IGOs) such as the International 

Monetary Fund (IMF), World Bank, World Trade Organization (WTO), and 

the United Nations (UN) are the pillars of political globalisation, the source of 

global power and global governance, and have influence on the decision 

making of nation-states (Weiss, 2013; Holden, 2014; Stiglitz, 2002; Coyle, 

1999; Diehl, 1997). Their economic prescriptions, economic neoliberalism, is 
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a key aspect of globalisation (Chang, 2014; Cox, 1994; Stiglitz, 2002; 2006; 

Gill, 1995; Peet, 2003).  These attributes of globalisation—IGOs and 

economic neoliberalism— have promoted the circulation of FDI to developing 

countries (Marshall, 1996; Gill and Law, 1989; Chang and Grabel, 2004; 

O’Brien and Williams, 2013).  As explored in the previous section, advances 

in transnational production denote what is possible but political decisions are 

the driving force behind the liberalisation of economies and enticement of 

foreign investment (Chang and Grabel, 2004; Chang, 2014; Khor, 2000).   

Researchers such as Gill (1995), Helleiner (1994), Peet (2003), Cox (1994), 

and Wade (2002) discuss the ways in which the governance of the global 

political economy via IGOs is framed and endorsed by an unbridled version 

of economic liberalism known as neoliberalism.  Neoliberalism is rooted in 

the economic liberal perspective which promotes the power of the market 

and its ability to self-regulate (Holden, 2014; Stiglitz, 2002, Coyle, 1999; 

Peet, 2003).  The economic crux of the liberal perspective lies within the 

trade theory of comparative advantage or comparative costs which was 

developed in the 19th century by Adam Smith (Holden, 2014; Chang, 2014; 

Gilpin, 2001; Stiglitz, 2002; Coyle, 1999).  O’Brien and Williams (2007, 

p.142) summarize the concept of comparative advantage:  

Stated simply the theory of comparative advantage shows that if a 

country specializes in the production of those goods and services in 

which it is relatively efficient (or alternatively, relatively less efficient) 

compared to its competitors it will be better off. Countries would 

improve their economic growth, become more stable, powerful and 
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efficient since they would be specializing in the production of goods 

and services in which they were the most efficient producers and 

enabling their consumers to buy foreign goods at the lowest prices.   

According to the liberal economic perspective, government non-interference 

and free trade of goods and services which represent the country’s 

comparative advantage are promoted as the best and most efficient formula 

for development (Coyle, 1999; Gilpin, 2001; Peet, 2003; O’Brien and 

Williams, 2007, 2013; Holden, 2014).   

There is, however, a wide spectrum for economic liberal ideology with rigid 

free market ideology, neoliberalism, on one end of the spectrum and more 

temperate versions where a degree of intervention is accepted to correct for 

market failures on the other end, however, both ends are economic 

liberalism as they support the power of open markets (Chang, 2007, 2014; 

Stiglitz, 2006; Coyle, 1999; Gilpin, 2001; Gill, 1995).  The dynamics between 

social welfare and neoliberalism will be explored further in the proceeding 

chapter (section 3.6).  

Since their inception, the IMF and the World Bank targeted developing 

countries to assist with their economic development (Korten, 1995; Hale et 

al, 2013).  Excessive lending to developing countries from the Bank 

continued in a standard and orderly way until the 1980s when the level of 

debt plus rising interest rates coupled with unstable economies in many of 

these countries, made default on the loans look unavoidable (Stiglitz, 2002; 

Peet, 2003; Korten, 1995; Chang and Grabel, 2004).  In response to the 

crisis, the World Bank and the IMF stepped in and created financial 
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settlements for bankrupt countries called structural adjustment programs 

(SAPs) (O’Brien and Williams, 2013; Stiglitz, 2002; 2006; Chang, 2003, 

2014; Gore, 2000).  SAPs were tailored policy prescriptions for individual 

countries and called for massive changes to pre-existing economic policies.  

Policy changes involved cutting public spending, liberalising national 

economies and reducing restrictions and tariffs on both imports and exports 

thereby providing incentives to attract foreign investors (Chang, 2003, 2014; 

Stiglitz, 2002; Wade, 2002; Rodrik, 1990; Gore, 2000).  These policy 

demands became part of a broader policy framework known as the 

Washington Consensus which emphasised the downscaling of the 

government, deregulation, privatisation (transfer of public sector enterprises 

to the private sector) and rapid liberalisation (Rodrik, 1990; Gore, 2000; 

Stiglitz, 2004, 2006).  

The Washington Consensus and neoliberal ideology both strongly advocate 

that developing countries create an attractive environment for foreign 

investment as this is purported to be crucial for economic growth (Cook and 

Kilpatrick, 1988; Khor, 2000; Gilpin, 2001; Stiglitz, 2002).  This promotion of 

FDI occurs within and from multilateral organisations such as The 

Organisation for Economic Co-Operation and Development (OECD), and the 

WTO (Hale et al, 2013).  The WTO, for example, can enforce the removal of 

controls on TNC activities for member countries (Held et al, 1999; Holden, 

2014; Moran, 1990; Graham, 1997).  The WTO’s Agreement on Trade 

Related Investment Measures (TRIMS) restricts the ability of national 

governments to place performance requirements on TNCs or require foreign 

enterprises to purchase certain quantities of input supplies from local 
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sources (Hale et al, 2013; Moran, 1990; Stiglitz, 2006; Holden 2014).  The 

Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPS) 

is another example of investment protection for TNCs whereby minimum 

standards are enforced for forms of intellectual property such as copyright 

laws for medicines, for example (Holden, 2014; Gilpin, 2001).  Both of these 

measures have large implications for developing countries within the WTO 

as they greatly hinder their ability to steer investment activity and exploit 

TNCs for their best interests.  As will be explored in an upcoming empirical 

chapter (section 6.5.); TRIPS, for example, halted India’s ability to reverse 

engineer non-patented medication which has large ramifications for the 

country’s access to affordable medicine (Gopakumar, 2013).      

Thus, a key aspect of political globalisation is the impetus for global 

cooperation, direction and synchronisation of national legislation concerning 

FDI and TNC activity (Sklair, 2012; Gill and Law, 1989; Held et al, 1999; 

Gilpin, 2001).  Legislation concerning investment policies prior to the 

advocacy of neoliberalism and the Washington Consensus via the global 

political institutions was predominantly within the remit of the national domain 

of decision making as will be explored below (section 2.5) (Weiss, 2013; 

Gore, 2000; Helleiner, 1994; Chang and Grabel, 2004).  With political 

globalisation, domestic investment measures became more open to global 

influence and scrutiny from IGOs (Hale et al, 2013; Weiss, 2013; Held et al., 

1999; Holden, 2014; Gilpin, 2001; Chang and Grabel, 2004; Stiglitz, 2002, 

2006).   This outside influence and encroachment on national economic 

policy-making became an outlet of discontent for globalisation.  Critics 

became concerned for the sovereignty of the nation state and the debates 
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that ensued added to the larger discourses concerning the costs of 

globalisation, the likes of which will be explored next (O’Brien and Williams, 

2013; Newell, 2002; Gilpin, 2001; Cox, 1994; Weiss, 1998). 

2.2.3:  The criticisms of globalisation and the impact on nation states, 
developing economies and the world’s poor 

There is an assumption that globalisation and the spread of investment will 

lead to benefits to all but there are real harms involved in this process.  An 

obvious drawback of globalisation is the corporate harm caused by TNCs.   I 

will discuss the specifics of corporate harm in Chapter Three (section 3.3).  

Here the focus is on the broad literature that exposes the problems of 

globalisation, especially in relation to the world’s poor.  In Joseph Stiglitz’s 

(2006) ‘Making Globalization Work’, he explores the widespread discontent 

and highlights several major problems that have resulted from globalisation. 

This section will briefly examine three key criticisms that have been made.   

The first is the concern that globalisation is creating unbalanced outcomes in 

both developed and developing countries and the wealth created is not 

experienced by many, in particular by those most in need (Gilpin, 2001; 

Mittelmann, 2000; Stiglitz, 2002, 2006; Sklair, 2002; Newell, 2002).  Income 

inequalities are growing in both developing and developed countries since 

the 1980s (Rodrik, 2011; Singer, 1999; Khor, 2000; Wade, 2002; Sklair, 

2002).  Newell (2002) emphasises the importance of investigating the impact 

of globalisation and poverty within developing contexts.  The world’s poorest 

populations are often more vulnerable to the external shocks that 

globalisation brings and this consequence is regularly ignored within the 
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wider globalisation debates (Newell, 2000; Hirway and Prabhu, 2012; Nathan 

and Kelkar, 2012; Mittelmann, 2000; Madeley, 1997; Dauvergne, 1999; 

Hoogvelt, 1997; Newell, 2002; Klein, 2001).  Livelihoods within developing 

countries are often integrated into micro and macroeconomic institutions that 

are susceptible to market liberalisations and vulnerable to the wider changes 

in the trade, production and financial structures of globalisation (Hirway and 

Prabhu, 2012; Dauvergne, 1999; Hoogvelt, 1997; Mittelmann, 2000; Newell, 

2000).  This vulnerability to external global shocks has arguably increased 

and exacerbated inequalities and insecurities within poor populations in 

developing countries (Rodrik, 2011; Madeley, 1999; Sklair, 2002; Newell, 

2002; Klein, 2001).  A further criticism is that key global decisions regarding 

trade policies that directly impact the citizens of developing countries often 

take place within international forums where developing countries are poorly 

represented where decisions directly impacting the poor are often 

determined by global financial actors (Newell, 2002; Holden, 2014).   

This leads to the second critique of globalisation; it has eroded countries’ 

autonomy in policy-making (Hale et al, 2013; Weiss, 2013; Wall, 2012; 

Strange, 1996; Gill, 1995; Cox, 1994).  Globalisation literature is replete with 

debates concerning the political autonomy of the nation state in the face of 

powerful global bodies such as IGOs and transnational capital (Hale et al, 

2013; Newell, 2002; Gilpin, 2001; Mittelmann, 2000; Strange, 1996; Held et 

al, 1999).    One argument contends globalisation has resulted in the 

transformation of the state whereby its autonomy is reduced, confined and 

disciplined by transnational capital flows (O’Brien and Williams, 2013; Cerny, 

1990; Cox, 1994; Mittleman, 2000).  Cox (1994) argues that states have 
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transformed from being guardians against outside global interference to 

mediators within the global political economy whereby power structures 

within the national government are reconfigured to suit the needs and 

requirements of the world economy.  Newell (2002) goes further to observe 

that the power dynamic between the state and transnational capital flow is 

not as simple as capital’s structural dominance over the state, but rather, the 

two act in alliance.  In this context, it is important to note the role that states 

themselves play in relinquishing capital controls or affording certain 

privileges and freedoms to transnational capital (Helleiner, 1994; Helleiner 

and Pagliari, 2011).  That said, although some states may play a prominent 

role in constructing their position in the global economy, “the menu of policy 

choices available to governments is clearly more a la carte for some than 

others” and the varying flexibility is indicative of a North-South divide (Newell, 

2002, p.2). 

The third and last critique of globalisation to be examined here argues that 

the economic prescriptions of globalisation are inappropriate and unfair to 

many of the developing countries they have been forced upon (Rodrik, 2011; 

Stiglitz, 2002, 2006; Chang and Grabel, 2004; Chang, 2002, 2014).  

Globalisation is presented by some as an uncontrollable force whereby 

states have no option but to accommodate and adapt (Ohmae, 1999; 

Wriston, 1992).  However, when globalisation is presented in this way, power 

and agency are removed and globalisation becomes apolitical, thus, states 

have to adapt to the rules of the game rather than direct them (Newell, 

2002).  Chang (2003, 2014), Stiglitz (2006) and Newell (2002) refer to the 

discourse of ‘there is no alternative’ or TINA which absolves state 
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governments and IGOs of any blame for the consequences of ‘casino 

capitalism’ (Strange, 1996; McKenzie, 2011) whereby reckless investment 

and predatory currency speculation, for example, is something that is 

portrayed as uncontrollable.   

Many are critical of the fact that the advanced industrial countries of today 

did not follow neoliberal policies when they were in earlier stages of 

development (List, 1841; Stiglitz; 2002, 2006; Chang, 2002, 2007, 2014; 

Rodrik, 2011; O’Brien and Williams, 2007, 2013).  It is widely recognised that 

the wealthy nations achieved their economic success by keeping domestic 

economies more regulated or closed to global markets until such time that 

they could become competitive internationally (Stiglitz, 2002; 2006; Chang, 

2002, 2007, 2014; O’Brien and Williams, 2007, 2013).  Historically, 

protectionist policies, by providing the opportunity to develop economies of 

scale and domestic market stability, have been important and perhaps 

necessary components of government-led strategies of economic growth in 

countries such as Germany and the United States (O’Brien & Williams 2007, 

2013). The implications for developing countries such as India are that by 

joining global institutions such as WTO they are effectively placed in a policy 

straightjacket and unable to pursue the economic policies that the now 

developed countries implemented to their advantage when in similar stages 

of development.  Chang (2002, p.5) highlights the argument put forth by the 

nineteenth century German economist Friedrich List (1841, p.40) who wrote:   

It is a very common clever device that when anyone has attained the 

summit of greatness, he kicks away the ladder by which he has 
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climbed up, in order to deprive others of the means of climbing up 

after him.  

In other words, this argument holds, developed countries and IGOs are 

purposely making it difficult for developing countries to amass the wealth that 

they themselves now control (Chang, 2002, 2007, 2014).       

It is important to note that the aforementioned criticisms of globalisation 

presented above tend to concentrate on the undermining of the national, 

political, and social institutions of developing countries by powerful global 

economic institutions.  However, as Yeates (2001) highlights, another 

perspective on globalisation recognises the reciprocal influence of, for 

example, individual states, communities, and labour organisations on 

globalisation.  Thus, as globalisation impacts developing countries, 

developing countries impact globalisation.  Nation states, including 

developing ones, can be argued to be more than merely passive victims of 

global economic and political institutions (Khor, 2000).  The complicated 

dynamics of power between nation states and global institutions, in particular 

TNCs, will be explored further in the next chapter. 

Clearly, globalisation brings a range of disadvantages and benefits to nation 

states, communities and economies.  As will be explored in the remainder of 

this chapter, in regards to FDI and its impact on developing countries, the 

drawbacks and benefits are context specific as well.  The next section will 

deconstruct the definition of FDI and explore different types of investment 

that can have varying impacts on developing countries, communities, 

workers, and economies.    
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2.3:  FDI within the global economy 

The advantages and disadvantages that foreign corporations bring to host 

countries are context specific depending upon several factors including the 

specific company, the industry, the regulatory environment of the host 

country (Farnsworth, 2004; Moran and Oldenski, 2013), as well as the 

motivations behind the investment (OECD, 2008; Rao and Dhar, 2011b; 

Forsgren, 2013).  This last factor highlights the importance of understanding 

the specifics of FDI.  Most discussions of FDI fail to fully define it. However, 

in order to understand the full implications of FDI to developing countries in 

particular, it is important to elaborate more fully on what exactly constitutes 

FDI as well as examine the different types of FDI.  Companies and investors 

have several options available to them in regards to how they want to enter 

foreign markets.  How a company enters or accesses a foreign market is 

often determined by the type of FDI.  Different types of FDI are associated 

with varying degrees of advantages and disadvantages to host countries 

though all types of FDI can bring drawbacks. This section will first provide a 

comprehensive definition of FDI and explore the complexities and 

inconsistencies of the definition.  It will proceed to further deconstruct four 

main types of FDI relevant to this thesis.   

2.3.1:  Defining FDI 

The OECD is an international organisation consisting of 34 member 

countries, many of which are developed European countries, who aim ‘to 

promote policies that will improve the economic and social well-being of 
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people around the world’(OECD, 2015). The organisation establishes 

definitions, guidelines and standards for global economic and financial 

instruments.  In the 1980’s the OECD recognised the need to correct the 

traditional reporting models that could no longer keep up with the increasing 

complexity of cross border investments as well as TNCs’ complex financial 

manoeuvres of capital into and through offshore tax jurisdictions (OECD, 

2008).  Therefore, in 1983 the OECD constructed the ‘Benchmark Definition 

of Foreign Direct Investment’ (Benchmark Definition) which provided a 

“comprehensive set of rules to improve the statistical measures of foreign 

direct investment” (2008, p.14). The stated purpose of the Benchmark 

definition is to provide clear guidance for individual member countries 

compiling investment statistics2 (OECD, 2008).  However, as will be explored 

here, the complexity of international investments continue to defy clear cut 

categorisation (Rao and Dhar, 2011a, 2011b; Chang, 2007, 2014; Kalemli-

Ozcan and Villegas-Sanchez, 2013).    

The OECD (2008, p.1) defines FDI as the following: 

Direct investment is a category of cross-border investment made by a 

resident in one economy (the direct investor) with the objective of 

establishing a lasting interest3 in an enterprise (the direct investment 

                                            
2 There are two other standardised definitions for FDI: The IMF’s Balance of 
Payments and International Investment Position Manual 6th edition (BPM6) 
and System of National Accounts, 2008(SNA, 2008).  The Benchmark 
definition is fully compatible with both (OECD, 2008, p.1). 
3 “There may be instances where non-resident investor, or investors acting in 
concert, acquire a resident enterprise (in whole or in part), with a view to 
asset stripping, or restructuring and then reselling the entity. The relationship 
between the investor(s) and the enterprise may not be “long lasting” but the 
direct investor’s(s’) influence will have a lasting effect. Indeed, in some 



40 
 

enterprise) that is resident in an economy other than that of the direct 

investor. The motivation of the direct investor is a strategic long-term 

relationship with the direct investment enterprise to ensure a 

significant degree of influence by the direct investor in the 

management of the direct investment enterprise.  The “lasting interest” 

is evidenced when the direct investor owns at least 10% of the voting 

power of the direct investment enterprise. 

From the outset, the primary characteristics outlined in the Benchmark’s 

definition underscore the motivation of the investor as ‘lasting’ and having a 

significant managerial role in the direction of the enterprise.  It is argued that 

this motivation will spur the investor to bring or create a collection of 

resources to the investment enterprise such as technology, knowledge, 

managerial know how, and increased production capabilities (OECD, 2008; 

Dunning, 2002, 2008; Rao and Dhar, 2011b; Moran and Oldenski, 2013).  

However, the qualitative characteristics of direct investment such as ‘lasting 

interest’ and ‘managerial role’ are quantified by a strict numerical guideline of 

10 per cent ownership of the investment enterprise.4  Researchers often 

argue that 10 per cent ownership is arbitrary and does not denote significant 

                                                                                                                           
instances, such purchasers could have no intention of retaining their equity 
holding for a year but they could have a profound impact on the entity” 
(OECD, 2008, p.22).  
4 “However, for the sake of consistency and cross-country comparability of 
the FDI statistics, a strict application of a numerical guideline is 
recommended to define direct investment. Accordingly, direct investment is 
considered evident when the direct investor owns directly or indirectly at 
least 10% of the voting power of the direct investment enterprise. In other 
words, the 10% threshold is the criterion to determine whether (or not) an 
investor has influence over the management of an enterprise, and, therefore, 
whether the basis for a direct investment relationship exists or not” (OECD, 
2008, p.23). 
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influence of managerial direction or ‘lasting interest’5 (Chudnovsky and 

Lopez, 1999; Rao and Dhar, 2011a, 2011b; Chang, 2007, 2014).  Lasting or 

long-term interest is not defined in terms of the amount of time an investor 

must keep the investment.  How quickly FDI can be ‘liquidised’ and 

repatriated or taken out of the host country depends on the country’s capital 

markets and the rules that are in place to regulate and monitor capital flight 

(Chang, 2007, 2014).  

The aforementioned characteristics are used to differentiate FDI from the 

other main form of international investment, portfolio investment (PI).   PI 

refers to the purchase of stocks, corporate bonds, and other financial 

instruments in an investment outside the investor’s home country. PI 

investments are ‘indirect’ or ‘hands off’ and do not involve a managerial 

interest to direct the day-to-day operations of the enterprise (OECD, 2008; 

Kirabaeva and Razin, 2013).  PI investments are short term in nature and 

often speculative (Kirabaeva and Razin, 2013; Chang, 2007, 2014; Rao and 

Dhar, 2011b).  FDI, on the other hand, is associated with being a more stable 

form of investment in comparison to PI as well as capable of bringing more 

resources to the investing enterprise (OECD, 2008).  Thus, the motivation 

behind the investment is different between the two as the OECD (2008, p.2) 

explicate:  

                                            
5 “Some compilers may argue that in some cases an ownership of as little as 
10% of the voting power may not lead to the exercise of any significant 
influence while on the other hand, an investor may own less than 10% but 
have an effective voice in the management. Nevertheless, the recommended 
methodology does not allow any qualification of the 10% threshold and 
recommends its strict application to ensure statistical consistency across 
countries” (OECD, 2008, p.49). 
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The motivation to significantly influence or control an enterprise is the 

underlying factor that differentiates direct investment from cross-

border portfolio investments. For the latter, the investor’s focus is 

mostly on earnings resulting from the acquisition and sales of shares 

and other securities without expecting to control or influence the 

management of the assets underlying these investments. Direct 

investment relationships, by their very nature, may lead to long-term 

and steady financing and technological transfers with the objective of 

maximising production and the earnings of the MNE [multinational 

enterprise] over time. Portfolio investors do not have as an objective 

any long-term relationship. 

Given that FDI is associated with stability and spillovers, it is often preferred 

over PI as a source of development funding (OECD, 2008; Chang, 2007, 

2014; Rao and Dhar, 2011b).  However, the distinction between PI and FDI 

has become more blurred with new types of global investments that have 

risen in popularity, in particular, in the mid-2000s (UNCTAD, 2006). These 

new types of investments include private equities, venture capital, and hedge 

funds, and are made by collective investment institutions which are often 

banks and insurance companies (UNCTAD, 2006; Kirabaeva and Razin, 

2013).  Statistically, these types of investments purchase 10 per cent 

ownership of the enterprise but may not have lasting or managerial interest 

(Rao and Dhar, 2011a, 2011b, Chang, 2007, 2014; UNCTAD, 2006; OECD, 

2008).  However, the OECD states that because the investment exceeds the 

10 per cent investment threshold, it should be counted as FDI, “even if a 

majority of such investments are short term and are closer in nature to 
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portfolio investments (UNCTAD, 2006, p.16).  Chudnovsky and Lopez (1999, 

p. 5) have argued that this blurring between FDI and PI has cast further 

doubt on the argument that FDI is a stable form of investment6.  

The blurring of the distinction between FDI and PI has direct relevance for 

developing countries trying to incorporate FDI policies into strategic 

development initiatives.  UNCTAD (2014, p.17) in its latest World Investment 

Report (WIR) explained that private equities are relatively active in emerging 

markets, in particular, in Asia.  Figure 3 is taken from the WIR and depicts 

the presence of private equites in developing countries, in particular, within 

cross border mergers and acquisitions (UNCTAD, 2014, p.19).  The graph 

illustrates the speculative nature of the investment and its increasing 

presence in developing countries as of late. 

  

                                            
6 “One of the differences between FDI by private equity funds and that by 
traditional TNCs relates to the fact that the investment horizon of the former 
lasts, on average, only 5-6 years, while, in theory, traditional TNCs have 
typically engaged in expanding the production of their goods and services to 
locations abroad and have longer investment horizons. But more recently, 
TNCs have also increasingly been driven by short-term performance targets 
to meet shareholders’ expectations for high and rapid returns” (UNCTAD, 
2006, p.19). 
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Figure 3:  FDI by private equity funds, by major host region, 1995-2013 

 

 

Rao and Dhar (2011b) as well as Chandrasekhar and Ghosh (2007) contend 

that it is crucial for policy makers to better understand the qualitative nature 

of the FDI coming into the host country in order to construct policies that are 

effective in capturing advantages and mitigating risks for the economy and its 

citizens.  As will be explored in the upcoming empirical chapter (section 6.5.), 

India is attracting significant levels of FDI in the form of private equities, 

hedge funds and venture capital and sectors such as construction that have 

attracted such investment in bulk have experienced erratic growth patterns 

(Chandrasekhar and Ghosh, 2007; Rao and Dhar, 2011b).  These types of 

FDI, it is argued, are less likely to bring resources that India needs such as 

increased decent employment opportunities, technology spillovers or 

managerial know-how (Chandrasekhar and Ghosh, 2007; Rao and Dhar, 

2011b).   
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The OECD has, in part, addressed some of these complexities by 

implementing a new methodology for calculating FDI statistics which was 

implemented in late 2014 (OECD, 2014).  The OECD (2014, p.5) describes 

the need for changes: 

This new methodology will provide better measures of where 

international investment comes from, where it is going, and most 

importantly, where it is creating jobs and value-added.  It does this by 

distinguishing between ‘real FDI’ as opposed to various financial flows 

that are currently counted as FDI but which don’t add to the ‘real 

economy.’ 

The important point here is that not all FDI is equally valuable and the OECD 

recognises this with the new methodology.  Figure 4 illustrates the extent to 

which certain types of FDI that do not add to the real economy can bolster 

investment flows.  Using the new FDI methodology, the graph depicts the 

flows with and without investments made through Special Purpose Entities 

(SPEs) for four countries:  Austria, Hungary, Luxembourg and the 

Netherlands.  SPEs are investments that are made through holding 

companies without generating economic activity or employment (OECD, 

2014).   
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Figure 4:  FDI inflows with and without SPEs for Austria, Hungary, Luxembourg and the 
Netherlands 

 

Source:  OECD, FDI in Figures, April 2014, p.5. 

This new methodology, the OECD (2014) argues, will provide governments 

and other stakeholders a better measurement for understanding the 

economic and social effects of FDI and TNCs7.   

Although the new measurement techniques by the OECD are an 

improvement over previous methodologies, the adequacy of FDI statistics 

remains deficient (Stephan and Pfaffmann, 2001).  Stephan and Pfaffmann 

(2001) examine the most important sources for national and international FDI 

data and conclude that official statistics suffer from several inadequacies.  

The authors contend that international comparisons are particularly hindered 

by the degree of nonconformity of FDI definitions amongst individual 

countries.  Although the OECD and IMF provide benchmark definitions, 

countries do not apply these consistently.  Furthermore, there are deviations 

in the design of national reporting systems as well as accounting practices 

(Stephan and Pfaffmann, 2001).  It is also important to note the connection 

between power and knowledge (Foucault, 1980) and the possibility that bias 

                                            
7 It is important to note the figures for India’s FDI using this new methodology 
are not available for India at this time.   
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may be introduced into statistical calculations to affect the outcomes being 

studied (Stuckler et al, 2009).  Stuckler et al (2009) examine the statistics 

produced by international financial institutions (IFIs), in particular the 

European Bank for Reconstruction and Development (EBRD), in their 

assessment of various countries’ transition from socialism to capitalism. The 

authors reveal that the ERBD calculations were biased in the direction of 

positive growth for countries that followed neoliberal policies.  Other 

researchers such as Banerjee et al (2006) and Kurtz and Schrank (2007) 

similarly investigate bias in IFIs’ statistical methods and come to similar 

conclusions.  Given the inconsistencies in the definition of FDI, the variation 

in how it is calculated in and between countries and the statistical bias that 

can be produced in calculations and presentations; it should be noted that 

while FDI data is helpful in understanding investment flows it is a social 

construction of national and global financial institutions with inherent bias and 

pitfalls in adequacy and reliability.      

Having discussed the characteristics of FDI, the proceeding section will 

further deconstruct FDI into four main types and discuss the characteristics, 

risks and benefits. 

2.3.2:  Types, benefits and risks of FDI  

As discussed above, there are different types of FDI with various risks and/or 

advantages associated with each type.  There are four main types of FDI that 

are most relevant to this thesis: greenfield, joint ventures, mergers and 

acquisitions and round tripping investments.  The first type of FDI is 

greenfield investment.  Greenfield investment involves setting up a new 
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production facility or subsidiary from the ground up (OECD, 2008; Harms and 

Meon, 2013).  Greenfield investments are argued to have the greatest 

potential to produce positive externalities or spillovers into a host country as 

employees will be hired and construction activities for the enterprise will take 

place (UNCTAD, 2006; OECD, 2008; Harms and Meon, 2013).   

Joint ventures are a second type of investment and involve a partnering 

alliance between two firms on a temporary basis for the duration of a specific 

task (Nunnenkamp and Andres, 2014).  For a joint venture, a separate 

corporate entity is formed for the project that will cease to exist once the 

venture is complete (Nunnenkamp and Andres, 2014).  Joint ventures are 

often thought of as working collaborations.   

Mergers and acquisitions (M&A) are a third type of FDI and occur when 

foreign investors fully acquire, partially acquire or merge together with an 

existing enterprise in the host country (UNCTAD, 2006).  Thus, the foreign 

company is buying into an existing company located in the host country.  

M&A are commonly referred to as brownfield investment (as opposed to 

‘greenfield’ investment) (Chang, 2007, 2014; Rao and Dhar, 2011b).  M&A 

do not add any new production facilities and most likely do not immediately 

augment (or reduce) the amount of capital invested at the time of acquisition 

(UNCTAD, 2006; Harms and Meon, 2013).  In time, whether the foreign 

investor wishes to increase the purchased company’s production capabilities 

or add anything to the enterprise is entirely up to the motivation behind the 

investment.  UNCTAD (2006, p. 17) illustrates the uncertainty of spillovers 

from M&A in the upcoming passage:       
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FDI is a package of assets, including not only capital for investment 

but potentially also technology, organizational and managerial 

practices and market access. Greenfield FDI can provide this, while 

the potential impact of cross-border M&A on these aspects of host-

country development is less known.  

However, in some cases, M&A are made with an unambiguous motivation to 

either not improve productive capabilities and simply carry on as normal or 

actively break the company down and sell off its assets; a tactic referred to 

as ‘asset stripping’ (Chang, 2007, 2014).  Furthermore, M&A have been 

criticized as a strategic tactic employed by TNCs to monopolize markets by 

essentially buying out the competition.  Singh (2002, p.17) observes the 

following regarding the problematic and monopolistic nature of M&A: 

Instead of launching ‘greenfield’ projects which create new 

opportunities for employment and competition, TNCs prefer the easy 

route of M&A to consolidate economic clout.  In reality, M&A add little 

to productive capacity but are simply the transfer of ownership and 

control with no change in the actual asset base.  The major problem 

with M&A is the promotion of monopolistic tendencies which, in turn, 

curb competition and widen the scope for price manipulations.   

Round tripping is a fourth type of investment and occurs when domestic 

investors channel money abroad and subsequently redirect the investment 

back into the domestic economy as a direct investment (OECD, 2008; Fung 

et al, 2011).  Round tripping is domestic investment that is disguised as FDI 

through a ‘routing economy’ that is often a country with very low or no tax 
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rates (Rao and Dhar, 2011b).  Domestic investors use round tripping to 

acquire the better tax rates and other incentives that are often provided to 

foreign investors (Hanlon et al, 2013).  Round tripping has wide-ranging 

implications for governments and citizens (Fung et al, 2011).  Not only does 

it dramatically inflate reported FDI flows but it is a major form of tax evasion 

(Hanlon et al, 2013; Fung et al, 2011).  Research conducted by Hanlon et al 

(2013) concluded that round tripping in the US led to a loss of $8 billion to 

$27 billion in tax revenue in 2008 alone.  As will be explored in the next 

chapter, business tax revenue supports and funds the states’ social welfare 

programs.  Thus, there are real impacts to citizens of host countries that 

experience high levels of round tripping investments.  

In sum, there are different ways FDI can be utilised to access foreign 

markets.  These different types of FDI bring various disadvantages and 

benefits to host economies and can impact the citizens of host countries in 

different and various ways.  Of course there are different types of companies 

as well, for example resource seeking firms or market seeking firms and 

these too bring different types possible disadvantages.  Different types of 

firms will be explored in the next chapter. As discussed above both FDI and 

TNCs are argued to have the capability to promote spillovers and encourage 

the development of assets and resources that developing countries need. 

The proceeding section outlines the possible impact, both positive and 

negative, associated with possible spillovers from FDI.  
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2.4:  Risks and benefits of FDI: Hypothetical postulations and 
empirical evidence 

As explored throughout this chapter, it is argued that FDI is an important 

outlet for valuable resources that developing countries need for their citizens 

and the economy.  However, as mentioned in the Introduction, the 

disadvantages and benefits to the host country as a result of FDI is 

controversial both in theory and in relation to empirical evidence.  This 

section will explore the hypothetical benefits and drawbacks that FDI is often 

purported to bring to the host country, and review empirical evidence that 

support or refute such claims. As there is a substantial body of literature 

regarding almost every aspect of how FDI affects host countries (Lipsey and 

Sjoholm, 2005), this section will review five of the main areas associated with 

advantages and disadvantages of FDI:  economic growth and poverty 

reduction, domestic industries, technology transfer, employment.            

2.4.1:  FDI and economic growth and poverty reduction 

FDI is often purported to spur economic growth and decrease poverty, 

however, research does not bear this out (Nunnenkamp, 2002; Alfaro and 

Johnson, 2013).  Lipsey (2003, p. 297) argues that:  

It is safe to conclude that there is no universal relationship between 

the ratio of inward FDI flows to GDP and the role of growth of a 

country.  
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Similarly, Carkovic and Levine (2002) investigated 72 developing and 

developed host economies from 1960-1995 and did not find that FDI exerts a 

robust and positive influence on economic growth.   

Other research contends there are certain preconditions that developing 

countries need to attain before economic growth can occur in correlation to 

FDI: openness to trade (Balasubramanyam et al, 1996); technological 

threshold (De Mello, 1997); financial market development (Alfaro et al, 2004); 

sufficiently qualified labour force (Borensztein et al, 1998). Thus, developing 

countries need to have reached a minimum level of economic development 

before they can realise any growth-enhancing effects of FDI (Nunnenkamp, 

2002; Alfaro and Johnson, 2013).   

Nunnenkamp (2002) maintains that it is often simply assumed that FDI will 

contribute to the alleviation of poverty through fostering economic growth.  

However, research findings also cast doubt on this claim (Nunnenkamp, 

2002; ODI, 2002).  While there are few studies that have explicitly 

investigated the links between FDI and poverty alleviation (Nunnenkamp, 

2002, p. 35), the Overseas Development Institute (2002) conclude that there 

is not a direct link between FDI and poverty reduction.  However, Gohou and 

Soumere (2012) did find empirical evidence linking FDI to poverty reduction 

in Central and East Africa.  Other research has drawn indirect links between 

FDI and poverty alleviation (ODI, 2002) however, these indirect links are 

unlikely to occur where the incidence of absolute poverty is high (Borensztein 

et al, 1998).  Thus, developing countries need to have attained a certain level 

of development and economic growth before FDI can prompt further growth 
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or indirectly assist with poverty reduction.  Nunnenkamp (2002, p. 34) aptly 

captures this argument:  

To put it more bluntly, poverty tends to severely constrain the role FDI 

can play in eradicating poverty.   

2.4.2:  FDI and the domestic industry:   

The presence of foreign TNCs is often professed to make domestic 

industries and firms more competitive (OECD, 2002; Alfaro and Johnson, 

2013).  It is argued that because foreign TNCs are more efficient and 

productive than domestic firms (Lipsey, 2000; Borensztein et al, 1998; Alfaro 

and Johnson, 2013), their presence within the local industry can spur 

competition between itself and domestic firms and propel the domestic firms 

to strive for higher productivity, lower prices, and more efficient resource 

allocation (OECD, 2002).  The counter-argument is that TNCs actually lower 

competition in domestic markets because they tend to raise the level of 

market concentration in host economies (OECD, 2002; Herzer, 2012).  

Market concentration is the extent or degree to which a relatively small 

number of firms account for a large percentage of the market share (Singh, 

2002).  Levels of market concentration have increased worldwide due to the 

increase in corporate M&A that have increasingly taken place since the 

1990s (OECD, 2002; Singh, 2002; Chang, 2014).  As mentioned above, 

M&A are criticised as an easy way for TNCs to monopolise markets and curb 

competition (Singh, 2002; Chang 2007, 2014; Harms and Meon, 2013).   
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The OECD (2002) states that while it may be preferable for a stronger 

foreign competitor to replace a less productive, domestic one; national, anti-

monopoly policies are needed to safeguard competition within the host 

country.  The OECD (2002, p. 16) suggests this may be even more important 

in the case of developing countries:  

Empirical studies suggest that the effect of FDI on host-country 

concentration is, if anything, stronger in developing countries than in 

more mature economies.  This could raise the concern that MNE entry 

into less-developed countries could be anti-competitive.      

It is argued that domestic companies must reach a level of maturity to be 

able to compete with powerful and efficient TNCs or ‘crowding out’ will 

become more likely (Chang, 2007, 2014; Stiglitz, 2006; Herzer, 2012).  

‘Crowding out’ occurs when foreign TNCs dominate the market and push 

domestic firms out of business (OECD, 2002; Nunnenkamp, 2002; Herzer, 

2012). The timing of opening markets to TNCs is argued to be critical and 

premature liberalisation can have adverse effects on domestic firms (Chang, 

2007, 2014; Stiglitz, 2006).  Chang (2007) argues that when domestic firms 

are crowded out, the productive capabilities of the domestic industry can be 

enhanced in the interim as the TNC replacing the domestic one is more 

efficient and productive.  However, in time, the domestic industry may suffer 

as TNCs are argued to keep their most valuable assets in their home 

countries to avoid losing them to competitors (Chang, 2007).  Thus the 

domestic industry will encounter a ceiling in the level of sophistication it can 
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attain if TNCs have too much market concentration in the domestic industry 

environment (Chang, 2007). 

The counter-argument to the ‘crowding out’ thesis contends that TNCs and 

foreign investment cluster together and can actually ‘crowd in’ investment 

opportunity and create complementary activities for domestic enterprises 

(OECD, 2002; JBIC, 2002).  Nevertheless, in keeping with the inconclusive 

nature of FDI spillover literature, evidence for a ‘crowding in’ effect is not 

compelling (Borensztein et al, 1998; Agosin and Mayer, 2000).  Agosin and 

Mayer (2000) conclude the overall impact of FDI on domestic industries may 

depend on the government’s ability to target FDI projects that do not displace 

local firms, and on the readiness of competitive local businesses to take part 

in the complementary activities created by the foreign enterprise.   

2.4.3:  FDI and technology transfer 

Technological transfer is one of the most discussed spillover effects in FDI 

literature (Lipsey and Sjoholm, 2005; OECD, 2002).  Borensztein et al (1998) 

argue that technology diffusion plays a critical role in the process of 

economic development and growth rates in developing countries are, in part, 

explained by a ‘catch- up’ process in the level of technology.  The economic 

literature identifies technology transfer to domestic industries as the most 

important outlet through which foreign corporate presence may produce a 

positive externality in the host country (OECD, 2002; Alfaro and Johnson, 

2013).  Lipsey (2000, p.2) argues that one aspect of FDI that is “almost 

beyond dispute” is that much of the world’s stock of technological knowhow 

is possessed by TNCs.   However, it remains heavily debated in the literature 
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to what extent and under what circumstances technology is transferred from 

foreign enterprises to the host country (Nunnenkamp et al, 2001; OECD, 

2002; Alfaro and Johnson, 2013).   

The OECD (2002) argues that technology transfer to the host country can 

occur through four ways: vertical linkages with local suppliers, and/or 

horizontal linkages with competing or corresponding business within the 

same industry, migration of skilled labour, and the internationalisation of 

research and development.  Of the four channels, the evidence for 

technology transfer is strongest and most consistent with vertical linkages 

with local suppliers in the host country (OECD, 2002; Alfaro and Johnson, 

2013).  Once invested in a host country, the TNC may purchase some of the 

needed input materials from domestic suppliers and it is argued that the 

quality demanded by the foreign company often surpasses the domestic 

company’s capabilities (OECD, 2002).  TNCs may provide technical 

assistance and training to local input suppliers to raise the quality of the 

supplier’s products and diffuse technology and technological knowledge in 

the process (OECD, 2002; Alfaro and Johnson, 2013).   

Of course, on the other hand, TNCs may import the needed supplies from 

other locations in the production chain and not work with domestic 

businesses or share technological knowledge with them (O’Brien and 

Williams, 2007, 2013; Chang, 2007, 2014).  The evidence for horizontal 

technology spillovers is very mixed (OECD, 2002; Alfaro and Johnson, 

2013).  As mentioned above, TNCs tend to avoid giving away their 

technological expertise and advancement to potential competitors and, thus, 
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try to keep it from spilling over into host country domestic markets (OECD, 

2002; Chang, 2007, 2014; Alfaro and Johnson, 2013).  TNCs are criticised 

for bringing ‘out of date’ technology to host countries to avoid losing their 

technological advantages in the market (Chudnovsky and Lopez, 1999; 

Chang, 2007; Stiglitz, 2006; O’Brien and Williams, 2007, 2013).   

There are host country prerequisites for technology spillovers to have an 

impact in the host country (De Mello, 1997; Nunnenkamp, 2002; Elmawazini 

and Nwankwo, 2012).  First, the technology must be relevant to the domestic 

business sector (OECD, 2002) and second, domestic firms must have a level 

of capability to absorb it (Nunnenkamp, 2002; OECD, 2002; De Mello, 1997; 

Blomstrom et al, 1994; Borensztein et al, 1998).  These studies refer to a 

‘technology gap’ between the host country and foreign TNC and where the 

gap is larger, the less likely technology will spillover and are absorbed into 

the domestic economy (Nunnenkamp, 2002; OECD, 2002; De Mello, 1997; 

Blomstrom et al, 1994; Borensztein et al, 1998; Elmawazini and Nwankwo, 

2012).   

2.4.4:  FDI and employment 

The role of FDI in host economies can raise expectations about the potential 

for TNCs to create high-quality jobs with higher pay and better working 

conditions (OECD, 2008; Lipsey, 2013).  However, the presence of TNCs 

can also lower expectations for decent employment as TNCs are accused of 

taking advantage of lower wage structures and labour standards in 

developing host countries as well as violating human and labour rights 

(OECD-ILO, 2008; Hecock and Jepsen, 2013; Davies and Vadlamannati, 
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2013).  The impact of FDI on employment in host countries is a complex one 

which raises many questions in the literature.  One set of questions regards 

how much employment TNCs create in the host country.  Other questions 

regard wages and whether foreign owned firms pay higher wages for 

domestic labour, whether this higher wage raises the overall wage levels in 

the host country and whether these higher levels of wage then spill over into 

domestically owned firms (Lipsey and Sjoholm, 2005).  A final question 

relates to working conditions and if foreign corporations provide better 

working conditions. 

The number of jobs created by FDI depends, amongst other things, on the 

type of FDI, specifically, if it is M&A or greenfield (OECD-ILO, 2008; 

Chudnovsky and Lopez, 1999, Yeates, 2001).  Greenfield investment is 

argued to create more jobs than corporate M&A (OECD-ILO, 2008, ODI, 

2002).  The Overseas Development Institute (2002) concludes that foreign 

investment may not increase employment opportunities in host countries due 

to the capital-intensive technologies that are often utilised with foreign 

enterprises.  However, Lipsey et al (2013) investigate employment growth in 

Indonesia and find that plants that were taken over by foreign owners 

demonstrated a strong effect of employment increase.  The OECD-

ILO(2008) report states that although the share of the labour force employed 

by foreign-owned enterprises appear to be relatively small, the impact of FDI 

in domestic markets may increase productivity and, thus, employment needs 

in domestic firms who are in competition with the high productivity of foreign 

firms.         
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There is no a priori reason to expect TNCs to offer better jobs with higher 

salaries compared to local competitors though there are postulations that 

TNCs rely more on pay incentives to ensure quality and productivity as well 

as to prevent worker migration which would minimize the risk of losing these 

advantages to domestic competitors (OECD, 2008; OECD-ILO, 2008).  

Lipsey and Sjoholm (2005) found that foreign firms pay higher employee 

wages in both developed and developing countries after controlling for firm 

specific characteristics.  They concluded that in Indonesia, foreign owned 

plants paid wages that were 12% higher for lower skilled jobs and 20% more 

for higher skills in comparison to domestic companies.  The Overseas 

Development Institute (ODI, 2002) found that FDI and foreign ownership are 

associated with higher wages for all types of workers but more so for skilled 

workers.  They go further to argue that as increased wages occur for more 

skilled workers this contributes to wage inequality in host economies.  

Similarly, Nunnenkamp (2002) concludes that FDI can be expected to benefit 

skilled workers more than unskilled in developing countries, thereby 

worsening the relative income position for the poor.   

An OECD-ILO (2008) report concludes that the direct impact of FDI on other 

working conditions is difficult to determine as the definition of employment 

conditions differs between studies.  However, they conclude that TNCs have 

tend not to export the labour protections that are afforded in the home 

country, tending instead to adopt the labour conventions of the host country.  

They suggest this tendency may result because labour practices are often 

embedded in national policies and social norms of the host country (OECD-

ILO, 2008).  It may also result from a strategic decision whereby local 
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affiliates are given greater degree of discretion as to how human resources 

are managed in the host country (OECD-ILO, 2008).  Labour standards in 

developing countries are often much lower and enforcement of national 

protections are weaker (OECD-ILO, 2008).  The lack of exportation of home 

country labour protections often results in the argument that TNCs are 

profiting from lower labour standards and protections in developing countries 

(OECD, 2008).   

As mentioned earlier, UNCTAD (2013) in its World Investment Report 

contains a special focus on GVCs (see section 2.2.1.2).  The report 

concludes that employment within these chains can be insecure and involve 

poor working conditions as a result of pressures on cost reduction from 

global buyers (UNCTAD, 2013).  Employment conditions in GVCs are 

context specific on the industry, product line and position of activity in the 

GVC (UNCTAD, 2013).  GVCs and the correlations with declining working 

conditions as well as the influence on lowered social policy and worker 

protections are explored further in the next chapter.  

Thus, given the empirical evidence and theoretical arguments listed above, 

there are no apparent universal guarantees of positive spillovers from FDI to 

host countries (Alfaro and Johnson, 2013; Nunnenkamp, 2002; Lipsey and 

Sjoholm, 2005; Moran et al, 2005).  However despite the odds, developing 

countries actively seek and compete for FDI and often providing sizable 

incentives and economic concessions in doing so (Alfaro and Johnson, 2013; 

Thomas, 2011; Erdogan, 2012; Farnsworth, 2010).  The following section will 

explore why FDI remains high of the development agenda.   
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2.5:  Why is FDI so high on the development agenda?  

As stated in the Introduction, developing countries actively compete with one 

another to attract foreign investment (Thomas, 2011; Alfaro and Johnson, 

2013; Lipsey, 2003).  Also as explored above in the political globalisation 

section (see section 2.2.2 and 2.2.3), there is outside influence from global 

institutions to liberalise economies and induce foreign investment.  This 

pressure from global institutions relates to the structural power of business 

(Farnsworth, 2004; 2010; Fuchs, 2005) which will be explored in further 

detail in the next chapter.   However, this influence or outside pressure from 

global institutions does not fully explain why developing countries clamour for 

FDI to the extent that they do.  In trying to induce investment, countries often 

provide a wide array of incentives in the form of tax reductions or other types 

of inducements in the hopes of spurring foreign investment (Thomas, 2011;  

Alfaro and Johnson, 2013; Lipsey, 2003).  This is evidence that most 

developing countries independently want FDI but the question remains as to 

why they do. This section will explore the change in attitude of developing 

country policy makers regarding the net benefits of FDI.  The literature 

provides many different explanations and this section will explore some of 

those reasons including shifts in thinking in development discourse. 

Developing countries have not always viewed FDI as an important 

development tool nor have they actively sought to attract it as they do today.  

Prior to the 1980s many developing countries were highly sceptical of FDI 
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and critical of TNCs (Dunning, 2002, 2008; Chang, 2007, 2014; O’Brien and 

Williams, 2013).  At this time, developing countries, including India, often 

embraced economic and political policies that nurtured and promoted 

domestic industries by restricting activities of foreign firms (Shah and 

Patnaik, 2013; O’Brien and Williams, 2007, 2013; Held et al, 1999; Hale et al, 

2013).  The bolstering of domestic capacity by restricting the activity of 

foreign firms is described by terms such as infant industry protection, import 

substitution industrialisation (ISI), and state led dirigisme (Chang, 2007, 

2014; O’Brien and Williams, 2007, 2013).  Prior to the 1980’s, many 

developing countries did not look to open markets and foreign investors to 

achieve their development endeavours; rather their national objectives were 

sought to be fulfilled by national political and economic factors (Gore, 2000; 

Hale et al, 2013).  Starting in the 1980s, and onwards into the 1990s, policy 

makers in developing countries appeared to internalise the norms of what 

Gore (2000) terms the liberal international economic order (free markets and 

circumscribed role for governments) and looked outward to global markets to 

provide solutions for national development issues.  The research literature 

provides several reasons as to why developing countries appeared to have a 

‘change of heart’ regarding FDI.  The propagation and internalisation of 

neoliberal ideology (Gore, 2000); the successful transition to ‘market friendly’ 

policies adopted by countries such as East Asia, China, and Ireland (Gore, 

2000; Lipsey, 2003); a shift in orientation from import substitution to export 

oriented industrialisation (O’Brien and Williams, 2007, 2013; Chang, 2014), 

as well as the perception that FDI is a non-debt creating option for finance 
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(Chang, 2007, 2014; Rao and Dhar, 2011a, 2011b) are a few such 

examples.   

The widespread propagation and triumph of neoliberal ideology in the 1980s 

and 1990s is argued to have been as a causal factor for the change in 

attitude concerning the net benefit of FDI (O’Brien and Williams, 2007, 2013; 

Gore, 2000).  During this time, several countries deregulated and liberalised 

their economies and privatised state owned industries (O’Brien and Williams, 

2007, 2013).  For some analysts such as John Williamson (1993) who coined 

the term Washington Consensus, this was a result of the proven superiority 

of neoliberal ideology while for others such as Gore (2000) it was the result 

of dissemination of the structural adjustment programmes as well as 

ideological propagation of the World Bank and IMF.  Gore (2000) states the 

triumph of economic neoliberalism was more than a substantive swing from 

state led to market led development, it also served to usher in a deeper shift 

in how development problems were henceforth evaluated and framed by 

policymakers.  The normative judgements of what development ‘should’ 

entail became framed in the rhetoric of globalisation. He explains (p.793):  

Thus it is argued that in an increasingly globalized world economy, in 

which there is the globalization of production systems, increasing 

reliance on trade and increased availability of external financial flows, 

countries which do not follow Washington Consensus policies will be 

especially penalized, as they will be cut off and thus excluded from the 

intensifying (and implicitly beneficial) global field of flows.  

Concomitantly, those countries which do follow the right policies will 
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be rewarded, as they can capture foreign direct investment which 

brings technology and market access, and they can also supplement 

national savings with international capital flows, thus reaping the 

benefits of the new external environment. 

However, Gore (2000) points out that while the judgements about what 

development should entail became framed in the global reference, the 

evaluation of such efforts remained in a national frame of reference.  Stiglitz 

(2006, p.16) makes a similar argument:   

In the 1990s when the policies of liberalization failed to produce the 

promised result, the focus was on what the developing countries had 

failed to do.  

Thus, the 1980s and 1990s are argued to be the decades when 

development internalised economic neoliberalism as Gore (2000, p. 795) 

succinctly captures: 

Everything has been made subject to the rules and discipline of the 

market.  The vision of the liberation of people and peoples, which 

animated development practice in the 1950s and 1960s, has thus 

been replaced by the vision of the liberalization of economies. 

A second reason for the change in attitude towards FDI is due to the “the 

widespread tendency of governments to copy successful practice elsewhere” 

(Gore, 2000, p. 789).  It was in the late 1970s and early 1980s that the 

growth of most developing countries, with the exception of East Asia, began 

to falter and the economic crisis that affected these countries supported 
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arguments that mainstream development practice had failed (Kohli, 2012; 

Gore, 2000; O’Brien and Williams, 2007, 2013; Stiglitz, 2002, 2006).  East 

Asia was the exception and its economic success was alleged by the World 

Bank and the IMF to be the result of a free market orientation and adoption 

of friendly foreign investment policies (Chang, 2004, 2014; Stiglitz, 2006; 

Fennel et al, 2013).  However, this was not an accurate account of East 

Asia’s success as first noted by Alice Amsden (1989) who emphasised that 

countries such as South Korea actively intervened in the economy to steer 

development initiatives and were selective in how and when FDI entered 

their markets.  Although the real secret to East Asia’s success is more 

commonly known, in the early 1980s this was not common knowledge and 

East Asia was advertised by the World Bank and IMF as an example of free 

market ideology (Chang, 2004; 2007, 2014; Stiglitz, 2002; 2006; O’Brien and 

Williams, 2013).  In a similar line of reasoning, Lipsey and Sjoholm (2005) 

argues that the success of Ireland and China in achieving rapid economic 

growth after moving from a prohibitive stance to encouragement of FDI 

played a part in influencing other policy makers to change their approach to 

FDI.      

A third argument maintains that economic globalisation and transnational 

production helped some developing countries to re-evaluate the costs and 

benefits of FDI (O’Brien and Williams, 2007, 2013).  O’Brien and Williams 

(2013) explain that several countries replaced their development trajectories 

based on import substitution with export oriented policies based on TNCs 

systems of transnational production and distribution.  Some countries 

realised they could utilise TNCs, their production capabilities and 
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connections with global markets to help them become a manufacturing hub 

for global markets.   

Finally, Chang (2007) argues that FDI became a preferred source of 

development financing for developing countries following the decrease in 

official development assistance and foreign bank loans in the 1990s.  As 

many developing countries had amassed large debts from prior development 

assistance loans, FDI became increasingly viewed as a non-debt creating 

option to help finance development endeavours (Chang, 2007, 2014; Rao 

and Dhar, 2011a, 2011b).  Chang (2007) and Rao and Dhar (2011b) explain 

that developing countries often opt for inviting FDI as it is associated with 

more autonomy in national decision making as opposed to accepting 

development assistance along with economic stipulations demanded by the 

provider.        

2.6:  Chapter summary 

Developing countries want FDI and compete with one another to entice it 

(Thomas, 2011).  How developing countries compete with one another is 

explored in the proceeding chapter.  The first part of this chapter explored 

FDI as situated within the context of economic and political globalisation.  It 

was argued that economic globalisation has greatly increased the speed, 

volume, and ease with which FDI flows across national borders and around 

the world and into developing countries (Sklair, 2012; Held et al., 1999).  The 

main conduit of FDI, the TNC, is one of the defining features of contemporary 

economic life in the global economy (Sklair, 2012; Held et al., 1999; O’Brien 
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and Williams, 2007, 2013).  TNCs are powerful and wealthy corporations that 

are accredited with globalisation’s ills—labour exploitation and 

monopolisation of markets — as well as its successes—state of the art 

technology, increased standards of living and improved goods and services 

(Stiglitz, 2006; Kalemi-Ozcan and Villegas-Sanchez, 2013).  Increasingly, 

TNCs are conducting transnational production through global value chains 

(UNCTAD, 2013).  The use GVCs results in numerous layers of 

subcontracting units (Nathan and Kalpana, 2007) whereby, often, the lower 

the position of the unit on the subcontracting chain, the increase in the 

chance of low wages and exploitative working conditions (UNCTAD, 2013).   

Political globalisation is also directing FDI and the political decisions to 

liberalise national economies so that investment and trade can flow freely 

between countries (O’Brien and Williams, 2007, 2013; Alfaro and Johnson, 

2013).  Neoliberal economics is strongly promoted by IGOs such as the IMF, 

World Bank and WTO (Stiglitz, 2006; Chang, 2014).  A key aspect of 

globalisation is the outside global influence of IGOs on national investment 

and economic policies of nation states (Weiss, 2013).   

However, globalisation and outside pressure from global bodies does not 

entirely explain why developing countries actively seek to attract FDI and 

often provide incentives to ensure this happens (Thomas, 2011; Erdogan, 

2012; Lipsey, 2003, Farnsworth, 2004).  As countries go to great lengths to 

attract investment and this has implications for the host country’s citizens, it 

is critical to understand why developing countries such as India want FDI.  It 

was argued that developing countries have not always looked to global 



68 
 

markets and foreign investors to achieve development aims; in fact, many 

countries were highly sceptical of FDI and TNCs and protected domestic 

industries by restricting entry of TNCs to their markets (O’Brien and Williams, 

2007, 2013).  However, from the 1980s and, in particular, during the 1990s 

developing countries internalised the norms of the international economic 

order (Gore, 2000) and some changed their development model from import 

substitution to an export oriented one and many followed the successful 

practice of other developing countries who liberalised their economies 

(O’Brien and Williams, 2007, 2013; Lipsey, 2003; Gore, 2000).  

One of the fundamental reasons why developing countries want FDI is 

because it is argued to drive economic growth and provide many 

development accomplishments (Alfaro and Johnson, 2013).  However, such 

accomplishments are far from guaranteed (Lipsey, 2003).  This chapter 

contained a review of the hypothetical arguments regarding the advantages 

and disadvantages to host countries as a result of inward FDI.  Evidence 

from empirical studies regarding the impact on domestic industries, 

technology transfer, employment and economic growth and poverty were 

explored.  The empirical and theoretical research is widely variable with no 

universal relationships apparent (Lipsey and Sjoholm, 2005).  

This chapter largely focused on economics and the importance for 

developing countries to liberalise their economies and adopt investment 

policies to attract FDI.  However, enticing investment is not just about 

economic policies.  Social policies are also key to attracting investment and 

the social welfare of the host country is critical to attracting or repelling 
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investment (Davies and Vadlamannati, 2013; Hecock and Jepsen, 2013; 

Farnsworth, 2010; Mkandawire, 2004).  Just as global institutions such as 

IGOs and TNCs influence economic decisions, they equally influence social 

policy decision making (Davies and Vadlamannati, 2013; Farnsworth, 2004, 

2010, 2012; Strange, 1996).  The dynamics and interactions between FDI, 

the nation state and social policy is the subject of the next chapter.   
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Chapter Three:  The business-social policy nexus in 
the context of development 

3.1:  Introduction 

As explored in Chapter Two, developing countries seek to attract FDI in the 

hope that such investments will supply needed inputs for development goals 

(Alfaro and Johnson, 2013; OECD, 2002, 2008; Moran et al, 2005).  In 

enticing investment, countries employ different strategies to try and make 

domestic environments conducive to the needs of business (Thomas, 2011; 

Farnsworth, 2010).  Chapter Two focused more on the preferred economic 

environments and policies for TNCs such as open markets and free trade.  

However, the social environments, social policies and the overall social 

welfare of host country locations are very important to TNCs as well (Hecock 

and Jepsen, 2013; Davies and Vadlamannati, 2013; Gough, 2000; 

Farnsworth, 2010).  Mkandawire (2004, p. 1) defines social policy in the 

context of development as:  

…collective interventions in the economy to influence the access to 

and the incidence of adequate and secure livelihoods and income.  

Social welfare is an ambiguous concept, but here refers to the final outcome 

for individuals or groups of individuals, typically within a state (Gough, 2000).  

Amaryta Sen (1999, p.10) conceptualised social welfare as the expansion of 

personal freedoms: political freedoms, economic facilities, social 

opportunities, transparency guarantees, and protective security.   
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There is also a deep interrelationship between economic and social realms 

within market based economies (Thelen, 2014; Evans, 1995; Fligstein, 2001; 

Yeates, 2001; Chang, 2003, 2014) whereby social policies assist with the 

needs of citizens, business and the economy (Hecock and Jepsen, 2013; 

Titmuss, 1976; Gough, 1979; Glasberg and Skidmore, 1997; Farnsworth, 

2012).  As the state has to provide environments conducive to the needs of 

both its citizens and business this has implications for welfare provisions and 

welfare outcomes within host economies (Thelen, 2014; O’Connor, 1973; 

Offe and Ronge, 1984; Gough, 1979; Farnsworth, 2004, 2010, 2012) and 

this is the focus of the chapter. 

As explored in Chapter Two, TNCs have considerable economic and political 

clout. This power can be used to influence the policy decision making in host 

economies to best suit their needs and preferences (Thomas, 2011; Davies 

and Vadlamannati, 2013; Hirschman, 1970; Fisher, 1994; Fuchs, 2005; 

Farnsworth, 2004, 2010).  That said, it can be argued that business has a 

privileged interest within capitalist nation states and access to the policy 

making arena that is not open to other social groups, however, its ability to 

dictate the policy outcomes is variable across time and space (Bell and 

Hindmoor, 2013; Pierson, 1995; Vogel, 1996; Hacker and Pierson, 2002 ).  

There are factors that serve to both propel and constrain the ability of 

business to influence social policy outcomes (Gough and Farnsworth, 2000; 

Farnsworth, 2004, 2010).  The distinct institutional arrangements within the 

host country help underscore the variance of social welfare outcomes 

between states and the variation of business influence on policy making that 

exist between host countries (Thelen, 2014; Baccaro and Howell, 2011; 
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Stephens, 1979; Korpi, 1983; Esping-Anderson, 1990; Farnsworth and 

Gough, 2000). 

Of course it is not just business influence on social policy construction that 

determines the overall impact of TNCs on host countries, there are direct 

risks which include instances of corporate harm, costs and crime that need to 

be taken into account.  There are two factors at play here.  First there are 

general risks that can be brought from corporate investment and second 

there are risks that are specific to the type of firm investing in the host 

country (Forsgren, 2013; Madeley, 1999; Farnsworth, 2004, 2010).  For 

example, a corporate investment involved in oil drilling will bring a different 

set of risks to a country in comparison to a textile manufacturing firm 

although both are capable of harm.   

Although TNCs are both directly and indirectly involved in determining their 

impact on host countries, the state has a large role to play as well.  As 

mentioned above, both citizens and businesses are dependent upon the 

state for needed provisions to function and thrive (Thelen, 2014; Gough, 

1979; Glasberg and Skidmore, 1997; Farnsworth, 2012).  While the needs of 

both business and citizens require a fair delivery of social and corporate 

support, there are political and ideological factors that can cause 

disproportionate provisions from the state (Acegomlu et al, 2012; Glasberg 

and Skidmore, 1997; Farnsworth, 2012).  Although social welfare policies are 

helpful to business, economic growth and the competitiveness of state’s 

economies(Gough, 2000); mainstream development agendas prioritise the 

needs of business and economic growth over social welfare (Marques and 
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Utting, 2010; Farnsworth, 2010; Ferretijans and Surrender, 2012) which is 

conceptualised as an ‘add on’ to future economic development (Mkandawire, 

2004).  Thus developing countries can be at risk of promoting corporate 

welfare to the detriment of social welfare and in doing so, may position itself 

in a policy framework that is harmful to both its citizens and the needs of 

business (Farnsworth, 2010; 2012; Thomas, 2011; Davies and 

Vadlamannati, 2013).   Be that as it may, developing countries can still 

effectively implement social policies that extract potential benefits and 

mitigate possible disadvantages despite influence from corporate power, IGO 

development prescriptions, and competition between states to attract 

investment (Chang, 2007, 2014; Kwon, 2014).   

In light of these debates, this chapter is divided into four sections. The first 

section will explore business power and its influence on social policy 

construction.  The second section will explore variations of deleterious 

corporate behaviour:  harm, cost, crime and risk.  Following this, corporate 

social responsibility will be discussed.  From here, the chapter will proceed to 

explore types of TNCs and the implications for social policy in the host 

country.  The proceeding section will explore the welfare continuum, as 

utilised by Farnsworth (2012) which has both corporate and social welfare 

aspects to demonstrate the interrelationship between the needs of the state, 

business and citizens.  It will briefly explore the history, policy legacies and 

ideologies of the role of welfare in development thinking.  The final section 

will examine the role of the state and state power to construct policies that 

serve to increase or reduce the positive and negative social effects of FDI to 

its citizens.  



74 
 

3.2:  Business power and influence on social policy 
construction  

As discussed in Chapter Two, TNCs are agents of power and one of the 

main actors in the global arena with influence upon political decision making 

at both the international and national level (Rodrik, 2011; Held et al, 1999; 

O’Brien and Williams, 2007, 2013).  The economic dimension of TNC 

influence on host countries is important but equally important are the political 

faces of corporate power, the sources of such power and the ability to 

influence policy making (Sklair, 2012; Clapp and Fuchs, 2009; Farnsworth, 

2004, 2010).  Discussions of business power are very important to this 

thesis.  In order to fully understand and investigate the impact of foreign 

investment on a host country, it is critical to evaluate the role of business in 

policy formation and implementation.  Upcoming empirical chapters will draw 

on elite policy stakeholders’ perception of the role of business and business 

power in Indian policymaking and explore this impact on social welfare 

provisions in two specific investment policies.  This section is divided into two 

parts.  The first part will discuss the theoretical conceptions of business 

power and the second will explore the factors that serve to promote or 

constrict the ability of business power to influence social policy construction.     

3.2.1:  Theorizing business power 

Governments depend on business investment but have no control over 

private investment decisions (Thomas, 2011; Farnsworth, 2004, 2010; Hill et 

al, 2013).  Governments can induce and incentivise investment but they 

cannot force them to invest.  How far business shapes policymaking often 
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depends on how far countries are prepared to offer inducements and actively 

court investment (Farnsworth, 2010).  In the context of development, this can 

be even more important (Utting and Marques, 2010; Thomas, 2011).  The 

power of business to exert influence on policy outcomes assumes various 

forms (Utting and Marques, 2010).   A helpful analysis of business power is 

the categorisation of structural and agency mechanisms of power 

(Farnsworth, 2004; 2010).  I will briefly explore both types of power.    

 Structural power pertains to the ability of business to indirectly influence 

policy outcomes without specific dictation on the part of business 

(Farnsworth, 2004; 2010; Bell and Hindmoor, 2013).  Structural power is 

important to understand as it captures the way business is able to exert 

control over the range of choices available to policy makers (Bell and 

Hindmoor, 2013; Fuchs, 2005; Farnsworth, 2004, 2010).  Various factors 

restrict the policy options of the capitalist state to those compatible with the 

needs of business (Bell and Hindmoor, 2013; Thomas, 2011; Poulantzas, 

1973; Gough, 1979; Farnsworth and Gough, 2000).  Farnsworth (2004, pp 

13-16) underscores four resources of structural power:  control over 

investment, state dependence upon business revenue, power over labour, 

and ideological control.  

The first factor and a main source of structural power for business is the 

independent control over present and future investment decisions 

(Hirschman, 1970; Bell and Hindmoor, 2013).  As mentioned above, although 

host governments can entice FDI, they cannot force business to either invest 

in the region or stay should it want to withdraw (Bell and Hindmoor, 2013; 
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Hirschman, 1970; Lindblom, 1977; Przeworski and Wallerstein, 1988; 

Farnsworth, 2004).  This autonomy over investment decisions and the 

increased mobility of business (Gough and Farnsworth, 2000; Przeworski 

and Wallerstein, 1988) can result in either perceived or real threats of ‘capital 

flight’ or ‘capital strike’ and propel governments to prioritise the needs and 

preferences of business in policy outcomes (Utting and Marques, 2010, p.2).  

In light of this, Hirschman (1970) emphasises the power of business to ‘exit’ 

can serve to influence policy as much as the active ‘voice’ of business.   

The second source of structural power is the dependence of the state to 

raise revenue from business in order to fund its social and political 

programmes (Thomas, 2011; Offe and Ronge, 1982; Tilly, 1990; Farnsworth, 

2004).  This structural dependence on the business sector for revenue 

places business in a position whereby the state does not actively pursue 

policies that undermine the profitability of business because to do so would 

endanger the state’s own self-interest (Thomas, 2011; Poulantzas, 1973; 

Offe and Ronge, 1982; Wetherly, 2005).   

The third form of structural business power is its asymmetrical power over 

labour and trade unions (Baccaro and Howell, 2011; Offe and Wiesenthal, 

1980).  Farnsworth (2004, p. 15) explains:   

The fact that business occupies a monopoly position over private 

investments, and that workers have no other means of subsistence 

apart from paid employment, places labour in a position of relative 

dependence and business in a position of power and control.   



77 
 

Finally, the fourth resource for structural power is executed through 

ideological hegemony (see section 2.2.3) or the ‘discursive power’ of 

business to influence ideas of how development should occur, to borrow 

Fuchs’ (2005) terminology.  Hegemony, a concept of power that originated 

with Antonio Gramsci (1971), occurs when the dominant group is successful 

in manipulating the belief system of the subordinate group so that they come 

to believe that the set of rules created by the dominant group is in their own 

best interest.  According to Lindblom (1977, p.202) the dependence of the 

state and its citizens on capital accumulation reinforces the idea that 

business is the driving force behind most social and economic activities 

within a society and this has an impact on the ideological ‘volitions’ of the 

population.  The state, with its dependence on business as explained above, 

also plays a key role in promoting pro-business ideology while, at the same 

time, limiting oppositional voices to it (Robinson, 2012; Miliband, 1969,p. 

165; Poulantzas, 1973, pp. 303-305).  

Agency power results from direct action by business to influence the policy 

decision making process (Farnsworth, 2004).  Business’ access to large 

reserves of financial resources helps to secure its direct role within political 

influence and policy decision making (Farnsworth, 2004; Hill et al, 2013).  

One of the most visible forms of agency power occurs via corporate lobbying 

or political campaign financing (Fisher, 1994; Fuchs, 2005; Hill et al, 2013; 

Culpepper, 2011).  Businesses can directly engage in the lobbying system or 

they can employ a professional lobbying organisation to do so on their behalf 

(Jordon, 1991; Hill et al, 2013; Culpepper, 2011). Businesses also can utilise 

their reserves of financial resources to finance business- centered interest 
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groups which can pool together significant financial and political clout and 

gain access to politicians to help sway policy decisions (Farnsworth, 2010; 

Kohli, 2012).    

Given these arguments, it can be presumed that business has a privileged 

interest within capitalist nation states and access to the policy making arena 

that is not open to other social groups, however, it is important to note that its 

ability to dictate the outcomes is variable across time and space (Thelen, 

2014; Bell and Hindmoor, 2013; Pierson, 1995; Vogel, 1996; Hacker and 

Pierson, 2002; Farnsworth, 2004, 2010).  The next subsection will explore 

the factors that serve to propel or constrain business influence on policy 

decision making.   

3.2.2:  The variability of business power 

As explored, business has the potential power to influence the public policies 

of host countries.  However, the extent to which this potential is actualized is 

variable as several factors serve to either increase or limit theoretical 

business power (Bell and Hindmoor, 2013; Pierson, 1995; Vogel, 1996; 

Hacker and Pierson, 2002; Farnsworth, 2004, 2010).  Farnsworth (2010, pp 

65-68) examines five principle factors that work to further promote and/or 

limit business power in policy construction: 

1)  Business -IGO relationship.  Business priorities are institutionally 

embedded in IGOs who, in turn, have a large influence on national 

policy construction. 
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2)  The business- state relationship and the extent to which business 

is embedded within the policy making of the nation state. 

3) The extent to which business can relocate or exit the host country. 

4) The divisions between business groups and industries at the 

national and international level. 

5) The relative power of other actors who have a vested interest in 

policy outcomes such as labour groups and civil society. 

As explored in Chapter Two (see section 2.2.2), IGOs function to monitor 

and promote stability, growth, development and cooperation between and 

amongst the member nation states (Weiss, 2013; Hale et al, 2013).  

However, they place pressure on developing economies to liberalise their 

economies and the prescriptions given and the rules created by these 

institutions are embedded with business priorities and preferences (Tesner 

and Kell, 2000; Farnsworth, 2010; Rodrik, 2011).  A key ingredient of IGO’s 

policy prescription is that developing countries need to create an attractive 

environment for foreign investment (Gore, 2000; Stiglitz, 2002; Davies and 

Vadlamannati, 2013).  Given these arguments, Farnsworth (2010) contends 

that the global policy making environment has increased business power at 

the international and national levels. 

The priority of business interest at the international level also stems from 

pressure from nation states (Farnsworth, 2010).  Individual nation-states 

often lobby IGOs on behalf of their own TNCs as a way to defend and 

promote their national and economic interest (Farnsworth, 2010; Holden, 
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2014).  The nation states with more political and economic clout within IGOs 

are more likely to be successful in these lobbying attempts (Wade, 2002; 

Stiglitz, 2006; Farnsworth, 2010; Holden, 2014).  Furthermore, the 

international business community has been very successful in creating 

linkages with IGOs and has done so on a relatively united front (Sklair, 2001; 

Farnsworth, 2010).  A final example of the embedded business priorities 

within IGOs is in line with elite integration theories (Domhoff, 1967, 1978, 

1987; Scott and Griff, 1984; Scott, 1991; Robinson, 2012) and argues that 

the senior positions within IGOs such as the World Bank and IMF are filled 

by economists and politicians that often have strong links with the business 

community (Tesner and Kell, 2000; Stiglitz, 2002; Farnsworth, 2010; 

Robinson, 2012).   

A second factor that can determine the ability of business to influence policy 

making is the dynamics of the business-state relationship (Farnsworth, 

2010).  How open the state’s policy making institutions are to business 

influence will directly impact policy construction (Anthonsen et al, 2010; 

Thelen, 2014; Skocpol, 1979; Thelen and Steinmo, 1992).  The organisation 

of the state including the rules and regulations that govern it set the 

parameters by which business can access and influence the policy making 

process (Farnsworth, 2004; 2010; Anthonsen et al, 2010).   

The nature of the business-state relationship can deviate and change as 

states develop and evolve as Murali (2010) illustrates in her analysis of the 

Indian business- state relationship.  Murali (2010) underscores the increasing 

alignment between business and the Indian government following economic 
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liberalisation in 1991, whereby there has been a proliferation of activities, 

consultations, and information sharing events between business and the 

government in the form of policy briefs, surveys, advisory committees, trade 

fairs, and brand building exercises.  Murali (2010) also observes that the 

Indian government is more responsive in ascertaining business feedback in 

regards to certain policy areas.   

A third factor that serves to promote or limit business influence in policy 

construction is how easily TNCs can relocate their investments to other 

countries that are more conducive to their policy desires (Bell and Hindmoor, 

2013).  As explored in the previous section, the ‘exit threat’ is a type of 

structural power for business and can influence policy decisions as TNCs 

can relocate investments in protest to specific policies (Bell and Hindmoor, 

2013).  However, TNCs are often more fixed than their transnational nature 

suggests (Yeates, 2001; Chang, 2003, 2014; Farnsworth, 2010).  This is not 

to contend that TNCs are immobile as their ability to exit a country has 

increased in the globalized world but they are not as versatile and nomadic 

as often perceived (Chang, 2003; Bell and Hindmoor, 2013).  Chang (2003) 

discusses the concept of sunk cost as being a factor impacting the relative 

ease with which TNCs can relocate investments.  Sunk costs are past costs 

to a firm that have already been incurred and cannot be recovered.  Chang 

(2003, p.263) remarks that industries with low sunk cost such as the garment 

or shoe industries have potential to be more nomadic, whereas industries 

with high sunk cost such as pharmaceutical companies are not as footloose.   

The large amounts of money spent in establishing the business venture, as 

is the case with businesses with high sunk cost, essentially ties them to the 
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area to recover the costs.  However, this does not mean that location bound 

TNCs will submit to all conditions provided by the state but, arguably, are 

willing to put up with more restrictive policy measures so long as they are 

stable and predictable (Ostry,1990).   

The fourth factor that can affect the ability of business to influence policy 

making is how united businesses and business groups are in their policy 

preferences (Farnsworth, 2004; 2010).  Dahl (1961) contends that the 

differences between specific industries’ needs in terms of policies are varied 

and work to keep business as a collective entity from presenting a unified 

view or coherent set of policy prescriptions.   Differences between size, 

sector, and the home governments of business can all work to create 

different needs and policy preferences (Mann, 1993; Forsgren, 2013; 

Thomas, 2011).  

Farnsworth (2010) remarks that divisions between different types of business 

may constrict influence in certain instances but it will not completely negate 

business power and its ability to influence national policy making.  

Furthermore, business associations at the international level are more united 

in policy preferences and where divisions do exist between international 

investor groups, the issues are smaller and less controversial (Farnsworth, 

2010).  

The fifth and final factor that helps to determine the level of business power 

is the relative power of other actors who have a vested interest in policy 

outcomes (Farnsworth, 2010; Thelen, 2013; Anthonsen et al, 2010).  Labour 

movements, non-governmental organisations (NGOs), and other fractions of 
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civil society often have a competing and opposing interest to business policy 

preferences and are able to challenge the power of business in policy 

outcomes (Thelen, 2013; Baccaro and Howell, 2011; Anthonsen et al, 2010; 

Piven and Cloward, 1971; Korpi, 1983).  This is particularly the case in 

domains such as social policy and labour regulations (Thelen, 2013; 

Anthonsen et al, 2010; Korpi, 1989; Esping-Anderson, 1990).  Non business 

actors have the capability to successfully challenge powerful business 

interests and can do so by democratic means or by other outlets such as civil 

disobedience and protest uprisings (Smith, 2011; Piven and Cloward, 1971; 

Yeates, 2001).  Yeates (2001) highlights the importance of international 

labour and human rights regimes such as the ILO in the promotion of labour 

standards which are promoted to prevent countries from basing their 

attractiveness to foreign investment based on low labour standards.   

It is important to note that although firms have power to influence policies it is 

not guaranteed they will engage in the policy making process of host 

economies (Farnsworth, 2010).  Farnsworth (2010) lists three reasons why 

business actors may not participate in social policy making:  one, social 

policy is complex and diverse arena; two, social policy has long- term and 

uncertain consequences; and three; social policies do not always have an 

obvious implication for business needs (Farnsworth, 2010). 

While exploring the ability of business to influence policy outcomes is 

important to the investigation of the impact of FDI on developing countries, it 

is also important to look more directly at the possible adverse social and 
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economic impact that TNCs can impose on host countries. The proceeding 

section will examine corporate harm, crime, cost and risk.    

3.3:  Deleterious corporate behaviour:  Harm, cost, crime and 
risk  

As discussed in Chapter Two (see section 2.2.1.1), TNCs are both reviled 

and respected, and held accountable for globalisation’s ills as well as its 

successes (Stiglitz, 2006).  The scorn for TNCs stems from the reality that 

business operations can impose large negative impacts in the host countries 

in which they operate (Haynes et al, 2013; Korten, 1995; Madeley, 1999; 

Richter, 2001; Bakan, 2004).  There are four concepts that will be discussed 

here that relate to the negative impact of TNCs to host countries:  harm, cost, 

crime and risk.  For this thesis, harm denotes social and/or environmental 

injurious actions made by TNCs (Farnsworth, 2014) whereas costs refer to 

the overall effect or impact that such actions impose.  TNCs can impose 

economic and financial costs, physical costs (injury/violence) as well as 

social costs (Lilly et al, 2015).  Corporate crime, on the other hand, refers to 

the:  

…conduct of a corporation or of employees acting on behalf of a 

corporation which is proscribed and punishable by law (Braithwaite, 

2013, 1984, p.6).   

Finally, risk refers to the possibility or likelihood that TNCs will conduct and 

impose harm, cost, and/or criminal actions.  As all of the concepts are types 
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of harm, harm will be used to denote any or all of these actions unless stated 

specifically.  I will briefly describe each of these concepts. 

3.3.1: Corporate harm 

Farnsworth (2014, p. 82) breaks the concept of corporate harm into three 

categories relating to corporate activity: 

• physical harm, such as is caused by exposure to 

environmental pollutants, hazardous products or by unsafe 

working conditions; 

• financial/economic harm, such as poverty wages and financial 

losses that are the result of, for example, fraud, price fixing or 

corporate tax avoidance; 

• emotional and psychological harm, such as anomie and 

depression resulting from poor working environments. 

All types of firms can cause harm and possible fatality via employment 

practices, sales and marketing, and research and development (in particular 

in the case of clinical trials for pharmaceuticals) (Haynes et al, 2013; 

Madeley 1999; Richter, 2001; Farnsworth 2014).  Table 3.1 outlines the 

range of corporate harms and specific examples.   
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Table 3.1 Examples of corporate harm 

Type of corporate harm Examples of corporate harm 

Physical harm.  TNCs are 

accused of exploiting weak 

labour regulations in developing 

countries and providing unsafe 

working conditions. 

A fire at a garment factory outside of 

Dhaka, Bangladesh where more than 100 

workers died in November 2012 highlights 

the occupational dangers facing garment 

workers due to unsafe working conditions.  

Most of the workers who died were killed 

because there were not enough exits in 

the building.  The factory employs 

approximately 1,500 workers and 

produces $35 million in sales per year 

(Bajaj, 2012).  Clean Clothes Campaign, 

an anti-sweatshop advocacy group argue 

that global brands such as Tommy 

Hilfiger, the Gap and Walmart should take 

responsibility for the working in the 

Bangladesh factories that produce their 

garments and failure to do so amounts to 

criminal negligence (Clean Clothes 

Campaign, 2013).  Clean Clothes 

Campaign links 14 global brands to the 

factory and contends that one year on only 

two companies have made any substantial 
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contributions for compensation for victims 

(Clean Clothes Campaign, 2013). 

Financial harm.  TNCs are 

accused of enhancing their 

profits by avoiding corporate tax 

which results in financial loss in 

revenues for host countries.  

Global firms such as Starbucks, Google 

and Amazon have all been criticised for 

avoiding payment of tax on their sales in 

the UK (Barford and Holt, 2012).  In 2013 

retail and internet giant, Amazon, paid just 

£4.2 million in taxes despite selling goods 

worth £4.3 billion in the UK (Garside, 

2014).  In 2012 Starbucks had sales of 

$400 million and paid no corporate tax.  

Google’s UK subsidiary paid a mere £6 

million in taxes in 2011 after a profit of 

£395 million (Barford and Holt, 2013).   

Emotional and psychological 

harm.  TNCs are accused of 

conducting clinical trials in 

developing countries to exploit 

lax ethics and regulatory 

mechanisms as well as 

desperate and poor patient 

populations.  

Global pharmaceutical firms Johnson & 

Johnson and AstraZeneca have 

conducted clinical trials in India that 

violated both national and international 

ethical guidelines (Srinivasan, 2009).  

First, both companies conducted trials for 

psychotropic medication for mental illness 

and recruited mentally ill patients with 

such severe symptoms that their ability to 

provide informed consent was in question.  
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Second, both trials went against national 

and international ethical guidelines and 

conducted placebo trials when the 

experimental drug should have been 

tested against the established medication 

for the condition.  Control groups were 

taken off their medication and were 

administered sugar pills.  Patients in 

control groups relapsed into severe states 

of mental illness. There were deaths in 

both trials.  No information is available to 

suggest any compensation was awarded.  

One patient committed suicide after taking 

a placebo for 173 days (Srinivasan, 2009).       

 

3.3.2:  The costs of corporate harm 

Harmful and injurious corporate behaviour results in various costs to host 

country environments.  One of the driving motivations behind the rise of 

criminological explorations and discussions of corporate crime as well as 

white-collar crime was to emphasise that crimes committed by the powerful, 

for example corporations, invoke far greater economic, physical and social 

costs in comparison to ‘conventional’ crime, namely street crime, which has 

been the focus of criminal justice systems (Tombs and Whyte, 2003; Lilly et 

al, 2015; Rothe and Friedrichs, 2006; Kramer et al, 2002; Sutherland 1940, 
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1949, 1983).  Incidents such as widespread insider trading on Wall Street 

(Tombs and Whyte, 2003), the manipulation of Libor interest rates by 

international banks (the Economist, 2012) and the savings a loan crisis of the 

1980s and 90s (Lilly et al, 2015) alerted the public to the massive economic 

costs derived from corporate harm and crime.  Furthermore, the extent of 

violence perpetuated by corporations has resulted in widespread physical 

costs which have been underscored by criminologists and sociologist to far 

surpass that of street crime (Lilly et al, 2015; Tombs and Whyte, 2003).  

Finally, although the financial/economic and physical costs accrued by 

corporations are great, corporate harm and corporate crime also result in 

social costs to societies as well (Lilly et al, 2015; Bruce and Becker, 2007; 

Sutherland, 1940, 1949, 1983).  The ‘inventor’ of the criminological genre of 

white-collar crime, Edwin Sutherland, emphasised that crimes committed by 

corporations and other powerful actors cause damage to social relations by 

violating trust, lowering social morale and producing social disorganisation 

(Sutherland, 1940, 1949, 1983; Lilly et al., 2015; Bruce and Becker, 2007).  

This negative impact on social organisation is the social costs of corporate 

deleterious behaviour (Lilly et al, 2015; Bruce and Becker, 2007).   

3.3.3:  Corporate crime 

Corporate crime is a type of white-collar crime (Benson and Simpson, 2015; 

Simpson, 2009).  Sutherland (1940, 1949, 1983, p.7) introduced the concept 

of white-collar crime in 1939 as criminal activity “committed by a person of 

respectability and high social status in the course of his occupation.”  By 

placing the spotlight on white-collar crime, Sutherland demanded criminology 
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include examinations of crimes committed by the powerful as these crimes 

had been largely ignored by academic disciplines (Lilly et al, 2015; Simpson, 

2002; Rothe and Friedrichs, 2006).  There are debates, however, among 

researchers concerning the conceptualisation of corporate crime (Lilly et al, 

2015; Kramer and Michalowski, 2005; Dorling et al, 2005).  Some 

researchers contend the concept of corporate crime should only refer to 

criminal convictions and violations of the law (Shapiro, 1983).  However, as 

the laws of home and host country differ coupled with the ability of 

corporations to influence the legal system in their favour (Kramer and 

Michalowski, 2005), other scholars assert the definition of crime needs to 

include violations of civil, regulatory as well as criminal statutes (Clinard and 

Yeager, 2006, 1980; Sutherland, 1940, 1949, 1983; Paternoster and 

Simpson, 1993).  Still others declare that state statutes are too narrow in 

definition and advocate for the definition of crime to be informed by the 

concept of social harm (Dorling et al, 2005) or human rights (Ruggie, 2008; 

Kramer and Michalowski, 2005).   

3.3.4:  The risks of harmful corporate action 

Lastly, there is an element of risk to host countries that TNCs will bring harm, 

cost and/or crime.  Much of the risk depends on the legal and regulatory 

framework of the host country which can serve to mitigate harm and crime 

(OECD, 2002).  Risk is also context specific to the industrial sector and the 

type of firm which will be explored in an upcoming section.  Having explored 

corporate harm, cost, crime and risk it will be helpful to explore theories of 
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corporate crime as doing so will shed light on how and why corporations act 

in deleterious ways.   

3.3.5:  Theories of corporate crime:  Organisational culture, strain and 
opportunity, rational choice and state-corporate crime 

There are various criminological theories that help to explain corporate 

crime.  This section will discuss four variations of corporate crime theory 

relating to organisational culture, organisational strain and opportunity, 

rational choice and state-corporate crime.    

3.3.5.1:  Corporate crime as a result of the culture of corporations 

One of Sutherland’s contributions to the genre of corporate crime stressed 

the culture of corporations can be criminogenic and serve to influence 

employees to break the law to further organisational goals (Lilly et al, 2015). 

Similarly, Clinard and Yeager (2006; 1980, p.58) in their classic study 

Corporate Crime furthered the idea that the “culture of the corporation” 

facilitates criminal behaviour.  They demonstrated that corporations are rife 

with “rationalizations” or beliefs that the laws which regulate corporations can 

be adhered to selectively (Clinard and Yeager, 1980, p.68).  Examples of 

rationalisations include the belief that free market capitalism renders 

government regulation invalid or that law violations are unavoidable if 

regulations are complex (Lilly et al, 2015).  Corporations are able to 

neutralise conceptions of illegality and injurious actions by the beliefs they 

endorse such as government regulations unfairly impede the right of 

business to make profit (Benson and Simpson, 2015, 2009; Lilly et al, 2015).    
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3.3.5.2:  Corporate crime as a result of strain and opportunity 

Another tenet of corporate crime theory examines the normalisation of 

deviance (Vaughan, 1996).  The crash of the US Space Shuttle Challenger in 

1986 launched criminological investigations into corporate crime as 

significant safety risks were known to the manufacturer of the shuttle as well 

as NASA but the decision to launch was made despite the grave risks 

(Vaughan, 1996; Kramer, 1992).  One explanation as to why corporations 

take unacceptable and dangerous risks, according to Diane Vaughan (1996, 

p.196), relates to the “culture of production” where intense production and 

performance pressures, deadlines, and cost savings spur businesses to take 

risks.  Vaughan (1996) argued that risk taking as a result of production 

pressures becomes normalised and, ultimately, the ‘normalisation of 

deviance’ occurs whereby the perception of danger is neutralised.  Lilly et al 

(2015) explicate that Vaughan’s theory provides valuable insight into 

corporate criminal negligence. 

In line with Vaughan’s (1996) culture of production theory, several 

researchers examined corporate harm by looking at organisational strain and 

opportunity.  Conventional conceptions of strain theory were used in 

criminology to explain street crime and delinquency which, the theory holds, 

occurs when an individual’s goal for upward mobility are blocked and the 

strain from this blockage results in criminal behaviour (Lilly et al, 2015).  

However, some criminologists began to apply strain theory to corporate 

crime (Yeager and Simpson, 2009; Croall, 2001, 1992; Vaughan, 1998).  As 

businesses are under constant pressure to make profit and meet 
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organisational goals, they experience strain when goal attainment is blocked 

and may undertake harmful and criminal actions to achieve their goals 

(Yeager and Simpson, 2009).  The intense emphasis on profit accumulation 

can go further than strain, researchers argue, to create anomie whereby the 

norms promoting legitimate behaviour breaks down (Messner and Rosenfeld, 

2012; Passas, 2010; Vaughan, 1998; Lilly et al, 2015).  When anomie is 

prevalent in business, goal attainment is the priority and attainment is 

achieved by any means necessary, whether legal or illegal (Messner and 

Rosenfeld, 2012; Lilly et al, 2015).   

Corporate strain describes motivation but as Yeager and Simpson (2009) 

emphasise, corporate crime will not proceed without opportunity and choice.  

Benson and Simpson (2015, 2009) devised an opportunity approach that 

helps to explain white-collar crime which can help to shed light on 

motivations of corporate crime.  Benson and Simpson (2015, 2009) contend 

that white-collar crime has three distinctive characteristics.  First the offender 

has legitimate access to the location of the crime.  Second, the offender is 

spatially separated from the victims of the crime.  Third, their actions have an 

apparent appearance of legitimacy.  Foreign investment via TNCs could 

certainly display these characteristics in that TNCs have legitimate access to 

host country locations, corporate decision makers are often located far from 

the people their decisions will impact and the power and financial clout of 

TNCs gives the impression that their actions are legitimate and cannot be 

challenged.   
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3.3.5.3:  Corporate crime as a result of rational choice 

Organisational culture, strain and opportunity help to explicate motivation 

and opportunity for deleterious corporate behaviour but what about the 

decision-making process to behave in harmful and criminal ways?  How and 

why do corporations make decisions that victimise people and the 

environment?  Paternoster and Simpson’s (1993) rational choice theory of 

corporate crime is particularly helpful in understanding why corporate 

decision makers conduct actions that result in social harm.  Traditional 

deterrence models stipulate that the greater the certainty and severity of 

punishment the less likely decision makers will act in criminal ways 

(Paternoster and Simpson, 1993).  However, Paternoster and Simpson 

(1993) extend this model in two main ways.  They argue decision makers 

take into account both formal and informal consequences and weigh these 

risks against the perceived benefits of malfeasance.  In regards to the 

former, Paternoster and Simpson (1993) argued that informal sanctions such 

as negative publicity or damage to corporate reputation are equally, if not 

more, concerning to corporations than formal penalties and sanctions.  Other 

forms of informal sanctions include moral costs and self-imposed sanctions 

such as loss of self-esteem (Paternoster and Simpson, 1993).  In regards to 

the latter, an important aspect of Paternoster and Simpson’s (1993) rational 

choice theory is that corporations will also compare the costs and expense of 

complying with law to the benefits of not complying.  They argue that 

corporations often break the law not in direct expectation of advancement 

but, rather, to avoid what is considered an expensive and avoidable cost of 

compliance.  In other words, some regulations are perceived as too costly to 
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follow.  Examples of perceived corporate benefit include greater market 

share, increased worker productivity, lower production cost, increased profit 

and reduced health and safety expenses (Paternoster and Simpson, 1993; 

Lilly et al, 2015).  It is important to note that this theory is a subjective utility 

theory of corporate crime.  That is, it is concerned with the perceived costs 

and benefits not the objective costs and benefits (Paternoster and Simpson, 

1993).  In addition, Paternoster and Simpson (1993, p.45) hold, when 

considering the potential consequences and benefits, corporate decision 

makers use moral evaluations that define the acceptability of particular 

actions in particular instances or “moral rules-in-use”:  

Moral beliefs or moral rules-in-use are related to but conceptually 

distinct from the notion of a perceived sense of legitimacy of the rules 

and rule enforcers. We argue that corporate decision makers will be 

less inclined to comply with rules and regulations they perceive as 

unreasonable or capricious (emphasis in original).  

Given the above, Paternoster and Simpson (1993) outlined six conditions 

that help predict the likelihood that corporate crime will occur.  Corporate 

crime is more likely when decision makers: (1) perceive that formal and 

informal sanctions will be weak, (2) do not experience a loss of self-respect, 

(3) have internalised situational rules-in-use that justify the act, (4) perceive 

the regulations as unreasonable or capricious, (5) weigh the costs of 

compliance as well as the benefits of noncompliance as great, (6) have 

offended in the past.  
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These then are examples of corporate crime theories that help explicate how 

and why corporations make decisions that are socially harmful and criminal.  

However, Ronald Kramer and Michael Michalowski (1990) argued that it was 

unlikely that corporations would commit criminal acts without assistance 

(either commission or omission) from the state.  The last theory to be 

explored here is state-corporate crime. 

3.3.5.4:  Crime as state-corporate crime 

Until Kramer and Michalowski’s (1990) conception of state-corporate crime, 

criminology separated these crimes into two distinct categories (Bruce and 

Becker, 2007; Rothe and Friedrichs, 2006).  State crime is defined as: 

…any action that violates public international law, international 

criminal law, or domestic law when these actions are committed by 

individuals acting in official or covert capacity as agents of the state 

pursuant to expressed or implied orders of the state, or resulting from 

state failure to exercise due diligence over the actions of its agents 

(Rothe and Friedrichs, 2006, p.151). 

However, Kramer et al (2002, p.263) conceptualised the state and the 

corporation working together to partake in criminal activities and devised the 

concept of state-corporate crime as: 

…criminal acts that occur when one or more institutions of political 

governance pursue a goal in direct cooperation with one or more 

institutions of production and distribution. 
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Kramer et al (2002) distinguished between two types of state-corporate 

crime:  state-initiated corporate crime and state-facilitated corporate crime.  

State-initiated corporate crime occurs when corporations who are employed 

by the state partake in ‘organisational deviance’ either at the direction or tacit 

approval of the state (Kramer et al, 2002, p.271).  By specifying 

‘organisational deviance’, this definition appears to advocate a definition of 

corporate crime that uses conceptions of social harm rather than simply 

violations of the law thus making it a much more inclusive definition of crime.  

State-facilitated corporate crime underscores the passive role that the state 

can take in committing crimes by omission.  Kramer et al (2002) explain that 

state-facilitated corporate crime: 

…occurs when government regulatory institutions fail to restrain 

deviant business activities, either because of direct collusion between 

business and government or because they adhere to shared goals 

whose attainment would be hampered by aggressive regulation. 

Thus, for example, when host governments turn a blind eye to the failure of 

corporations to follow regulations because they want to create a business 

friendly environment and attract FDI, the social harm that results from this 

negligence—according to this theory—is a result of the complicity of the state 

in a state-facilitated corporate crime.  

Kauzlarich et al (2003, p.248) add to the theory of state-corporate crime by 

devising a complicity continuum for both state commissions and omissions. 

The model explores differences in state action or inaction according to the 
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extent in which harm results from direct intention.  The continuum consists of 

four discrete divisions of crime: 

1.  Explicit acts of commission occur when the state acts deliberately 

toward clearly specified goals. 

2. Implicit acts of commission occur when state agencies provide 

tacit support of actions which result in social harm though 

participation is more indirect. 

3. Explicit acts of omission occur when the state disregards unsafe 

and dangerous conditions when it has a clear mandate and 

responsibility to make a situation or context safe. 

4. Implicit acts of omission occur when the state neglects to 

ameliorate general harmful social conditions. 

Bruce and Becker (2007) examine the harms caused to plant workers and 

the environment at the Paducah Gaseous Diffusion Plant in Paducah, 

Kentucky and conclude the harms committed are an example of state-

corporate crime.  Their findings extend Kramer et al’s (2002) theory to 

demonstrate that, in their case, the role of the state in the Paducah crimes 

evolved from that of an instigator to facilitator. 

Given the above, it is important to note that corporate crime is under-

researched in criminology and sociology (Tombs and Whyte, 2003; Bruce 

and Becker, 2007; Rothe and Friedrichs, 2006).   It is largely recognised now 

that crimes that are committed by corporations have far greater economic, 

physical and social costs in comparison to street crime: 
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…yet this pressing aspect of social reality is generally ignored, or at 

best the subject of empty, gestural acknowledgment in current 

research, writing, and commentary on crime and criminal justice 

(Tombs and Whyte, 2003, p. 3). 

Tombs and Whyte (2003) explicate that this is, in part, due to the ability of 

the powerful to evade critical examination.  The difficulties in examining 

corporation harm will be explored further in the upcoming Methodology 

chapter.   

Having examined issues of corporate harm, costs, risks and crime, the 

following section will explore how corporations have attempted to combat the 

widespread condemnation of corporate harm with corporate social 

responsibility.  

3.4:  Corporate social responsibility 

Widespread and high profile occurrences of corporate harm and crime 

helped to promote massive protests at large IGO meetings as well as 

prompted successful worldwide boycotts of particular global brands (Klein, 

2001; Richter, 2001; Stiglitz, 2004, 2006).  The extensive public 

condemnation of corporate harm helped to promote global political actors 

such as IGOs, NGOs, civil society organisations (CSOs) as well as TNCs to 

look to new alternative methods of controlling corporate behaviour (Utting, 

2005; Farnsworth, 2014).  The result was a movement focused on CSR 

(Haynes et al, 2013).  Farnsworth (2014, p. 93) defines CSR as: 
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…a range of business initiatives and policies that contributes 

positively to the welfare of a company’s stakeholders, whether 

employees, consumers or their communities, while maintaining the 

interests of another set of corporate stakeholders – its shareholders. 

Marques and Utting (2010, p.4) explain that both IGOs and development 

communities called upon TNCs to employ their competencies and ingenuity 

in ways more directly linked to inclusive growth in developing countries: 

The CSR agenda promoted an ever-widening range of reforms and 

voluntary initiatives.  These included the setting of social and 

environmental standards; development of various monitoring, 

reporting and verification mechanisms; consultation and engagement 

with different stakeholders; and assistance to local communities. 

CSR is argued to decrease the level of corporate harm and such practices 

gain varying degrees of support from a range of business and business 

organisations, IGOs, state governments, and sections of civil society 

(O’Brien and Williams, 2007, 2013; Haynes et al, 2013).   However, CSR 

also draws strong scepticism from critics (Jenkins, 2005; Haufler, 2000; 

Haynes et al, 2013).  Part of the scepticism and criticism of CSR argues that 

corporations only became involved in CSR when threatened with stricter 

regulation thus making it a disingenuous movement on the part of business 

(Jenkins, 2005; Farnsworth, 2014).  It is argued that corporations acted pre-

emptively to international demands for imposed regulation and emphasised 

their willingness to voluntarily promote social responsibility which served to 

starve off enforceable regulation at the international level (Jenkins, 2005; 
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Haufler, 2000; Haynes et al, 2013).  However, it is important to note that the 

voluntary nature of CSR has often been supported by developing countries 

themselves (Farnsworth, 2014; Holden, 2014).  Issues of state sovereignty 

have prevented IGOs from intervening and demanding that a country strictly 

follow international treaties such as the Global Compact which attempts to 

foster fundamental principles in the areas of human rights, labour rights and 

environmental law (Farnsworth, 2014).  In the past when trade unions and 

high income countries have attempted to tie labour conditions to trade 

agreements within the WTO, developing countries have often refused and 

accused high income countries of attempting ‘back door protectionism’ as 

lower wages and relaxed regulations are argued to be a component of their 

competitive advantage over high income countries (Holden, 2014).  

There are a number of voluntary or self-regulated initiatives for good 

corporate behaviour that were constructed and promoted by IGOs such as 

the UN, OECD, EU, and ILO.  The UN’s Global Compact is an example of a 

CSR initiative (Farnsworth, 2014).  However, as Farnsworth (2014) argues, 

as these initiatives are voluntary, the potential to influence corporate 

behaviour will remain context specific to several factors including the 

ownership of the firm; the regulatory environment in which it operates; the 

relative strength of labour groups, NGOs, and CSOs; and the extent of public 

scrutiny.      

Having discussed general issues of corporate harm and CSR that are 

applicable to all firms, it will be helpful to explore the issues of harm that are 

specific to particular types of firms.  As stated above, different types of firms 
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carry various potential risks and benefits for host countries that are often 

context specific to the type of firm (Dunning, 2002, 2008; Chang, 2003; 

Farnsworth, 2004, 2010).  The next subsection will highlight types of TNCs 

before moving on to look at the impact specific types of TNCs can have on 

the social welfare of citizens within developing countries. 

3.5:  Types of TNCs and the implications for social policy 
within developing countries 

The basic rationale for utilisation of FDI by firms is to either increase or 

protect their profitability and/or capital value (Dunning, 1997a, 2002, 2008; 

UNCTAD, 2006; Forsgren, 2013).  TNCs accomplish this goal by using FDI 

to either better exploit their existing competitive advantages or protect or 

increase their advantage (Dunning, 2002, 2008; UNCTAD, 2006; Forsgren, 

2013).   By utilising one or many of their advantages, the TNC is employing a 

strategy known as ‘asset exploiting’ and will choose a host location for its 

investment based on one or more of three motivations:  to seek new 

markets, to raise the level of the firm’s efficiency, and/or to source better 

quality input resources such as natural resources, skilled labour, good quality 

infrastructure, etc. (Dunning, 2002, 2008; UNCTAD, 2006; Forsgren, 2013). 

When a company seeks new markets, this type of firm or investment strategy 

is referred to as market seeking (Dunning, 2002, 2008; UNCTAD, 2006; 

Forsgren, 2013).  Market seeking firms may choose new markets based on 

the number of consumers or they may choose markets which are close in 

proximity to domestic markets and/or are similar and familiar to domestic 

markets in terms of culture and language, etc. (UNCTAD, 2006).  Efficiency 
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seeking FDI is investment that takes advantage of differences in the 

availability and costs of resources within a country (Dunning, 2002, 2008; 

Forsgren, 2013).  Often, the term ‘efficiency seeking’ is associated with firms 

looking for lower cost labour and common examples of efficiency seeking 

firms are garments and electrical products (UNCTAD, 2006).  Resource 

seeking is the third type of asset seeking motivation and occurs when firms 

internationalise to source better quality or cheaper inputs of production such 

as land, labour, capital and natural resources (Dunning, 2002, 2008; 

UNCTAD, 2006; Forsgren, 2013).  Resource seeking firms are often 

associated with natural resources whereby firms are based in the primary 

sector or in sectors directly connected to natural resources such as metal 

manufacturing.  In contrast with asset exploiting TNCs, other firms may not 

possess the assets or comparative advantages to utilise the motivations 

listed above yet they do possess some advantages which enable them to 

invest abroad (Dunning, 2002, 2008; UNCTAD, 2006).  These firms may 

internationalise operations in order to augment assets or acquire ‘strategic’ 

created assets such as technology, distribution networks, R&D capabilities, 

managerial competences, etc. (UNCTAD, 2006).    

Both developed and developing countries create investment strategies that 

will encourage one or more of these types of firms to their domestic markets.  

State investment strategies will be explored further below (3.7).  However for 

now it is important to understand that countries compete with one another for 

investment opportunity and the aforementioned types of firms that invest in 

the host economy will bring a different set of risks and benefits and create 

different implications for social welfare.   
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One major difference between types of firms is the type of labour needed for 

the business operation.  Thomas (2011) explains that inward investment that 

requires cheap, unskilled, labour such as efficiency seeking firms can place 

downward pressure on social policy.   The World Investment Report for 2006 

explains that efficiency seeking firms in developing countries are often 

embedded in global value chains (GVCs) (see section 2.2.1.2) are highly 

competitive and often embedded in labour intensive industries (UNCTAD, 

2006).  These types of firms are motivated:  

…incessantly by competitive pressures, other cost reducing factors, 

including national and international policies can affect the location 

choice quite markedly (UNCTAD, 2006, p. 160).   

Policies that increase minimum wages, for example, will adversely affect 

efficiency seeking firms’ motivation for lower costs.  As efficiency seeking 

firms have lower sunk costs, they are more mobile and can shop around for 

the cheapest labour as well as use exit threats to influence policy 

construction that incorporate their preferences (Chang, 2003, 2014; Chang 

and Grabel, 2004).      

As explained in Chapter Two (see section 2.2.1.2), often efficiency seeking 

firms are integrated into GVCs; they control the branding and marketing and 

contract the production of the product to low cost locations (Nathan and 

Kalpana, 2007; UNCTAD, 2006).  Efficiency seeking firms and GVCs are 

connected with the establishment of export processing zones (EPZs) by host 

countries to try and attract this investment mainly for the export of 

manufactured goods (UNCTAD, 2013).  EPZs are designated enclaves for 
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business, in particular, foreign business and the production activities are not 

subject to the same tax rates in comparison with those in the rest of the 

economy (Yeates, 2001).  EPZs are known for providing tax and financial 

incentives to business and, equally, for insecure and casual employment 

creation with low wages and, often, depressed workers’ rights (Yeates, 2001; 

Thomas, 2011).  UNCTAD (2013) conclude that national polices will be of 

crucial importance to mitigating for potential costs and extracting benefits:  

To mitigate the risks involved in GVC participation, these efforts 

should take place within a strong environmental, social and 

governance framework, with strengthened regulation and enforcement 

and capacity-building support to local firms for compliance (UNCTAD, 

2013, p. xi).   

On the other hand, resource seeking firms in need of higher skilled labour 

can place upper pressure on host economies to implement supportive 

educational programmes (Estevez-Abe et al, 2001; Farnsworth, 2010).  

Whereas resource seeking firms in need of mineral extracts will place 

different pressure on states and will bring a different set risks and 

advantages than those in need of highly skilled labour (Farnsworth, 2010).   

Business needs continually evolve and may evolve into different policy 

preferences over time (Thomas, 2011; Farnsworth, 2010).   Market seeking 

companies may be initially attracted to a host country and later in time 

become involved in the privatisation of public services and, thus, try and 

influence policy accordingly (Farnsworth, 2010).   Market seeking firms may 

need to expand their consumer reach and benefit from the redistribution of 
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income so that more consumers can buy their products and services and 

support policies of this nature (Farnsworth, 2010).  Market seeking firms may 

also try to change consumer spending habits or change consumer 

preferences and, worse still, introduce and push inappropriate goods and 

services into the market (Richter, 2001).  Thus, even within categories of 

types of firms, there are various outcomes as to the possible costs and 

benefits and implications to social welfare that business can bring to host 

economies and these may evolve into various policy needs as well.     

Thus far much of the discussion has concentrated on the impact of business, 

business policy needs and preferences and the implications that TNCs have 

for social welfare in developing countries.  However, the state has a large 

role to play in mediating the impact of FDI on its citizens and economies. As 

will be argued below, the state must provide environments that are 

conducive to both human and corporate welfare.  How the state is able to 

balance making provisions for both equitably will influence the overall impact 

of corporations, on the social welfare of the host country.  This is the topic of 

the next section.    

3.6:  Corporate and social welfare agendas in a development 
context:  The struggle to provide the right mix  

Both people and businesses are dependent upon the state for needed 

provisions to function and thrive (Gough, 1979; Glasberg and Skidmore, 

1997; Farnsworth, 2012).  Citizens need social welfare to help them 

‘socialise’ the expenses of both innate and exceptional types of risks that can 

occur throughout the lifespan such as unemployment, sickness, workplace 
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injuries, and old age (Titmuss, 1976).  However, equally, corporations benefit 

greatly from the provision of services from the state known as ‘corporate 

welfare’ that help firms socialise the risk associated with business operations 

(Farnsworth, 2012, p.6).  Glasberg and Skidmore (1997, p.2) define 

corporate welfare as: 

…those efforts made by the state to directly or indirectly subsidise, 

support, or rescue corporations or otherwise socialise the cost and 

risk of investment and production of private profits and capital 

accumulation of corporations.   

Examples of direct corporate welfare include decreased tax rates or tax 

loopholes, subsidies for specific industries and financial bailouts (Glasberg 

and Skidmore, 1997; Nader, 2000) while other indirect provisions include 

public education and health systems, housing and public transportation 

provisions which assist with productivity and can help subsidize lower wages 

(Kwon, 2014; Ghosh, 2004; Farnsworth, 2012).  Farnsworth (2012, p.3) 

remarks that it is helpful to contemplate welfare provision as a “continuum of 

need satisfaction” whereby social and corporate welfare are located at the 

extreme ends.   How host governments balance the needs of business and 

its citizens will provide insight into the impact of FDI to the citizens of a host 

economy.   

Issues of social and corporate welfare are applicable to both developed and 

developing countries but developing countries are situated in a different 

context as international governance can be more prescriptive for developing 

countries in how they ‘should’ engage in the global economy (Kwon, 2014; 
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Farnsworth, 2010; Thomas, 2011).  Furthermore, developing states can have 

increased economic and managerial constraints to implementing welfare 

programs (Mkandawire, 2004; Dreze and Sen, 2013).  Although social 

welfare policies are helpful to business, economic growth and the 

competitiveness of state’s economies (Gough, 2000; Kwon, 2014; Dreze and 

Sen, 2013); mainstream development agendas continue to prioritise the 

needs of business and economic growth over social welfare (Marques and 

Utting, 2010; Farnsworth, 2010; Utting et al, 2012) which is conceptualised 

as an ‘add on’ to future economic development (Mkandawire, 2004).    

This section is divided into two parts.  The first part will examine the 

interdependence between the state and the market.  It will explore the 

welfare continuum, as utilised by Farnsworth (2012) which has both 

corporate and social welfare aspects to demonstrate the interrelationship 

between the needs of the state, business and citizens.  The second part will 

briefly explore the history, policy legacies and ideologies of the role of 

welfare in development thinking.  It will concentrate on the rise of 

neoliberalism and its downward pressure on social welfare provisions. It will 

also examine the current alterations in the neoliberal development 

prescription, often termed the post Washington Consensus (Marques and 

Utting, 2010), sustainable human development (UNDP, 1995; Gore, 2000), 

or new growth theories (Mkandawire, 2004) that, it will be argued, while 

giving voice to a need for social policy in development endeavors, continue 

to prioritise the needs of business and undermine the proactive role of social 

welfare and development (Mkandawire, 2004; Utting et al, 2012). 
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3.6.1:  The state-market nexus:  The role for social policies within 
economic development  

Researchers in various fields have often rejected notions that the state and 

the market are distinct and opposing forms of economic activity and that the 

two are interconnected and mutually dependent (Chang, 2014; Evans, 1995; 

Fligstein, 2001; Yeates, 2001; Block and Evans, 2005).  On one side is the 

dependence of the market or business, on the state and on the other is the 

dependence of the state on the market and private business (Thomas, 2011; 

Block and Evans, 2005).  This mutual dependence ensures that welfare 

provisions of the state have components of both corporate and social welfare 

and that both need to coexist with a degree of cooperation to fulfil the needs 

of business and its citizens (Farnsworth, 2012).   

The dependence of the market and business on the state is contested by 

free market and neoliberal theorists (Hayek [1944] 1976; Friedman, 1989) 

who argue capitalist economies function more efficiently without government 

intervention or interference (see section 2.2.2).  However, opposing 

viewpoints highlight the dependency that business and markets have on the 

legal and political structures provided by states without which markets could 

not function (Weber [1922] 1978; Polanyi, [1944] 2001; Yeates, 2001; 

Chang, 2003, 2014; Block and Somers, 2014).  Weber ([1922] 1978) 

remarked that the type of capitalism dominant in Western Europe depended 

from and relied upon on the effectiveness of its property and contract laws.  

In a similar vein, Polanyi ([1944] 2001) argued market economies were 

reliant upon land, labour and capital which cannot be derived by the market 

forces alone.  Chang (2004) observes that markets are based on institutions 
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that regulate who can participate, the legitimate objects that can be 

exchanged, the rights and obligations of participants involved, and the rules 

that regulate the process of exchange.  All of these elements are constructed 

and determined by the state and necessary for business to function (Chang, 

2004).  Yeates (2001, p. 75) succinctly captures this line of argument: 

Indeed, despite neo-liberal fantasies, markets do not spontaneously 

arise fully grown from nowhere by some form of economic immaculate 

conception.    

Furthermore, it is argued, that the state is mutually dependent upon markets 

and business (Thomas, 2011; Bell and Hindmoor, 2013; Gough, 1979, 2000; 

Tilly, 1990).  As explained above (section 3.2), the state is dependent on the 

economy and the revenue from business to fund its operations and this ties 

its policy-making to the needs of private capital (Thomas, 2011; Bell and 

Hindmoor, 2013; Culpepper, 2011; Offe and Ronge 1984).  Termed 

economic structuralism, these theories explicate how the systemic needs of 

capitalism drive and shape social welfare policies (Farnsworth, 2012; 

Tittenbrun, 2013).  This direct connection between the state, economy and 

social welfare outcomes was explored clearly in Karl Marx and Friedrich 

Engels’ Communist Manifesto originally published in 1848 (Wetherly, 2005; 

Farnsworth, 2012).  Considered in this light, the state is neither neutral or 

invisible in serving the needs of private capital and, in doing so, preserves 

and maintains an economic system that is otherwise unstable (Poulantzas, 

1973; Wetherly, 2005; Tittenbrun, 2013).  Other theoretical disciplines such 

as elite pluralists (Dahl and Lindblom, 1976) and neo-Marxists (Block, 1977; 
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Offe and Ronge, 1984) similarly emphasise the need for future investment by 

private business to ensure continual state revenue as well as legitimacy of 

authority (Farnsworth, 2012).   

Thus, capitalist states need and depend upon business and vice versa and 

explored in this way welfare policies can be seen as a mechanism to ensure 

profitable conditions for business are created within an economy (O’Connor, 

1973; Gough, 1979, 2000; Tittenbrun, 2013).  One line of reasoning termed 

‘the logic of industrialism’ (Huber and Stephens, 2005, p.552) argues that the 

original determinants of welfare state expenditures resulted from the process 

of industrialisation and urbanisation that undermined traditional modes of 

social protection such as families and communities and propelled the state to 

assume more responsibility for the industrial worker (Wilensky, 1975; Pampel 

and Williamson, 1989; Huber and Stephens, 2005). A related point of view 

holds that the liberalisation of markets causes workers to become vulnerable 

to external economic shocks for which the government must provide 

protective provisions (Rodrik, 2000; Huber and Stephens, 2005).  Social 

welfare states, in turn, have become a contributing factor in the creation of 

the global economy and have facilitated the shift from a closed economy to 

an open one as Yeates (2001, p.26) explains: 

By mitigating the economic and social impact of restructuring on the 

welfare of individuals, social policies provide the necessary ‘political 

space’ to relax closure vis-à-vis foreign markets and make a major 

contribution to social and political stability.   
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Thus, social welfare provisions have been influenced by the outcomes and 

resulting needs that arise from the markets, businesses and liberalised 

economies upon which the capitalist state is dependent (Farnsworth, 2012; 

Morel et al, 2012).  Furthermore, welfare provisions provided by the state 

support not only its citizens but also markets, businesses and economies.  

However, for neo-Marxists such as O’Connor (1973), these imperative 

expenditures which service business, the state and citizens are often 

competing and incompatible.  According to O’Connor (1973) in order to 

maintain a profitable system of capitalism, the state has to pursue two forms 

of expenditure that are often contradictory:  social capital expenditures and 

social expenses.  Gough (2000, p.65) explains the notion of social capital: 

Expenditures on social capital are required for profitable private 

accumulation.  They in turn consist of two categories:  social 

investment expenditures which increase the productivity of a given 

amount of labour, and social consumption expenditures, which lower 

the reproductive costs of labour power.  Either way these state 

activities are indirectly productive of surplus value and hence profits.    

Social expenses, on the other hand, include social and military expenses that 

are utilised to maintain social harmony and provide legitimation to the state 

and are not productive of surplus value and profit (O’Connor, 1973; Gough, 

2000).   

Farnsworth (2012) aligns the concepts of social capital and social expenses 

with corporate and social welfare respectively; however, he envisions the 
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relationship as more of a continuum as opposed to dual opposites described 

by O’Connor (1973).  For Farnsworth (2012, p. 9): 

…social and corporate welfare can play complementary roles in 

economic management, affecting the strength of the economy and the 

overall quality of life within nations.    

Corporate welfare can stimulate investment and production, rescue industrial 

sectors and reduce the price of goods and services for consumers 

(Farnsworth, 2012).These measures can help curb firm closures, wage cuts 

and curtailment of occupational provisions such as pensions all of which 

serve to assist citizens (Farnsworth, 2012).  Equally, and as described 

above, social welfare policies can assist both, as unemployment benefits 

soothe economic downturns and public provisions for education, training and 

transportation costs assist with productivity and reduce employment costs as 

a portion of the wage basket is subsidised by the state (Morel et al, 2012; 

Ghosh,2004; Farnsworth, 2012).    

 In sum, there is clear link between economic and social realms within 

market based economies whereby welfare provisions assist with the needs 

of business, the economy, the state, and its citizens (Morel et al, 2012).  

However, the balance and equitable provision of corporate and social welfare 

within and between states varies considerably (Farnsworth, 2012).  While the 

needs of both business and citizens necessitate a fair provision for both, 

there are political and ideological factors that can complicate and skew the 

proportional distribution of the two (Block and Somers, 2014; Glasberg and 

Skidmore, 1997; Farnsworth, 2012). Furthermore, there are common 
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perceptions that social welfare provisions, in a development context are a 

luxury that developing countries cannot afford despite arguments of direct 

positive linkages between social welfare and economic growth in developing 

countries (Kwon, 2014; Mkandawire, 2004; Dreze and Sen, 2013; Keynes, 

1936, 1980; Myrdal, 1984; Esping-Anderson, 1990).   These are the issues 

explored next. 

3.6.2:  The rise of neoliberalism and the severance of social welfare 
from theories of economic growth  

Farnsworth (2012) observes that both history and ideology impact the 

variation of provision of corporate and social welfare within and between 

nation states.  As explored in Chapter Two, developing economies are 

heavily impacted by neoliberal ideology.  This section will explore the role for 

social welfare in development theories, the rise of neoliberal ideology and the 

resulting detachment of social welfare from economic growth theories.  It will 

also explore the more contemporary development strategies that do, in 

theory, recognise a role for social policy within development.  

Mkandawire (2004) underscores that most of the forerunners of economic 

development were interested in examining the social dimensions of 

development, principally because it addressed issues of poverty.  Elimination 

of poverty was seen as a critical step in the attainment of economic growth 

for many early development theorists (Morel et al, 2012; Meier and Seers, 

1984).  Karl Gunnar Myrdal (1984) who worked closely with free market 

advocate and neoliberalism pioneer, Friedrich Hayek, argued in the 1930’s 

that social expenditure was not solely for the benefit of public consumption 
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but a necessary instrument for development.   The treatise that social 

progress is necessary for the development process is widely associated with 

John Maynard Keynes or Keynesian macroeconomics (Townsend, 2004; 

Morel et al, 2012).  Keynes (1936) emphasised the need for government 

intervention in the operation of the markets and underscored the direct 

positive correlation between social welfare and macroeconomic prosperity.  

Keynesian economics directly facilitated the development of comprehensive 

social welfare programs (Townsend, 2004) and, as Farnsworth (2012, p.11) 

argues, helped to lay the foundations for the “modern corporate-social 

welfare state” as well.      

However, the decade of the 1970’s began to see the decline in Keynesian 

economic principles (Townsend, 2004; Block and Somers, 2014).  The 

occurrences of twin international economic crisis caused by sharp rises in oil 

prices and high levels of inflation coupled with low demand gave birth to the 

ascendance of neoliberal ideology (Chang, 2002, 2014; Chang and Grabel, 

2004) until the post 2008 world economic crisis (Farnsworth, 2012).  

Townsend (2004, p.37) observes the rise of neoliberalism and its widespread 

reach and permanence: 

Yet by the 1970s Keynes’ steadying influence on world social 

development and the global market had faded, and monetarism and 

conservative political forces were in the ascendant.  For more than 

three decades disciples of free market have dismissed his ideas and 

successfully changed, but also shaped, the institutions of trade, 

communication and government as well as those of the market itself.    
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Neoliberalism eviscerated social policy from economic strategy and created 

a thesis that there is a trade-off between social policy and economic 

development or between social equity and market efficiency (Mkandawire, 

2004; Marques and Utting, 2010; Block and Somers, 2014).  This trade-off 

theory is a hallmark legacy of the Washington Consensus which assumes 

that diverting resources to social policy while softening the blow of the 

structural adjustments for “weaker sections of society” was “buying short-run 

palliatives” at the cost of long term development as it would only slow down 

the “necessary ‘adjustments” (Chang, 2004, p. 246).  

The argument that economic growth is a trade-off for social welfare is 

ensconced in a general critique of the welfare state as being inefficient in 

several respects: it crowds out a more efficient private sector solution; it 

distorts labour markets and introduces various rigidities, and negated 

incentives for people to seek work or create productive livelihoods (Hayek, 

1944; Peck, 2010).  Thus, neoliberal development prescriptions called for 

cutbacks or curtailment on social spending, privatisation of basic public 

services, deregulation of labour markets and the abandonment of social 

planning (see section 2.2.2) (Peck, 2010;Rodrik, 2011; Gore, 2000; Stiglitz, 

2002; 2006; Chang, 2007, 2014).  Furthermore, addressing social needs 

whilst in earlier stages of development, neoliberalism argues, fails to address 

the pre-existing issue of the resource constraints and, thus, social 

expenditure is seen as self-defeating and inefficient as it deploys needed 

resources and reduces the level of national savings and investment 

(Mkandawire, 2004).  In this light, social policy is seen as an end result to 
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development, something to occur after economic growth and, thus, not 

relevant for developing countries (Mkandawire, 2004).  

However the staunch opposition to the incorporation of social welfare for 

development and economic growth has been relaxed since the days of the 

Washington Consensus.  Several researchers (Morel et al, 2012; Gore, 

2000; Chang, 2002; Mkandawire, 2004; Stiglitz, 2006; Farnsworth, 2010; 

Marques and Utting, 2010) explore the paradigm shift in development 

prescriptions on behalf of the Bretton Woods institutions that occurred, in 

particular, since the mid-1990s, which began to express the recognition of 

poverty alleviation and support for social sectors on development grounds 

(UNDP, 1995a, 1995b; IMF, 2000; World Bank, 2004).  The shift occurred 

partly in response to the widespread criticism that the structural adjustment 

programmes brought persistent poverty, skewed and perverse distributional 

and social effects as well as failed to generate the level of investment and 

economic growth promised (Marques and Utting, 2010).  The shift began 

with UNICEF, the children’s rights organisation’s critique of the dominant 

reform approach and called for ‘Adjustment with a Human Face’ in its annual 

report in 1987 (UNICEF,1987).  It continued forward as the introduction of 

metrics of development other than gross domestic product such as Human 

Development Reports issued by the United Nations Development 

Programme commencing in 1990 (UNDP, 1990).   

Mkandawire (2004, p.8) explains that the “new growth theories” that arose 

following the Washington Consensus placed human development high on 

the strategic agenda through social policies affecting education, health and 
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equity tend to enjoy higher rates of growth (Mkandawire, 2004).  However, 

Mkandawire (2004) goes further to argue that recognition of the importance 

of social development does not necessarily lead to its implementation into 

public policy.  There are impediments such as ideological and political 

barriers as social policy is a highly political process that concerns 

arrangements of power, political bargains, and conflicts.  Mkandawire (2004) 

concludes that social policy continues to be perceived as a residual category 

of safety nets and not something fully integrated with economic growth 

strategies.     

In a similar vein, Marques and Utting (2010) explain that the response to the 

massive failures of the neoliberal development approach resulted in 

paradigm challenges, one of which is termed the post-Washington 

Consensus.  However, the post-Washington Consensus merely added good 

governance and poverty reduction to the original neoliberal agenda which 

prioritises the needs of business which, it is argued, will reduce poverty 

(Marques and Utting, 2010).   

In sum, even though development prescriptions have recognised a place for 

social policy in the years following the Washington Consensus, the needs of 

business to create economic growth continue to be prioritised (Marques and 

Utting, 2010) and the role of social welfare continues to be viewed more as a 

category of residual safety nets rather than a critical ingredient for growth 

(Mkandawire, 2004).   

So while corporate welfare and social welfare are needed to produce stable 

and growing economies and societies, striking the right balance between the 
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two may prove difficult for developing countries.  However, as explored 

above, social welfare is often profitable to business and endorsing the type of 

welfare that selectively promotes ‘taken for granted’ business needs with 

minimal government intervention and regulation may hurt both economic and 

social development (Farnsworth, 2010, p.84).   

Given the arguments made in this chapter thus far, an important question 

arises.  How can the state implement social policies that best mitigate for 

corporate damages and extract potential benefit given the uphill battle with 

corporate power, IGO prescriptions, and competition between developing 

states to attract investment?  The next section will explore state investment 

strategies and the power of the state to get the most from TNC investment 

while mitigating for risk and harm. 

3.7:  Investment strategies and the state’s capacity to 
mitigate for harm and extract benefit 

As was emphasized in Chapter Two (see section 2.4), the benefits of FDI do 

not automatically accrue and states need to construct effective investment 

strategies and policies for the welfare of their citizens as well as the economy 

(OECD, 2002; 2008; ILO-OECD, 2008).   

As states compete for FDI they construct investment strategies to capture 

inward investment (Thomas, 2011; Farnsworth, 2010).  Countries will have 

certain resources that they can promote to potential investors as comparative 

advantages and will often develop investment bureaux to advertise these 

advantages to foreign investors (Farnsworth, 2010).  The resources a 
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country has to offer will vary.  Some may have natural resources such as oil 

or mineral reserves which they can promote, while others may promote large 

growing domestic markets and others a highly educated and disciplined 

labour force. The investment strategies employed by state governments to 

attract investment will attract specific types of investors in need of what the 

state is offering.  The costs and benefits extracted from investment is highly 

contingent upon what type of investment the country is attracting 

(Farnsworth, 2010; Moran and Oldenski, 2013).  

Chang (2003) categorises investment strategies into two main categories: 

functional and selective.  Functional policies are generic investment 

strategies and do not favour any particular activities, firms, or industries over 

any other; they are generic and market friendly.  Farnsworth (2010) states 

these strategies appeal to ‘universal’ business needs informed by 

neoliberalism and are applied irrespective of the nature of the host economy 

or the particular state of development.  Selective policies, on the other hand, 

are more tailored to a country’s needs and comparative advantages and the 

government actively intervenes in such strategies to influence the type of 

investment attracted as well as the terms under which companies can invest 

(Chang, 2003).  Selective policies are ones in which the government 

encourages certain firms or industries and discourages others. Chang (2003) 

stresses that neoliberal ideology supports the open door ethos of functional 

policies and discredits selective policies as being interventionist, and thus, 

ineffective and protectionist.  However, this is not necessarily true as Lall 

(1997, p.408) points out in the following passage: 
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There is nothing in economic theory that says that functional 

interventions are better than selective ones.  The recent trend to 

favour functional interventions has no theoretical basis if the relevant 

forms of market failure exist. …On the empirical side, considerable 

evidence has been accumulated to show that selective interventions 

can be of vital significance for accelerating and deepening the process 

of industrial development, and that, under certain conditions, 

governments can and do intervene effectively.   

The policy advice which recommends open door functional polices across 

the board are based, in part, on an argument that investment decisions are 

based on the amount of freedom granted to TNCs (Chang, 2003).  However, 

FDI decisions are more likely to be based on other factors such as the 

overall performance of the economy rather than specific incentives and 

regulatory policies (OECD, 2002, 2008; Chang, 2003, 2014; Moran and 

Oldenski, 2013).  The World Bank (1985, p.130) too has argued this point:   

The specific incentives and regulations governing direct investment 

have less effect on how much a country receives than has its general 

economic and political climate and its financial and exchange rate 

policies (World Bank, 1985, p.130)  

The promotion of open door policies with minimalist protections and 

regulations are also based on the misconception that TNCs can locate and 

invest in any country.  As explored above, location choice is based on a 

complex set of factors such as firm motivation to exploit or augment 

particular assets and for some firms location choices will be limited 
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(Forsgren, 2013; Dunning, 1997a; Yeates, 2001; Chang, 2003).  The 

limitation of location choices for certain sectors causes firms to compete with 

one another for opportunities in attractive host countries (Fosgren, 2013; 

Chang, 2003; Farnsworth, 2010).  Host countries can use this bargaining 

power to implement policies that regulate the activities of TNCs to help 

ensure spillovers and mitigate for social risks (Chang, 2003).  TNCs are 

more likely to abide by stricter policy conditions in return for investment 

opportunity where the opportunity to do so is more rare (Ostry, 1990).  

However, some developing countries may not have locational advantages for 

which TNCs will compete and, thus, may have much lower bargaining power.  

However, Chang (2003) concludes that these countries do not have to ‘race 

to the bottom’ in constructing policies in order to attract TNCs; they will most 

likely have a few bargaining chips with which to use in trying to get the most 

from investments while mitigating for costs or they can become more 

selective with investment policies in time as the industry or industries 

becomes more established.  Chang (2003, p.265) explains: 

It should be emphasized that, except for the poorest countries with 

meagre natural resource endowments, small domestic markets, and 

no locational advantage, potential host countries are not merely 

passive victims:  they have, and often exercise with substantial 

success, considerable bargaining power in their dealings with TNCs.   

The investment strategies and policies of East Asia and China go against the 

generalizations that suggest TNCs are not willing to participate in a more 

regulatory policy environment (Lall, 1997; Yeates, 2001; Yeung, 2013).  In 
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most of the East Asian countries except for Hong Kong, government 

interventions were selective in nature and state governments strategically 

directed investment into and out of certain sectors and dictated certain terms 

and conditions of TNC behavior to better ensure the capture of social and 

economic benefits from foreign investment (Chang, 2003, 2014; Yeung, 

2013).  For entry of FDI, certain types of investments were promoted over 

others (Lall, 1997; Chang, 2003; Yeung, 2013).   For example, investments 

that would supply critical intermediate inputs while using more sophisticated 

technology or labour intensive export investments that would generate more 

jobs and foreign exchange were approved over investments targeting market 

oriented consumer goods (Chang, 2003). These countries also used 

screening measures to ensure the ‘right kind’ of technologies was brought in 

via TNCs and on the right terms (Rasiah, 2006).   

Several researchers (Lall, 1997; Yeates, 2001; Pierson, 2004; Kwon, 2004, 

2014; Miura, 2012) highlight that the Asian development strategy 

incorporated social welfare activities into the corporate structure following 

what is referred to as the Japanese model of social welfare.  Whilst many of 

the welfare activities did not provide direct finance, the overall strategy 

appeared to pay greater attention to the production-enhancing role that 

social welfare can play (Mkandawire, 2004; Kwon, 2014).  Labour protection 

strategies through lifetime employment were offered in Japan (Yeates, 2001; 

Miura, 2012) and affirmative action policies were implemented in Malaysia 

(Mkandawire, 2004).  Education, training, low rent public housing, and land 

reform were other examples of social welfare policies implemented in the 
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Asian experience that helped the development process (Ghosh, 2004; Kwon, 

2014).   

In sum, although business has structural and agency power to influence the 

terms of investment and undermine, social policy, the state has power to 

implement effective investment strategies to intervene in the activities of 

business to try and extract benefit and mitigate for potential risks.    

3.8:  Chapter summary 

As discussed in Chapter Two, a large part of the development agenda within 

the globalized context for developing countries is concerned with making the 

host economy attractive to FDI.  Governments try to attract and induce 

investment and they do this by adopting policies that are attractive to 

investors.  Chapter Two concentrated on the economic policies that countries 

implement to attract investment.  However, as argued here, the social 

welfare of the host economy is important to attracting FDI and social policies 

are often equally important to the needs of foreign investors.  Thus, FDI has 

implications for the social policies of host economies. 

This chapter examined the social impact of FDI on developing host countries 

by exploring the connection between business, social policy and the state’s 

development strategies.  Social welfare is critical not only for its citizens but 

also for the needs of business (Farnsworth, 2010, 2012; Hecock and Jepsen, 

2013).  While business has power to shape and influence host country 

policies, there are internal and external factors that serve to boost or limit 

business influence on social policy construction (Fuchs, 2005; Farnsworth, 
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2010; Bell and Hindmoor, 2013).  TNCs can also directly impact host social 

environments with the risk of deleterious corporate behaviour.  This chapter 

explored the concepts of risk, costs, harm and corporate crime.   

It was observed in this chapter that state welfare provisions include both 

social and corporate welfare components and while the needs of both 

citizens and businesses necessitate an equitable provision of both, there are 

political and ideological factors that can skew distributional outputs (Glasberg 

and Skidmore, 1997; Farnsworth, 2012).  Neoliberal ideology vastly 

undermines the need for social welfare for developing countries 

(Mkandawire, 2004; Marques and Utting, 2010 Utting et al, 2012).  Even 

though development prescriptions have recognised a place for social policy 

in the years following the Washington Consensus, it was argued that the 

needs of business to create economic growth continue to be prioritised 

(Farnsworth, 2010; Marques and Utting, 2010; Utting et al, 2012; Kohli, 

2012) and the role of social welfare continues to be viewed more as a 

category of residual safety nets rather than a critical ingredient for growth 

(Mkandawire, 2004).  Naturally, this will most likely influence the impact that 

TNCs have on developing countries.   

That said, the developing state can use its power to create investment 

strategies that regulate and steer the activities of business in order to better 

ensure positive spillovers and mitigate for potential costs (Chang, 2003; 

2014).  East Asia often effectively combined selective and interventionist 

policies to direct and control TNC involvement to ensure better growth 

opportunities (Lall, 1997; Chang, 2003; Kwon, 2012).  While not all countries 
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will have the capabilities or comparative advantages to be as demanding of 

business as East Asia, adopting taken-for-granted business preferences and 

constructing lightly regulated markets with minimal social welfare policies 

may produce environments that are bad for business and for its citizens 

(Chang, 2003; Farnsworth, 2010).    

Now that I have explored FDI and the potential impact to social welfare in 

developing countries in a general context, I will now proceed to explore the 

impact of FDI in development in India.        
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Chapter Four:  Social and economic development in 
India 

4.1:  Introduction 

India is viewed as a globalisation success story, and for some, it has taken 

its place amongst the showcase of developing countries that demonstrate 

the benefits of economic liberalisation and the progress that can come from 

alignment with global markets (Ghosh, 2011; Mazumdar, 2011; Kohli, 2012).  

With its sustained economic growth, increase in per capita income (Ghosh, 

2011) as well as influx of foreign capital (Rao and Dhar, 2011b); India does 

have much to boast about.  However, India continues to have high and 

persistent poverty rates, low human development indicators, alarming levels 

of food poverty (Banerjee, 2008; Dreze and Sen, 2013) which demonstrate a 

much more bleak picture of globalisation; one that indicates that economic 

liberalisation may not be the ‘cure all’ it is often purported to be 

(Chandrasekhar and Ghosh, 2006).   

When India committed to structural reforms and officially liberalised its 

markets in 1991, it did so against a backdrop of widespread inequality and 

lack of social policies to address and restructure the social divisions (Dreze 

and Sen, 1995, 2013; Kohli, 2012).  With that said, however, there was a 

greater decrease in inequality and poverty in the pre-reform period in 

comparison to post reform (Motiram and Vakulabharanam, 2011).  There are 

several characteristics of the poverty and inequality in India that remain 

stubborn to change.  First, there are considerable differences in the 
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incidences of poverty and inequality across and between different castes, 

classes, religions, and between men and women (Nachane, 2011).  Second, 

there is a large divergence in poverty rates between rural areas and urban 

areas (Naschold, 2012, Krishan, 2014).  Rural areas—where the majority of 

the population or 68 per cent reside (World Bank, 2014) are much more 

destitute (Nachane, 2011; Naschold, 2012).  Third, there is substantial ‘inter-

regional inequality’ or inequality between individual states (Nachane, 2011; 

Van Klaveren, 2010; Ghosh, 2011).  A fourth characteristic to India’s poverty 

and inequality has been its lack of structural transformation of its workforce 

(Krueger, 2007; Mazumdar and Sarkar, 2008; Rodrik, 2011; Binswanger-

Mkhize, 2013; Ghosh, 2011).  The majority of the population are dependent 

upon and engaged in agricultural sector activities while employment 

generation and the share in GDP has fallen dramatically (Krueger, 2007; 

Binswanger-Mkhize, 2013).  The service sector’s share of India’s GDP has 

increased remarkably and contributes to over half of the national income 

(World Bank, 2015; Krishan, 2014).  However, the impressive output of the 

service sector has not generated the formal employment opportunities 

needed for India’s large workforce (Ghosh, 2011; Mazumdar, 2011).  

Meanwhile the stagnant output and employment generation of the industrial 

sector has further constrained the structural transformation leaving many 

bottled up in an unproductive agriculture sector or informal sections of the 

service sector (Papola, 2005; Bhattacharjea, 2006; Nachane, 2011; Rodrik, 

2011; Binswanger-Mkhize, 2013; Ghosh, 2011).   

India liberalised its markets slowly at first but by the mid-2000s most sectors 

were completely open to FDI and the government was actively incorporating 
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FDI into its development initiatives to bring needed and missing resources 

such as capital, technology, managerial skills and widespread employment 

for India’s abundant labour force (Rao and Dhar, 2011; Shah and Patnaik, 

2013; Mitra, 2008; Pradhan and Abraham, 2005).  While FDI to India was 

slow to accumulate shortly after liberalisation, it greatly increased after 2005 

(Rao and Dhar, 2011b; Pradhan and Abraham, 2005; UNCTAD, 2009).  FDI 

inflow statistics reveal an increase in the stock of FDI from $17.5 billion in 

2000 to $164 billion in 2009 (UNCTAD, 2009; Rao and Dhar, 2011b).  Not 

surprisingly with the exceeding riches flowing to India, FDI became a coveted 

tool in the Indian government’s development planning armour (Shah and 

Patnaik, 2013).    

This chapter is divided into two parts.  The first section will explore 

development in India prior to economic liberalisation in 1991 which covers 

the colonial period and the years of import substitution industrialisation (ISI).  

This section will analyse both economic and social welfare implementation 

and performance during this time.  The second section investigates the 

Indian development experience after economic liberalisation.  This section 

will look at both economic and social welfare performance by analysing the 

Indian growth model, FDI to India and inequality and poverty in India.  

Following this, the global financial crisis, the impact to development, 

developing countries and the specific impact to India will be explored.  



130 
 

4.2:  Development in India:  A brief history 

India, a federation of 29 states located in southern Asia, is the world’s largest 

democracy and second most populous country and has a long and rich 

history of bewildering diversity (Bhaduri, 2005).  India’s diversity applies not 

only to its geography and climate but also its religion, language and ethnicity 

(Bhaduri, 2005).  Hindus are numerically the largest religious group (80.5 per 

cent) but many other religions form significant minorities such as Muslims, 

Christians, Sikhs, Buddhists and Jains (Bhaduri, 2005).  India is very 

linguistically diverse as well with over sixteen major languages and over 500 

dialects (Bhaduri, 2005).  Hindi is the language of the Indian state although 

English is used for administrative communication and also for higher 

education.  This makes India an attractive destination for FDI (Rao and Dhar, 

2011b).  However, this has created a linguistic divide as well as a divide of 

opportunity between those who can speak English and those who cannot 

(Bhaduri, 2005).  Bhaduri (2005) argues, however, that India has 

experienced impressive progression of unity despite its multi-religious, 

multilingual, multi-ethnic and multinational characteristics.   

This section will explore India’s development up to economic liberalisation.  

Analysis of India’s economic and social development and performance can 

be deconstructed and divided in different ways.  I have chosen to 

deconstruct it with colonialism, independence and the years of import 

substitution industrialisation or state dirigisme as one period which is 

discussed in the proceeding subsection.  India’s planned economic 

liberalisation from 1991 will be analysed in a separate subsection.  The big 
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conceptual divide for this chapter is pre-economic liberalisation and post 

economic liberalisation as liberalisation denotes a shift in India’s perception 

of FDI and subsequently begins to become incorporated into its development 

strategies (Rao and Dhar, 2011b).  Equally important to note is the process 

of economic liberalisation as how a country implements liberalisation, 

arguably, helps to determine the impact of FDI on its economy and citizens 

(Chang, 2003, 2014).  Thus India’s economic liberalisation and the way in 

which it opened its markets are examined separately in the third subsection.  

The years following economic liberalisation to the present day are 

categorised as India’s current development trajectory and are discussed in 

the section, 4.3. 

4.2.1:  Economic development within colonial rule and the ISI years 

India’s relationship with FDI and the global economy is a unique and 

complex one.  India’s primary experience with foreign investment occurred in 

1600 when several European chartered companies came to India as trading 

merchants (Van Klaveren et al, 2010; Kohli, 2004, 2012).  One such 

chartered company was Britain’s East India Company which would play a 

significant role in the colonization of the country (Kohli, 2004).  Although it 

was British Crown rule that officially colonized India, the East India Company 

is known to have been the main facilitator; the Trojan horse, to this colonial 

oppression (Ratnam, 1998; Kohli, 2004,2012).   The East India Company 

remains to this day, a unique transnational corporation in that the company 

effectively transitioned from an international trading enterprise into an 

operational colonial occupier of a subcontinent (Kohli, 2004, 2012).  The 
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Company was India’s primary experience with inward foreign investment and 

would cause lasting scepticism of its relationship with FDI (Ratnam, 1998).  

Contemporary movements in India against further liberalisation and TNC 

presence have often incorporated symbolic themes of colonial oppression 

and the East India Company in protest movements (Greer and Singh, 1996).  

As Ratnam (1998, p.577) emphasises, “The ghost of the East Indian 

Company still haunts the Indian psyche.”    

The nationalist movement that developed during this time not only united the 

masses into a movement against the British but also united support for the 

protection and autonomy of domestic industry as colonialism forced free 

trade upon India to the detriment of its indigenous industries (Kohli, 1991; 

2004, 2012).  Sovereignty, independence, and protected markets were all 

embraced within the concept of nationalism (Kohli, 1991; 2004, 2012; Reed 

and Reed, 2004).   

From independence in 1947 to the economic reforms in 1991, India’s 

development approach was state planned, directed and controlled, and is 

commonly referred to as the dirigisme, an economic system whereby the 

state exerts strong direction over investment and development (Shah and 

Patnaik, 2013).  The original intention of the dirigisme was for the state to 

gain control over the ‘commanding heights’ of the economy through 

conforming the private sector to state planning priorities as well as through 

the expansion of public ownership of the means of production (Srinivasan 

and Tendulkar, 2003, p.13).  The former goal was achieved through 

quantitative restrictions and regulations by an elaborate system of licenses 
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(Srinivasan and Tendulkar, 2003; Pedersen, 2008), pejoratively termed the 

‘Licence Raj’ (Rodrik and Subramanian, 2005; Mazumdar, 2011).    This 

system of licensing has often been criticised as being inefficient for private 

enterprise and developmental priorities as well as evolving into a source of 

corruption (Mazumdar 2008, 2011).   

The years of the dirigisme produced very mixed economic results (Nachane, 

2011; Alfaro and Johnson, 2013).  But the analyses of these years are even 

more mixed in their interpretations.  That said, most would generally agree 

that the years from independence to the mid-1980s, often termed the ‘Hindu 

growth’ period, demonstrated a rather lacklustre economic performance 

within the confines of a heavily protected and regulated regime (Dreze and 

Sen, 1995, 2013; Srinivasan and Tendulkar, 2003; Nachane, 2011).    

The years of India’s state dirigisme or ISI development period officially came 

to a close when in 1991 the government initiated structural reforms and 

liberalised the economy (Shah and Patnaik, 2013).  Before analysing India’s 

economic liberalisation, it will be helpful to explore India’s social welfare 

development during the dirigisme years.  Mazumdar (2011) argues that in 

order to understand India’s present day capitalism, one must take into 

account the important continuities between the pre- and post- liberalisation 

stages.  By doing so, Mazumdar (2011) contends, the tendency for Indian 

capitalism to generate uneven development becomes apparent and the 

increasing uneven development post liberalisation becomes more 

understandable.  Thus, briefly analysing social welfare prior to economic 

liberalisation will aid in the examination of contemporary problems with 
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persistent poverty and inequality inherent in the contemporary Indian 

development scenario.  

4.2.2:  Indian social policy within the development process 

One of the biggest disappointments of the ‘socialist’ years (and continues to 

remain a serious contemporary problem) was the lack of contribution towards 

a significant reduction in poverty alleviation or a decrease in inequality (Kohli, 

2012; Dreze and Sen, 1995).  Kohli (2004, 2012) argues that, despite the 

socialist rhetoric of the dirigisme years, the dismantling of structural 

inequalities was never whole heartedly embraced or attempted.  Kohli (2004, 

p.265) states that unlike the government’s commitment to nationalism and 

state led development, the commitment to the poor was superficial in 

comparison: 

…how else would one explain the limited political energy devoted to 

land reform or, for that matter, to promoting widespread access to 

primary education?   

Bhagwati (1993) concurs and argues that Indian planners vastly 

underestimated the productive role of health, nutrition, education and, thus, 

grossly underspent on them.  He goes further to argue part of the problem 

was linked to notions of caste:  

…a caste defined view of life that undervalues economic and social 

mobility, and the sense of futility of educating the children of the poor.  

(p. 49)   
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Despite being outlawed by the Indian Constitution, the eradication of division 

of society along delineations of caste did not occur during the dirigisme and 

continues to be very exclusionary and marginalising for those in lower castes 

(Shah, 2004).  The caste system, a religious based system of social 

hierarchy, will be explored further in an upcoming section (section 4.3.3).   

Several researchers argue that widespread poverty alleviation following 

independence would have required major land reform and the breaking of 

land monopolies, economic redistribution and the reorganisation of the rural 

areas and none of these objectives were pursued to any extensive degree 

(Dreze and Sen, 2013; Prasad, 1989; Kohli, 2004, 2012; Chandrasekhar and 

Ghosh, 2006; Ghosh, 2011; Mazumdar, 2008, 2011).  Ghosh (2011) states 

that the inability to implement these types of reforms kept the structures and 

patterns of inequalities in place:      

The inability to undertake land reforms or other strategies that would 

have involved substantial redistribution of assets not only meant that 

wealth and income inequalities continued to be very high, but also 

affected the ability of the Indian state to undertake economic policies 

that would be perceived as going against the interests of the landed 

and other elites. (p.2) 

As explored in Chapter Three (see section 3.6.2) there are ideological and 

political barriers to social policy construction due to its highly political nature 

(Mkandawire, 2004).  Embedded features of the Indian political economy 

were class based and this limited the construction of social welfare policies 

(Ghosh, 2004; Chandrashaker and Ghosh, 2006; Kohli, 2004, 2012).   
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Kohli (2004, 2012) argues that because India is a democracy, unlike China 

and the Soviet Union at the time, its leaders had to worry more about political 

support and pursue multiple goals simultaneously, as they sought to satisfy 

multiple constituencies and this ultimately resulted in an inclination towards 

populism, promising benefits to the majority of the Indian population which 

resided in the lower classes while concurrently protecting the interests of the 

socio-economic elite classes.  As the business class in India is 

representative of the middle and, in particular, upper classes (Kohli, 2012), 

the government’s pattern of paying lip service to the masses while catering to 

the interests of the elite is particularly important to this thesis.  Perceptions of 

how the Indian government balances the needs of business and its citizens 

will be explored in upcoming empirical chapters.   

There were several economic and social features of India’s post-

independence growth strategy that structurally restricted the potential of the 

Indian economy to grow in a sustainable manner (Ghosh, 2004); however, 

often it is the economic policies that are held to blame (Dreze and Sen, 1995, 

2013).  Dreze and Sen (1995, p.8) stress that often there are tendencies to 

examine and highlight the market failures of the dirigisme years and to ignore 

the failures of advancing equality which occurred in equal measure during 

this time:     

There are many failures, particularly in the development of public 

educational facilities, health care provisions, social security 

arrangements, local democracy, environmental protection, and so on, 
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and the stifling of market incentives is only one part of that larger 

picture.   

One set of policies that were implemented during the dirigisme years which 

is important to this thesis are labour laws.  Discussion of labour laws is 

particularly relevant to contemporary demands from business groups for 

labour reform, a topic that will be explored extensively in upcoming empirical 

chapters.   Thus, a brief exploration of India’s labour laws is warranted here.   

Labour legislation in the context of trade unions and labour rights were 

shaped during the period of late colonialism and independence 

(Bhattacharya, 2007).  Bhattacharya (2007) argues that following 

independence the Indian government passed a series of labour laws to 

increase the hold and control of the state in the industrial dispute process.  

The most notable was the Industrial Disputes Act (IDA) 1947 which 

continues to provide the basic framework governing industrial relations and 

labour protection in India (Hazra, 2005; Bhattacharjea, 2006; Bhattacharya, 

2007; Eichengreen et al, 2010).  Certain sections of the IDA, in particular V-

B, continue to be a contentious for employers, employees and trade unions 

alike.  Section V-B of the IDA requires firms employing one hundred workers 

or more to obtain government permission for layoffs, closures, and 

retrenchments (Bhattacharjea, 2006).  Further legislation was passed during 

the dirigisme years such as the Industrial Employment (Standing Orders) 

Act, the Factories Act and the Contract Labour (Regulation and Prohibition) 

Act as well as legislation relating to social security in the organised sector 

(Murali, 2010).  The Standing Order Act requires employees to obtain 
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consent from workers and unions before changing the conditions and terms 

of employment including changes in technology (Bhattacharjea, 2006; 

Eichengreen et al, 2010).  Provisions within the Factories Act try to ensure 

health and safety and other workplace and labour provisions are provided via 

inspections (Bhattacharjea, 2006).  The Contract and Labour Act regulates 

and in some cases prohibits the use of contract labour (Murali, 2010).   Both 

the centre and state governments have certain jurisdictional precedence in 

labour regulations and the involvement of both have resulted in a sprawling 

arrangement of laws whereby many are overlapping and contradictory 

(Ghosh, 2004; Nagaraj, 2004; Bhattacharjea, 2006).    

One aspect of India’s labour market that is important to understand is that 

India has both formal and informal labour markets.  The main distinction 

between the two is that the formal work sector is covered by national and 

state labour regulations and the informal sector is not (Dutta Roy, 2004; 

Hazra 2005; Anant et al, 2006; Eichengreen et al, 2010).  It is equally 

important to note that the formal work sector in India is very small in 

comparison to the informal and employs less than 8 per cent of the labour 

force (Nachane, 2011).  Thus, the overwhelming majority of India’s workforce 

is not covered by the aforementioned labour legislations (Murali, 2010).  Yet 

despite this fact, as will be explored in empirical chapters, business groups 

continue to advocate strongly for labour reform (Murali, 2010).   

As discussed in Chapter Three (see section 3.2.2) the relative power of other 

actors who have a vested interest in policy outcomes such as labour groups 

and civil society can restrain business influence in policy outcomes. Murali 
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(2010) explores the issue of labour reform in India which serves to highlight 

the various power dynamics between political parties, business, and labour 

movements.  Domestic business associations have continually called for 

greater flexibility in hire and fire policies as well as the implementation of an 

exit policy for plant closures (Bhattacharya, 2006; Eichengreen et al, 2010; 

Murali, 2010).  Yet, formal labour reform has not occurred (Murali, 2010).  

Murali (2010) lists reasons as to why business power has been thwarted in 

labour reform, all of which involve the nature of India’s electoral politics.  She 

explains that high levels of electoral competition have meant that no political 

party can ostracise key constituents or go against political issues that are of 

high concern to the majority of constituents and labour reform is a ‘mass 

politics’ (Varshney, 1998) issue in India even though organized labour is 

small section of the labour force.  Varshney (1998) distinguishes between 

“mass politics” and “elite politics”.  The former applies to issues that are of 

concern to the majority while the latter are issues that are confined to elite 

levels of discourse.  Labour reform appears to be a very sensitive issue in 

India.  Politicians avoid explicitly looking as if they are prioritising business 

interests above those of citizens (Murali, 2010), but this raises an important 

question as far as this thesis is concerned about how successful the Indian 

government has been in putting in place policies that simultaneously attract 

new investment but in a way that does not undermine labour conditions, 

burgeoning social policies or political support from the masses.      

Having explored the social and economic development during the dirigisme 

years, I will now explore India’s official economic liberalisation in 1991.     
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4.2.3:  Economic liberalisation in India   

Perhaps the most significant development as far as India’s current approach 

to FDI can be traced back to 1991.  In 1991, India implemented very 

significant economic and structural reforms.  The economic reforms which 

took place in 1991 resulted from a balance of payments crisis; India was 

close to defaulting on its sovereign debt for the first time in its history 

(Srinivasan and Tendulkar, 2003).  India was forced to take a loan from the 

IMF and the money was provided along with stipulations for the 

implementation of structural adjustments (see section 2.2.2).   How much the 

reform policies were dictated from the IMF and how much the Indian 

government saw reform as inevitable is hotly debated.  Many such as Greer 

and Singh (1996) and Patnaik and Chandrasekhar (1998) stress the 

influence that the IMF and the World Bank had on the reforms as being very 

significant.  On the other hand researchers such as Chaudhry et al (2004, 

p.75) argue that India has experienced both successes and failures in 

working with the IMF but, overall, has done well to retain ownership of any 

conditionality imposed by the IMF.   

 India did liberalise its economy in 1991 but ‘gradualism’ has often been 

described as the hallmark of the Indian approach to the reforms as opposed 

to shock therapy style measures adopted in parts of Latin America in the 

1980s (Singh, 2005; Mazumdar, 2011).  The reforms liberalised both 

regulations for the domestic economy and the policies relating to foreign 

investment.  For domestic businesses, the ‘permit license raj’- as it had 

become known- was dismantled and there was detraction from the primacy 
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that was previously given to the public sector (Bhagwati, 1993).  There were 

significant changes to the policies towards FDI as well.  Even more 

significant was the shift in governmental opinion towards FDI and the 

possible benefits that could result in opening the economy to global markets.  

The government displayed a confidence in their country’s ability to compete 

globally (Rao and Dhar, 2011b).   

Although the government appeared confident in its welcoming of FDI, 

concern and opposition was often expressed by domestic business and 

business associations such as the Confederation of Indian Industry (CII) 

(Singh, 2005, Kohli, 2012).  Singh (2005) argues that because the anti-FDI 

rhetoric that was amassing in the country, this essentially meant that the 

government had to appear to proceed with caution.  Mazumdar (2011) 

concurs and argues that one prominent feature of Indian liberalisation is that 

although there has not been any ambiguity in its direction, the pace of 

opening the economy has been a comparatively slow and gradual process 

and this was done intentionally to protect Indian business and business 

interests.  

Against this background of protectionism, the government initiated a phased 

opening to FDI throughout the 1990s, lifting caps of foreign ownership from 

40 to 51 per cent; then to 74 per cent; and finally to 100 per cent in most 

sectors by the mid-2000s (Singh, 2005; Shah and Patnaik, 2013).  Automatic 

approval routes, meaning no prior approval from the Government of India or 

the Reserve Bank of India (RBI) is needed prior to the investment, were 

implanted for many sectors (Singh, 2005; Rao and Dhar, 2011b; Shah and 
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Patnaik, 2013).  By the mid- 2000s, FDI’s importance to development 

strategy came into full bloom and several agencies were created to promote 

India to foreign investors around the world: The Foreign Investment 

Promotion Council was established and the Foreign Investment Promotion 

Board was streamlined and made more transparent to ease the entry of FDI 

(Rao and Dhar, 2011a).  Other promotional bodies that were created to 

endorse the investment climate in India include such organisations as the 

India Brand Equity Foundation and Invest in India (Rao and Dhar, 2011a). 

The next two decades following liberalisation are the ones associated with 

India’s economic boom and it is during these decades that India emerges as 

a main contender for FDI and a globalisation triumph (Shah and Patnaik, 

2013; Kohli, 2012).  Post liberalisation for India is a time when India carves a 

niche for itself in the international division of labour as a magnet for IT, 

computer software, pharmaceutical and business process outsourcing 

investment (Ghosh, 2011).  However, it is also a time when structural 

inequalities increase, increase in casual employment and adverse shifts in 

human development indicators (Dreze and Sen, 1995, 2013; Ghosh, 2011).  

The next section will explore the decades following economic liberalisation 

and examine the advances as well as failures. 

4.3:  The Indian development experience post economic 
liberalisation:  Economic and social welfare performance     

By examining several externally visible indicators, the economic reforms and 

successive growth model appear to have been a remarkable success for 

India (Nachane, 2011).  The success has been defined by high rates of 
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growth of aggregate and per capita national income (Ghosh, 2011; Basu and 

Maertens, 2007).  The only other Asian country to surpass India’s growth in 

the last two decades has been China (Nachane, 2011; Nassif, 2010).  Other 

economic indicators such as investment levels are equally impressive.  

Investment levels, for example, as a proportion of GDP increased from 10 

per cent in the 1950s to 23 per cent in the early 1980s to 35 per cent in 2011 

(Nachane, 2011).  Due to changes in the way FDI is counted coupled with 

the opening of the construction sector to foreign investment in the mid-2000s 

enabled the government to report significant increases in FDI inflow in the 

mid-2000 (Rao and Dhar, 2011b).  FDI inflow was reported as amounting to 

$1 billion in 1990, between $5-7 billion in the early 2000s and $35 billion in 

2009 (Rao and Dhar, 2011b).    

India’s economy has grown around 5-6 per cent for over two decades 

following economic liberalisation (Ghosh, 2011; Sen Gupta, 2010; Nassif, 

2010).  And for three consecutive years from 2005-2008, India achieved 

growth rates that surpassed 9 per cent (Ghosh, 2011; Nachane, 2011).  The 

global financial crisis of 2008 adversely impacted India’s economic growth in 

the latter half of 2008, however, the economy began to show signs of 

recovery and grew by 7 per cent in the first half of 2009 (Sen Gupta, 2010; 

Nassif, 2010; Mehrotra, 2010).   

India’s growth rate has struggled in recent years and was 5.5 per cent in 

2012 (Fennell et al, 2013) and 4.7 per cent for 2013-14 (Reserve Bank of 

India, 2014).  Although the Indian growth rate is still respectable by relevant 

international standards, the rating agencies based in the US, the Standard 
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and Poor as well as Moody’s have been critical of the lack of deeper reforms 

in the Indian economy to address the slowdown in growth (Fennell et al, 

2013).  Furthermore, macroeconomic uncertainties and concerns over multi-

brand retail investment policy in India have become a concern for foreign 

investors in 2013 and 2014 (UNCTAD, 2014). 

Although India has achieved high economic growth rates, many are not 

benefitting and remain severely impoverished (Nachane, 2011; Kohli, 2012; 

Dreze and Sen, 2013).  The next subsection will critically analyse India’s 

economic growth model following economic liberalisation before proceeding 

to explore FDI flows to India.  The last subsection will investigate issues 

concerning inequality and poverty in India today.   

4.3.1:  Indian growth model following economic liberalisation 

The Indian government’s original strategy when it liberalised the economy in 

1991 was to shift the focus away from domestic markets and become an 

export oriented manufacturing producer for global markets (Rao and Dhar, 

2011b).  However, this has not come to fruition and India’s overall economic 

growth has depended upon domestic demand, market seeking and service 

sector investment (Rajan et al, 2008; Pradhan and Abraham, 2005; Ghosh, 

2011; Rao and Dhar, 2011b; World Bank, 2015).  Both domestic investment 

and FDI have targeted the service sector whereas investment to the 

manufacturing sector has fallen short of India’s development needs.  While 

India’s economic growth is driven by its service sector in terms of output, the 

majority of the population remain dependent upon agriculture for a living 

(Nachane, 2011; Chowdhury, 2011).  The structural transformation of India’s 
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employment has not transpired (Krueger, 2007; Rodrik, 2011; Ghosh, 2010; 

Mazumdar and Sarkar, 2008) and neither has migration from rural to urban 

areas (World Bank, 2014).  The majority of the Indian population, 68 per 

cent, continue to reside in the rural areas (World Bank, 2014). The latest 

data from the National Sample Survey organisation for 2009-10 revealed that 

67 per cent of the rural population and 7.5 of the urban population are 

dependent upon agriculture for a livelihood, while the sector only accounts 

for 14 per cent of the GDP (NSSO, 2010; Chowdhury, 2011).  Thus, the 

majority of the population are dependent upon a livelihood that is neither 

productive nor profitable. 

Historically, economic development and structural change entailed a linear 

transition from agriculture to manufacturing to a service sector-dominant 

economy (Lewis, 1955; Kuznets, 1966; Cameron, 1993).  However, India’s 

increased investment has not been in manufacturing but in services, which 

now account for 64 percent of GDP (Mazumdar, 2011).  India has essentially 

bypassed, or “leapfrogged,” the industrial-dominant phase of structural 

change and transitioned from agriculture to a service sector-led economy 

(Papola, 2006; Krueger, 2007; Mazumdar and Sarkar, 2008).  This unique 

transition and employment pattern has greatly affected the incidence of 

poverty in India (Papola, 2005; Krueger, 2007; Mazumdar and Sarkar, 2008; 

Ghosh, 2011).  Furthermore, this growth pattern has a direct impact on the 

FDI flowing to India.  Perceptions of the main social and developmental 

consequences that have resulted from this growth pattern will be explored in 

the upcoming empirical chapters (see section 6.3).   
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The Indian government has recognised that service sector led growth without 

a vibrant manufacturing sector may not be a sustainable development model 

and has prioritised the enhancement of manufacturing investment.  The 

government implemented the National Manufacturing Policy (NMP) in 2011, 

to attract and incentivise both foreign and domestic manufacturing 

investment (DIPP, 2011).  To entice investment to the sector, the 

government curtailed labour protections within the NMP.  The need for 

manufacturing, the NMP and the implications of curtailing labour laws are 

explored in the empirical chapters (see section 6.6.2).   

It is often argued that it is not merely economic growth that matters but rather 

the type of growth that is important (Dreze and Sen, 1995, 2013; Bhagwati, 

1993; Ghosh, 2011; Rodrik, 2011).  India’s economic growth has been based 

not only on its service sector but its domestic markets as well (Ghosh, 2011; 

Mazumdar, 2011; Nachane, 2011).  Ghosh (2011) and Mazumdar (2011) as 

well as Dreze and Sen (1995, 2013) argue that India was unable to become 

an exporting achievement because the government did not discipline Indian 

business to adopt a mercantilist strategy for export nor did it implement 

effective social welfare policies such as assistance with food, housing, public 

transportation, health services, and education which provides a large share 

of the wage output and subsidises labour costs for exporting firms.  East Asia 

and China implemented such reforms and this enabled employers to lower 

wages as some of the basic needs are taken care of by the state (Dreze and 

Sen, 1995, 2013; Ghosh, 2004).  In India cheap labour has come at the cost 

of simple low absolute wages rather than social welfare provision and 

underwriting of labour costs and this has greatly undermined the ability for 



147 
 

India to become an exporter in the global markets (Dreze and Sen, 1995, 

2013; Ghosh, 2004; Chandrasekhar and Ghosh, 2006).  This is coupled with 

the fact that India has not efficiently invested in infrastructure (Ghosh, 2004).  

These two factors—low wages and infrastructure—are vital for comparative 

advantage in global export markets (Ghosh, 2004).   

The liberalisation and the structural reforms taken in 1991, outlined above, 

greatly decreased state support of the public sector which played a large role 

in providing formal sector employment and private sector growth has not 

generated the employment needs to compensate for the jobs lost from the 

declining public sector (Mazumdar, 2011).  Formal sector employment has 

decreased significantly and the employment created in the formal sectors 

has tended to be of an ‘informal’ nature or irregular and without working 

benefits or protections (Mitra, 2008; Ghosh, 2011; Mazumdar, 2011).  Ghosh 

(2004) argues that the inability to generate adequate employment 

opportunities for India’s citizens is one of the biggest disappointments of the 

growth strategy following economic liberalisation.   

Thus far this chapter has concentrated on the domestic social and economic 

policies that have played an important role in creating the contemporary 

development scenario within India today.  It has also highlighted some of the 

specific issues confronting India’s growth strategy and development 

trajectory as well as the persistent problems within Indian labour markets.  

Chapter Two relayed the arguments that stress the importance of FDI and 

economic growth, provision of employment, and poverty reduction (see 

section 2.4).  Of course, with economic liberalisation FDI became an 
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important factor of growth for India and the government implemented FDI 

into its overall development endeavours (Rao and Dhar, 2011b).  The next 

subsection will examine FDI to India.   

4.3.2:  FDI to India  

The majority of India’s FDI is market seeking meaning it is attracted to India’s 

large and lucrative domestic markets (Shah and Patnaik, 2013).  A reported 

benefit to India delivered by market seeking FDI has been better quality 

goods (Emde, 1999; Bhaumik et al., 2003).  With market seeking FDI to 

India, domestic consumption has expanded compared to the closed 

economy years when domestic producers were largely the main ones 

supplying consumer goods (Emde, 1999).  While market seeking FDI can be 

good for consumers with the purchasing power to afford such products, it is 

arguably not the best FDI for the economy (Pradhan and Abraham, 2005).  

While both export oriented FDI and market seeking FDI can bring a bundle of 

assets that can spillover into the host country, export oriented is considered 

to be a ‘better quality’ of FDI and is argued to generate stronger links with the 

host economy because it is motivated by the production advantages of the 

host country (Pradhan and Abraham, 2005, p.1).  The capacity for 

knowledge spillovers, especially in knowledge-based industries, is argued to 

be much higher for export oriented FDI (Pradhan and Abraham, 2005).  

Export oriented FDI often works more closely with domestic firms as 

opposed to market seeking FDI which is often in competition with local firms 

for a share of the domestic market (Pradhan and Abraham, 2005).  As 

discussed in Chapter Two (see section 2.4.2) a potential risk involving FDI is 
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crowding out of domestic industries and market seeking FDI is often 

associated with crowding domestic industries of the market.  As market 

seeking FDI is in direct competition with domestic firms for market share they 

can simply acquire or take over domestic firms and quickly capture a large 

share of the domestic market (Singh, 2002). 

As discussed above, the service sector is driving economic growth in India.  

Furthermore, the majority of the FDI to India is targeting the service sector.  

A table illustrating the dominance of FDI to the service sector is presented 

below.  Service sector FDI is listed as comprising financial, banking, 

insurance, non-financial/business, outsourcing, R&D, technology, and testing 

and analysis services (DIPP, 2015) .  Top sectors for FDI to India from April 

2000 to January 2015 include finance, telecommunications, computer 

software and hardware, housing and real estate and construction activities 

(DIPP, 2015).    The service sector is comprised of both ‘high end’ formal 

segments and ‘low end’ informal segments of the labour market (Ghosh, 

2011; Rao and Dhar, 2011b).  In the high end, India is an attractive 

destination for computer software, IT/ITeS and back-office processes, 

customer and interaction and technical support (UNCTAD, 2007; Rajan et al, 

2008, p. 7).  However the lower end of the service sector spectrum, such as 

the construction sector, also attracts much FDI (DIPP, 2012; Rao and Dhar, 

2011).  Figure 5 depicts FDI inflows from 1990 to 2013 and Figure 6 

illustrates the sectoral composition of FDI. 
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Figure 5:  Inward FDI to India, annual, 1990-2013 

 

Source: UNCTAD Stat: 

http://unctadstat.unctad.org/wds/ReportFolders/reportFolders.aspx?sCS_Ch

osenLang=en [accessed May 6, 2015] 
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Figure 6:  Sectors Attracting Highest FDI Equity Inflow (US $ in Million) 

Rank Sector 
2012-13  
( April -  
March)  

2013-14  
(April- 
March)  

2014-15  
(April 14- 
February, 
2015)  

Cumulative  
Inflows  
(April 2000 
-  
February 
2015)  

Percentage 
of  total 
Inflows  

1. SERVICES SECTOR  4,833 2,225 2,881 42,340 17% 

2. 

CONSTRUCTION 
DEVELOPMENT:  
TOWNSHIPS, 
HOUSING, BUILT-
UP  
INFRASTRUCTURE  

 

1,332 1,226 754 24,060 10% 

3. TELECOMMUNICATIONS 304 1,307 2,853 17,016 7% 

4. 
COMPUTER SOFTWARE 
& HARDWARE  
 

486 1,126 2,041 14,862 6% 

5. 
DRUGS & 
PHARMACEUTICALS  
 

1,123 1,279 1,304 12,901 5% 

6. 
AUTOMOBILE 
INDUSTRY  
 

1,537 1,517 2,420 12,232 5% 

7. 
CHEMICALS (OTHER 
THAN FERTILIZERS)  
 

292 878 595 10,263 4% 

8. 
POWER  
 536 1,066 649 9,549 4% 

9. 
METALLURGICAL 
INDUSTRIES  
 

1,466 568 453 8,527 4% 

10. 
TRADING  
 718 1,343 2,646 7,945 3% 

Source:  DIPP (2015) Factsheet on Foreign Direct Investment April 2000- 

February 2015.   

The housing, real estate and construction segments are a large percentage 

of FDI for India where, incidentally, investment is more speculative and 

erratic (Rao and Dhar, 2010b).  Furthermore, employment in the construction 

sector is informal and exploitative (Ghosh, 2011).  Rao and Dhar (2011b) 
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emphasise that the housing, real estate and construction sector is dominated 

by private equities, venture capital, hedge funds and round tripping types of 

investment.  As discussed in Chapter Two (see section 2.3.1) these types of 

FDI are argued to be a lower quality and less likely to bring development 

oriented assets that India needs such as decent employment opportunity 

(Rao and Dhar, 2011b).   

Among investor countries, Mauritius has been the biggest investor in India 

from 2000-2015, contributing 36 per cent of the total FDI (DIPP, 2015).  

Interestingly, Mauritius is a tax haven and has an agreement with India on 

double tax avoidance.  As the findings of this thesis will highlight, investment 

from Mauritius is heavily criticised by participants as round tripping FDI.  As 

explained in Chapter Two (see section 2.3) round tripping occurs when 

domestic corporates channel their investment through a routing economy 

and bring it back as FDI.  This helps the corporations avoid capital gains tax.  

Singapore is the second largest contributor of FDI to India and accounts for 

13 of the total inflow from 2000-2015 (DIPP, 2015).  Singapore is another tax 

haven for Indian capitalists.  Thus the top two investing countries of FDI to 

India are tax heavens for India.  Upcoming empirical chapters will explore 

participants’ perceptions of the wider implications of round-tripping FDI to 

India (see section 6.5).  The U.K. is the third largest investor for these years, 

followed by the Japan, the Netherlands, and U.S.A. (DIPP, 2015).   

The flow of FDI is almost exclusively to large urban cities in India.  The 

distribution of FDI within India from the years 2000-2015 sees the city of 

Mumbai as attracting the most foreign investment.  It accounted for 30 per 
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cent of the total inflow (DIPP, 2015).  New Delhi follows Mumbai and 

accounts for 20 per cent of the country’s total FDI from 2000-2015 (DIPP, 

2015).  Chennai, Bangalore, Ahmedabad, and Hyderabad follow New Delhi 

in FDI flows for these years (DIPP, 2015).  For statistical purposes, the 

Department of Industrial Policy and Promotion divide the country into 16 

regional offices. The top six regional offices listed above account for 71 per 

cent of the total FDI of India (DIPP, 2015).  

Chalapati Rao and Biswajit Dhar (2011b) closely analysed the FDI flows from 

2005-2008.  These years are significant because statistical reports show a 

very large increase in FDI flows compared to the figures of 2004.  Rao and 

Dhar (2011b) provide several explanations for the increase.  First, the 

government enacted a number of policy initiatives in an attempt to attract 

FDI.  In March 2005, the government revised the FDI policy to allow FDI up 

to 100 per cent equity under the automatic route in townships, housing, built-

up infrastructure and construction-development projects.  In 2005, the 

government also enacted the Special Economic Zones Act which stimulated 

foreign investment.  Also there was a change in the reporting practice of FDI 

in 2002 which introduced new matters such as reinvested earnings of 

previous established businesses to count as FDI.  This significantly 

increased inflow calculations (Rao and Dhar, 2011b).   

FDI flows to India during 2010-2011 decreased by 28.4 per cent from the 

previous year, 2009-2010 (UNCTAD, 2011).  This major decrease caused 

much concern for policy makers and became “a subject matter of public 

comments” (Rao and Dhar, 2011b, p.58).  The sectors responsible for the 
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slowdown have been identified as construction, real estate, business and 

financial services.  As noted, these are the sectors that have the most fickle 

types of financial flows such as hedge funds, private equity, and venture 

funds (Rao and Dhar, 2011b). However, FDI rebounded in 2013 and 

increased 17 per cent to reach inflows of $28 billion (UNCTAD, 2014).  One 

puzzling aspect to the FDI increase is that FDI in the retail sector did not 

increase despite the heavily anticipated opening of the multi-brand retail 

sector in 2012 (UNCTAD, 2014).  The multi-brand retail sector and its 

liberalisation will be discussed in further detail in the empirical chapters.  

The following subsection will briefly examine the persistent inequality and 

poverty in India today. 

4.3.3:  Inequality and poverty in India 

India has a history of deeply engrained structural inequalities and desperate 

levels of poverty (Kohli, 2004, 2012).  It is argued by researchers and policy 

makers alike that India’s economic growth and development must become 

more inclusive if it is to be sustainable (Dreze and Sen, 2013; Kohli, 2012).   

Nachane (2011) observes that while the term ‘inclusive growth’ has become 

a buzz word for policy makers in India, it has been largely rhetorical and for 

inclusive growth to occur there needs to be evidence of both poverty 

reduction as well as substantial decrease in inequality in India.  First, there 

are considerable differences in the incidences of poverty and inequality 

across and between different castes, classes, religions, and genders.  

Second, there is also inter-regional inequality or inequality between the 
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different states as well as between rural and urban areas.  I will briefly 

explore these aspects of poverty and inequality.   

4.3.3.1:  The extent of poverty in India 

Official estimates concerning the extent of poverty (head count ratio below 

official poverty line) have been the subject of intense debate (Ghosh, 2011).  

In 2012 the Planning Commission of India stated 29.9% of the population or 

301 million citizens live below the poverty line which is a sharp decrease 

from the 37% figure they calculated in 2004-2005 (Biswas, 2012). This figure 

was very controversial as the Planning Commission set the poverty line at 

28.65 rupees or $.56 or 35p per person per day (Biswas, 2012).  The Asian 

Development Bank (2008) estimated of the number of poor in India in 2005 

was well over double the official Indian estimate, at between 622 to 740 

million. The higher estimate is due to the fact that the Asian Development 

Bank used a higher Asian poverty line of $1.35 PPP per day per person 

(Ghosh, 2011, p.17).   The Asian Development Bank recently reported 

(2014) that while other Asian countries have managed to half the number of 

extreme poor (defined as having average income or consumption less than 

$1.25 per day in 2005 purchase power parity terms), India continues to 

struggle whereby the extreme poverty rate is over 20 per cent (Asian 

Development Bank, 2014).     

4.3.3.2:  Caste linked inequalities and poverty in India  

One of the most widely recognised contributing factors to both inequality and 

poverty is the caste system in India (Dreze and Sen, 1995, 2013).  The 
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Indian caste system is a very complex and rigid system of stratification and 

hierarchical social ordering that is particularly associated with the Hindu 

religion although other religions are incorporated into the caste hierarchy and 

the system is recognised and practiced in other religions in India (Ghosh, 

2011).   Scheduled Castes and Scheduled Tribes (SCs/STs), also known as 

Dalits or ‘untouchables’ are the most marginalized caste and face immense 

discrimination from other castes Indian society.     

The government recognised the need to try and combat caste inequality and 

enacted a reservation or quota system that reserves a percentage of places 

for government employment, higher education and seats within Parliament 

and Assemblies (Shah, 2004).  The reservation system has allowed for some 

social mobility for some castes (Shah, 2004) but not for SCs/STs (Ghosh, 

2011; Shah, 2004).  Lack of social welfare or decent public education has 

hindered the ability of the lowest castes to develop the social capital to be 

able to reserve such positions in the first place (Ghosh, 2011).   

There are proposals to extend the reservation system to the private sector 

but this has not materialised and has received much opposition from Indian 

business groups (Murali, 2010). However, the debate concerning caste 

reservation in private business raises interesting questions relevant to this 

thesis.  If a reservation system were enacted, would inward FDI help to 

decrease inequality?  On the other hand, if such a system is not enacted, will 

inward investment serve to reinforce inequality in India?  Perceptions of the 

impact of FDI on inequality are examined further in empirical chapters.   
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4.3.3.3:  Women’s inequality in India  

The Constitution of India includes provisions for non-discrimination on 

several grounds, including gender (Van Klaveren et al, 2010).  Although India 

has a democratic government and a progressive Constitution with many laws 

to protect women’s rights, compliance and enforcement of the laws are a 

serious problem in India (Van Klaveren et al, 2010).   

The World Economic Forum (WEF) developed the Global Gender Gap Index 

in 2006 as a framework for investigating gender-based inequalities within 

countries in the areas of the economy, politics, education, and health.  The 

report currently assesses 142 countries and measures gender-based gaps in 

access to resources and opportunities in each country (WEF, 2014).  The 

report uses four areas or categories as benchmarks in determining the 

overall gender gap:  economic participation and opportunity, educational 

attainment, health and survival, and political empowerment (WEF, 2014).  

The Gender Gap Index for 2014 ranked India 114th (WEF, 2014), down from 

105th in 2012 (WEF, 2012).  Economic participation is very low for women in 

India as India is ranked 134th (WEF, 2014) which is down from 123rd in 2012.  

In the category of educational attainment, the WEF (2014) ranked India 126th 

and reported an adult female literacy rate of 51 per cent (adult male literacy 

rate of 75 per cent).  For health and survival, India ranked second to last at 

an abysmal 141st, however, for political empowerment ranked 9th (WEF, 

2014).    

The ILO and the Asian Development Bank (2011) produced a joint study 

addressing gender equality within labour markets in Asia.  The study 
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concluded that women in Asia, while faring better than some women in other 

regions of the world, continue to remain concentrated in low productivity 

agricultural employment and in vulnerable, low-paid informal sections of the 

labour force (ILO-ADB, 2011).  Women have tended to: 

… to make up the “buffer workforce” – both within labour markets and 

as flexible and expanded workers, concentrated in informal jobs and 

within the household as “secondary earners” ( ILO-ADB, 2011, p. vii ). 

Given this, Asian women have disproportionately borne the brunt of the 

impacts from the most recent global financial crisis because they were 

already structurally disempowered, marginalised and the ‘buffer workforce’ 

prior to the crisis (ILO-ADB, 2011).  The impact of the most recent global 

financial crisis on women and informal sectors in India is explored in more 

detail in a proceeding section (section 4.4).   

4.3.3.4:  Interregional inequality in India  

Although India has some very large urban cities—megacities—the majority of 

the population of India does not live in urban areas (Nachane, 2011).  As 

mentioned above, the rate of urbanisation in India has been very slow which 

is consistent with the stubborn structural transformation of the employment 

structure (Mazumdar and Sarkar, 2008).  The rates of poverty reduction in 

rural areas have been particularly low and the differentials of poverty 

between rural and urban areas have been large since economic liberalisation 

(Ghosh, 2011).  As noted above, (see section 4.3.2) FDI is going to the large 

urban cities and 71 per cent of India’s FDI is concentrated in six major cities.  



159 
 

Regional inequality or inequality between different states in India is very 

prominent and has increased significantly since the economic liberalisation 

(Nachane, 2011).  The inequality is mirrored not only in economic indicators 

but also in many social indicators, including the Human Development Index 

(HDI), child (under five) mortality rates, absolute poverty figures, and adult 

literacy rates. Van Klaveren et al (2010) examined inequality between 

different states and concluded that skewed distribution for both domestic and 

foreign investment across the states has increased regional inequality across 

India.  Five states receive approximately 70 per cent of India’s FDI (DIPP, 

2012).  Thus, it appears there is a correlation between increased investment 

levels and a decrease in poverty, however, the question of whether focusing 

on FDI is an effective anti-poverty strategy is less apparent.  

A final word concerning inequality and poverty in India involves the level of 

poverty following economic liberalisation.  Poverty and other socioeconomic 

data such as workforce participation rates in India are calculated by 

consumer expenditure surveys conducted by the National Sample Survey 

Organisation (NSSO) and are conducted every five years.  Motiram and 

Vakulabharanam (2011) use data from the NSSO for the past two and a half 

decades to conduct an in-depth study of poverty and conclude that poverty 

reduction has occurred since the economic reforms of 1991 but that the rate 

of reduction was much higher in the 1980s, before the economic reforms.  

They also conclude that the qualitative characteristics of poverty have not 

changed significantly, meaning the relative positions of social sections such 

as caste, class, urban-rural have remained the same.  As increased FDI is 

directly correlated with economic liberalisation, this draws scepticism on how 
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effective FDI has been in decreasing poverty for the majority of the 

population.  The empirical chapters will return to these debates. 

The proceeding section will explore the global financial crisis and its impact 

on development and developing countries and, more specifically, India. 

4.4:  The global financial crisis and the impact on 
development and India 

This section is divided into two parts.  The first discusses the 2008 global 

financial crisis and its impact on FDI flows, developing countries and 

development thinking.  The second subsection will specifically explore the 

impact the crisis had on India.  

4.4.1: The 2008 financial crisis and the impact on developing countries 
and development thinking 

A major worldwide financial crisis known as the ‘global financial crisis’ or the 

‘2008 global financial crisis’ erupted from the financial and housing markets 

in the United States in 2007 and in September 2008 the fourth largest 

investment bank in the United States, Lehman Brothers, declared bankruptcy 

sending financial shockwaves around the world (Priewe, 2010).  The global 

financial crisis is considered by many to be the worst financial crisis the world 

has experienced since the Great Depression of the 1930s (Townsend, 2009; 

Wolf, 2013; Priewe, 2010; Dullien et al., 2010; ILO, 2011; ODI, 2010).  The 

crisis jeopardized the collapse of the most powerful financial institutions and 

banks in the United States and Europe, impelling the recapitalisation and 

nationalisation of financial institutions as well as the provision of guarantees 
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on bank deposits and other assets, totalling public expenditure of an 

estimated $18 trillion (UN, 2009; Utting et al, 2012).  The global economy 

has not yet fully recovered (UNCTAD, 2014; ILO, 2014).  While there were 

signs of growth in 2009 and 2010 in regards to real GDP growth, real private 

consumption, investment and trade levels, employment creation remains 

stalled with the ILO declaring the recovery a ‘jobless recovery’ (ILO, 2011, 

p.6; 2014).  In their most recent report on global employment trends, the ILO 

(2014) state the uneven economic  recovery and successive descending  

drops in economic growth since the crisis continue to depress global 

employment trends. 

What the crisis did do was change the pattern of FDI flows.  In 2007 FDI 

inflows had reached a historical high of $1.8 trillion (UNCTAD, 2008), 

however, the onset of the crisis and the consequent downfall in world trade, 

stock markets, real estate values, consumer and investor confidence and 

access to credit caused a worldwide contraction in FDI in 2009 (Poulsen and 

Hufbauer, 2011).  One particular dynamic of the crisis, of relevance here, is 

the alteration of the “FDI landscape” whereby investors restructured 

operations and relocated investments to countries that appeared to have 

weathered the crisis (Poulsen and Hufbauer, 2011).  In 2008 developing and 

transition economies’ share of global FDI surged to 43 per cent and since 

2012, investment to developing countries has been stronger than that to 

developed countries reaching 55 per cent of the global FDI in 2014 

(UNCTAD, 2009; UNCTAD, 2015).  In the most recent World Investment 

Report, UNCTAD (2015) estimates that FDI flows could rise to $1.7 trillion in 

2017 driven by increased investments to developed countries.  The report 
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goes further to state that the higher expected FDI growth to developed 

countries may shift the FDI distribution back to the ‘traditional pattern’ of a 

higher share to developed countries, however, flows to developing countries 

will remain at a high level (UNCTAD, 2014, p.13).  FDI flows declined for 

both developed (by 44 per cent) and developing (by 27 per cent) in 2009, 

however, the decline was not as significant as an economic downturn 

between 2000 and 2003 even though the crisis was more severe (UNCTAD, 

2010).  Although the crisis impacted FDI levels, it did not arrest the growing 

trend for internationalisation of production (UNCTAD, 2010) and Nathan and 

Kelkar (2012) surmise the high level of GVC essentially ruled out 

protectionism as a policy response for most countries.   

Developing and emerging countries experienced the brunt of the global 

financial  crisis in the latter half of 2008 largely through the decline of global 

trade, withdrawal of investment, decrease in investor confidence and a 

decline in the value of remittances (Townsend, 2009; Dullien et al, 2010; 

Utting et al, 2012; Nathan and Kelkar, 2012).  Although developing countries 

were not direct instigators or contributors to the crisis, many developing 

countries suffered extensively from the indirect effects of the crisis (Priewe, 

2010; ODI, 2010).  The global financial crisis affected developing countries in 

different ways depending on the nature and extent of economic integration to 

global financial markets, the size of the economy, the structural conditions 

within developing countries (ODI, 2010; Sumner and McCulloch, 2009) as 

well as the policy response from individual governments (Hirway and Prabhu, 

2012).  In general, the countries with large current account deficits or 

surpluses prior to the crisis appeared to experience a greater 
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macroeconomic impact from the crisis (Dullien et al, 2010).  The countries of 

the Commonwealth of Independent States and those of Eastern and Central 

Europe were most affected in regards to a drop in GDP which declined by an 

average of 15.2 percentage points between 2007 and 2009 (Dullien et al, 

2010).   In 2009 the global GDP declined 5.8 per cent from the previous year 

and the GDP downturn in emerging and developing countries was nearly the 

same as the decline in developed countries (IMF, 2010).  However, a decline 

of that magnitude in low-income countries can cause severe social 

consequences as low income countries often have minimal social security 

systems and provisions in place to assist its citizens with the economic shock 

(ODI, 2010).  Despite the austere impact to developing countries, 

discussions by leading international institutions either largely focused on the 

OECD countries and the social consequences experienced in developing 

countries as a result of the crisis were largely ignored (Utting et al, 2012; 

Dullien, 2010; Hirway and Prabhu, 2012).   

As stated, developing countries often have insufficient or ineffective social 

security and welfare systems in place and the citizens hardest hit by the 

crisis most often had limited, if any, access to official social assistance or 

insurance and were left to rely on informal coping strategies at the household 

level and community level (Utting et al, 2012; Hirway and Prabhu, 2012).  

The United Nations estimated that between 47 million and 84 million more 

people remained poor or became impoverished in developing and transition 

economies in 2009 due to the impact of the crisis (United Nations General 

Assembly, 2010).  For many developing countries, including India, jobless 

growth, informalisation and lack of decent work was a major obstacle for 
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inclusive growth and the global financial crisis exacerbated these problems 

(ILO, 2011; Utting et al, 2012).  Furthermore, as was the case with previous 

financial/economic crisis, the nature of women’s work changed within many 

developing countries (Elson, 2012; Pearson and Sweetman, 2010).  First, 

women’s labour force participation often increases as other members of the 

household become unemployed or wages decrease and this often entails 

women taking on more work and often within the informal and unproductive 

segments of the labour market as a last resort to meet the family’s survival 

needs (Hirway and Prabhu, 2012).  Second, the unpaid work and care 

activities that are needed to sustain families and communities increases 

during economic hardships and the majority of this burden becomes the 

responsibility of women and girls (Pearson and Sweetman, 2010; Elson, 

2012).  Hirway and Prabhu (2012, p.213) explain that as female household 

members take up these responsibilities, they become the ‘shock absorbers’ 

of the crisis. 

The economic instability and adverse social consequences that occurred in 

developing countries as a result of the crisis also brought with it anticipation 

of change in economic and development planning: 

Just as development states and welfare states emerged as part of the 

solution for the crisis of the 1930’s, the question arose as to whether a 

different approach to development might gather momentum in these 

turbulent times (Utting et al, 2012, p.12).   

Utting et al (2012, p.2) examine development thinking in the wake of the 

financial crisis and postulate three possible outcomes that are worth 
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reviewing here:  ‘skewed recovery and development’, ‘embedded liberalism’ 

and ‘transformative restructuring and social change’.  The skewed recovery 

and development trajectory, while advocating some measure of re-regulation 

of financial markets, continues to prioritise market-led development (Utting et 

al, 2012).  This scenario promotes a return to ‘business as usual’ and entails 

a distorted recovery as financial institutions and systems receive enormous 

liquidity injections from the public purse (Utting et al, 2012).  

Embedded liberalism was the solution to the economic and social upheaval 

that occurred in the wake of the Great Depression and World Wars whereby 

the economic logic of Keynes, the welfare state and state-led regulation were 

advocated and implemented (Ruggie, 1982).  However, as Utting et al (2012) 

explain, in today’s context embedded liberalism must contend with the 

realities of economic and political globalisation where universal social policy, 

state autonomy and regulation are more restricted.  Utting et al (2012, p.16) 

describe this scenario as ‘post-Washington Consensus Plus’.  Just as the 

post-Washington Consensus added good governance and poverty reduction 

to the basic economic framework of neoliberalism coupled with export-led 

growth, the post-Washington Consensus Plus adds an emphasis of social 

policy and increased real wages to the same macroeconomic neoliberal 

formula (Utting et al, 2012).  Here, social policy and increased real wages 

are advocated not only for social equity but also to stimulate domestic 

demand in developing countries (Kumhof and Ranciere, 2010).  One problem 

with the embedded liberalism scenario is there is no call to change the 

problematic features of contemporary capitalism such as financialisation, the 

imbalances in trade and investment or speculative finance (Utting et al, 
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2012).  Similar to the skewed recovery and development synopsis, attaining 

rapid economic growth remains the development priority (Utting et al 2012).            

In regards to the last trajectory, transformative restructuring and social 

change, the impact of the global financial crisis, for many, stressed the need 

for structural change whereby equality, redistribution and empowerment 

occupy the forefront of economic and development planning (Jessop, 2012; 

Utting et al, 2012).  Proposals for reform under the transformative 

restructuring and social change scenario focus on the regulation of the 

financial sector, demand-led growth, redistributive policies and an increased 

role for the welfare state (Utting et al, 2012).  Reform also includes a 

restructuring of IGOs and the creation of new ones where developing 

countries play a more dominant and participatory role (Green et al, 2010; 

Martens, 2010).   

Utting et al (2012) conclude, however, that out of the three possible 

outcomes for post-financial crisis development planning, the political and 

ideological impetus, at present, appears to lie with the ‘skewed development’ 

and the ‘embedded liberalism’ synopsis.  Fine (2012), however, contends 

that the direction of policy outcome is not easy to predict and that each policy 

area is more likely to be shaped by different social, political and economic 

dynamics, thus, divergent and even contradictory policy approaches and 

development planning are entirely likely to coexist.   

Having broadly examined the global financial crisis and its impact on 

developing countries and development planning, the following subsection will 

explore the crisis and its impact on India. 
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4.4.2:  The global financial crisis and the impact on India 

Similar to other developing countries, the global financial crisis impacted 

India in the second half of 2008 (Reddy, 2009; Sen Gupta, 2010; Nassif, 

2010).  India’s banking system was largely insulated due to India’s policy of 

slow liberalisation of the financial sector, regulations that do not allow for the 

originators of securities to sell risk and a high capital-risk reserve ratio 

(Reddy, 2009; Nathan and Kelkar, 2012).  India’s growth prospects, 

however, were significantly impeded when the crisis arrived in late 2008 (Sen 

Gupta, 2010; Nassif, 2010).  India was already experiencing an economic 

downturn prior to the crisis (Sen Gupta, 2010; Nassif, 2010; Reddy, 2009; 

Nathan and Kelkar, 2012).  India had previously experienced a sustained 

period of high growth for four years and between 2003/2004 and 2006/2007 

the economy grew at an annual rate of 8.8 per cent (Sen Gupta, 2010; 

Nassif, 2010; Mehrotra, 2010; Reddy, 2009).  However, by 2007, the 

economy was showing signs of over-heating and the RBI intervened to 

increase the cost of credit to the private sector to slow down the economy 

(Reddy, 2009; Sen Gupta, 2010).  Thus, India began to experience a decline 

in its economy prior to the global financial crisis and this increased its 

vulnerability when the impacts of the crisis reached India (Sen Gupta, 2010; 

Nassif, 2010).   

At a macroeconomic level, India was affected in four main ways.  One impact 

was a sharp decline in exports due to lack of demand from developed 

countries which are India’s prime recipients for the majority of its export 

industries (Mehrotra, 2010; Nathan and Kelkar, 2012; Hirway and Prabhu, 
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2012; Reddy, 2009).  Although India’s economy is largely based on the 

capacity of its domestic markets (Ghosh, 2011), the export sector had been 

on the increase since 2003 and had increased to 13.58 percent of the GDP 

in 2007 (Nathan and Kelkar, 2012).  Many of the export industries hurt by the 

crisis were informal sectors, often at the lowest levels of the GVC, with 

vulnerable workers without access to formal social assistance, insurance or 

protection which will be discussed further below (Hirway and Prabhu, 2012).   

A second major impact on India was a crisis in its financial sector (Sen 

Gupta, 2010; Poulsen and Hufbauer, 2011; Mehrotra, 2010).  The financial 

crisis was transmitted to India’s financial sector through large withdrawals of 

investments, specifically portfolio investments (Nassif, 2010; Sen Gupta, 

2010).  Investment to India fell from $108 billion in 2007-08 to $9.1 billion in 

2008-2009 as a result of investor uncertainty (Sen Gupta, 2010, p159).   

However, inward FDI remained stable in the face of the crisis, and actually 

increased from $15.4 billion to $17.5 billion in 2008-09 while other 

components of the capital account witnessed a sharp decline (Sen Gupta, 

2010, p159).  The capital outflow, decrease in exports and declining reserves 

of foreign exchange put pressure on India’s currency and subsequently, the 

rupee depreciated (Hirway and Prabhu, 2012; Sen Gupta, 2010; Reddy, 

2009; Mehrotra, 2010).  This is a third major impact on India, the 

depreciation of the rupee.  Although currency depreciation does have some 

advantages in that it can make FDI more affordable for foreign investors 

(Sen Gupta, 2010).  Finally, a fourth impact on India was the decrease in the 

demand for services in the global market (Hirway and Prabhu, 2012; 

Mehrotra, 2010).  The decline in the global demand for tradable services 
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such as IT/ITES, communications, transport and tourism propelled a further 

decline in employment and economic growth (Sen Gupta, 2010; Hirway and 

Prabhu, 2012).   

That said, India is accredited for being the second least adversely affected 

country by the global crisis following China (Nassif, 2010; Mehrotra, 2010).  

The policy response from the Indian government is accredited for preventing 

some of the debilitating consequences experienced by other countries 

(Dullien et al, 2010; Nassif, 2010).  Between August 2008 and January 2009 

the RBI lowered the cash reserve ratio for banks, injected liquidity into the 

economy and undertook other policy measures to encourage credit 

expansion (Sen Gupta, 2010; Reddy, 2009).  One fortunate aspect of the 

timing of the crisis is that a number of policy measures had been taken 

immediately before the crisis (Sen Gupta, 2010; Nassif, 2010; Nathan and 

Kelkar, 2012).  Measures included a complete loan waiver for existing loans 

for small and marginal farmers, food and fertilizer subsidies, an increase in 

salary for civil servant employees and a nation-wide extension for the 

National Rural Employment Guarantee (Sen Gupta, 2010; Nassif, 2010; 

Nathan and Kelkar, 2012).  After the transmission of the crisis to India in 

2008, the government initiated fiscal measures to increase demand such as 

indirect tax relief and an increase in expenditure for public projects to 

increase employment (Sen Gupta, 2010; Nathan and Kelkar, 2012).  

Additional support was provided to exporting firms as well as credit support 

for micro- and small-enterprises (Sen Gupta, 2010; Nathan and Kelkar, 

2012).  As a result of the speed and intensity of the policy measures, India 
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began to demonstrate signs of recovery and the economy grew by 7 per cent 

in the first half of 2009 (Sen Gupta, 2010; Nassif, 2010; Mehrotra, 2010).   

Although India was clearly adversely affected, the picture revealed by 

macroeconomic data depicts a narrative that India weathered the global 

financial crisis rather well and the following excerpt is a typical recount of 

India’s experience: 

In 2009 most countries that were integrated into the global economy 

fell into a recessionary cycle.  However, some of the few exceptions 

were China and India which achieved remarkable real GDP growth.  

India recorded a real GDP growth rate of over 6 per cent in the 2009 

calendar year (and an estimated 6.9 per cent in its fiscal year from 

April 2009 to March 2010) (Nassif, 2010, p.192). 

However, Hirway and Prabhu (2012) argue that such data does not tell the 

whole story and disregards the impact felt by informal workers and small 

producers.  As discussed above, the majority of the Indian labour force is 

situated in the informal sector and only 14 per cent of all workers are covered 

by any type of social security benefit (Papola, 2008).  Hirway and Prabhu 

(2012) explain that the informality of India’s labour markets camouflage the 

adverse impact to workers allowing macroeconomic analysis or by surveys of 

the Labour Bureau to report a more rosy picture.   

In conjunction with the UNDP, Hirway and Prabhu (2012) conducted a 

survey within six export sectors affected by the crisis to better understand the 

impact of the crisis on informal workers and small producers (Hirway and 

Prabhu, 2012).  The sectors that were studied were gems and jewellery, 
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engineering, auto parts, textiles (hand embroidery), home based garments, 

and agriculture.  The workers in the study were all non-permanent and 

contract workers and did not receive any social security benefits (Hirway and 

Prabhu, 2012).  The authors conclude that the workers were affected in three 

main ways:  workers lost their jobs, workers’ hours were cut significantly and 

workers had to transfer to other types of work which were often less 

productive and less remunerative (Hirway and Prabhu, 2012).  Even though 

the line of work was informal, workers experienced a deterioration in 

employment status from ‘regular’ to ‘casual’ to ‘temporary’ and ‘unemployed’ 

(Hirway and Prabhu, 2012).  The researchers found that the majority of 

workers, over 60 per cent, did not receive any social assistance and those 

who did receive some assistance with consumption received an extremely 

inadequate amount (Hirway and Prabhu 2012).    

Thus left to manage on their own, the study concluded that the workers used 

various coping strategies as means of survival.  First, a large number of 

workers could no longer afford to send remittances to families in villages.  

Remittances are a big source of support for families residing in poor villages 

and the loss of this income would, no doubt, have hurt the family as well as 

the local village economy (Hirway and Prabhu, 2012).  Second, the study 

found that workers were forced to use their savings and pawn or sell some of 

their assets to make ends meet (Hirway and Prabhu, 2012).  Over 50 per 

cent of the workers in gems and jewellery and 55 per cent in auto parts used 

up their entire savings as a means of survival (Hirway and Prabhu, 2012).  A 

third coping strategy employed was to borrow money whereby the highest 

percentage of debt increased from 21 to 61 per cent in gems and jewellery, 
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23 to 86 per cent in auto parts and 1.5 to 47 per cent in engineering (Hirway 

and Prabhu, 2012).  The most important reason for borrowing was for 

consumption for survival followed by health and sickness (Hirway and 

Prabhu, 2012).  A fourth coping mechanism for most households was to 

reduce consumption mostly for food but also for education and health 

(Hirway and Prabhu, 2012).  A fifth means of survival employed was the 

return migration of workers to villages.  Hirway and Prabhu (2012) explain 

that the return migration of large numbers of people, as was the case in their 

study, will adversely impact the local economy of the village as remittances 

will have ceased and the surplus labour will drive down wage rates (Hirway 

and Prabhu, 2012).  Thus the findings of this study reveal an entirely different 

picture to the one often portrayed in macroeconomic studies and disclose the 

details of severe destitution incurred by informal workers as a result of the 

global financial crisis. 

4.5:  Chapter summary 

Similar to other developing countries, India transitioned from a closed 

economy with an ISI model of development to an open economy aligned with 

global markets.  Although a pro-business direction occurred in the 1980s 

(Rodrik and Subramanian, 2005; Kohli, 2004, 2012), official economic 

liberalisation occurred in 1991.  India’s liberalisation has been described as 

‘gradualism’ whereby sectors were gradually opened to FDI and ceiling caps 

to investment slowly raised (Singh, 2005; Mazumdar, 2011; Shah and 

Patnaik, 2013).  However, by the mid-2000s, most sectors were open to FDI 

and the government actively sought foreign investment and incorporated it 
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into its development endeavours (Rao and Dhar, 2011b).   In many ways, 

India is seen a ‘sensation’ of globalisation due to its economic growth and 

increase in per capita national income (Ghosh, 2011; Mazumdar, 2011; 

Kohli, 2012).  Economic liberalisation and the increase of FDI have 

transformed certain sectors of the Indian economy into very high growth 

sectors (Binswanger-Mkhize, 2013).  Today India is known as a top 

destination for IT, computer software and telecommunications foreign 

investment.   

India’s current growth trajectory is based on its service sector and capacity of 

its domestic markets (Mazumdar, 2011; Rao and Dhar, 2011b).  India has 

essentially transitioned from an agricultural based economy to a service 

sector dominated one while the structural transition of employment has been 

very slow to change with the majority of the population dependent upon an 

unproductive agricultural sector (Krueger, 2007; Mazumdar and Sarkar, 

2008; Rodrik, 2011; Ghosh, 2011).   India, unfortunately, has achieved high 

income growth without the corresponding employment opportunities in 

productive and formal working sectors for its large workforce (Ghosh, 2011). 

Thus, there are serious concerns for India’s economic sustainability 

(Krueger, 2007; Nachane, 2011; Rodrik, 2011).    

There are also concerns for the social sustainability of its current 

development trajectory (Nachane, 2011; Kohli, 2012; Dreze and Sen, 2013).  

Despite the high economic growth that India has achieved, there is still 

immense and persistent poverty and inequality between different castes, 

genders, regions and between urban and rural areas (Dreze and Sen, 1995, 
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2013; Nachane, 2011; Van Klaveren, 2010).  India’s social policies have 

been woefully inadequate in decreasing inequalities (Mazumdar and Sarkar, 

2008; Dreze and Sen, 1995, 2013; Nachane, 2011).  What’s worse, India’s 

minimal social protection coverage may serve to increase the risk of harms 

that come with open global markets (OECD, 2002, 2004; Ghosh, 2004; 

Mkandawire, 2004).   

The chapter to follow will explore the research questions and the methods 

used to conduct the empirical research.   
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Chapter Five:  Methodology 

5.1:  Introduction 

This chapter focuses on the methodology adopted for this exploration of the 

social and economic impacts to India and its citizens from inward FDI.  The 

method employed is a qualitative case study which utilises both in-depth face 

to face interviews and documentary analysis.  This research stems from an 

interpretive epistemology as it is principally concerned with stakeholders’ 

perceptions of the impact of FDI on Indian citizens and, in particular, the 

perceived harms and advantages brought by TNCs investing in India.     

This chapter will firstly present the research questions and explore how they 

address gaps in the existing literature.  This chapter will proceed to explore 

the methodological approach including the theoretical foundations and a 

description of the case study research approach.  Following this, the chapter 

will recount the process of conducting the data collection and will examine 

issues concerning the research design and research process including 

participant selection, interview methods, and data analysis.  The positionality 

of the researcher including how gender, ethnicity, nationality and other 

identifying characteristics impacted the research process will be highlighted 

next.  Subsequent to this, issues pertaining to ethical issues will be explored 

and the final section will explore obstacles encountered in the field.  Here I 

will explore the implications of these barriers to the research design and 

findings.  
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5.2:  The research questions  

It is against the backdrop of the above literature review chapters and the 

existing gaps within them that my research questions emerge.  There are five 

main research questions examined in this thesis: 

1) How is India selling itself to investors and what are possible 

implications for social welfare that are likely to flow from the Indian 

government’s investment strategy? 

2) Why do elite policy stakeholders feel India has attracted the type of 

FDI it has and what do they believe are the main social and 

development consequences that have resulted from the FDI India 

is attracting? 

3) Do elite policy stakeholders believe the Indian government is 

balancing the needs of business and citizens in its development 

strategy or is one perceived to be prioritised over the other?   

4) Do elite policy stakeholders perceive the government’s FDI 

policies to be effective in minimising the negative effects of TNCs 

while maximising benefit to its citizens and economy?   

5) What spillovers, both helpful and harmful, do elite policy 

stakeholders feel TNCs are bringing to the citizens, workers and 

local economies? 
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The first main research question is based on explorations in the literature 

review (section 3.7) which argue that states, both developed and developing, 

compete with one another for FDI and will construct investment strategies to 

capture FDI (Stopford and Strange, 1991; Thomas, 2011; Farnsworth, 2010).  

Countries will have resources that the government can promote to investors 

as comparative advantages (Thomas, 2011).  In some cases these can 

consist of natural resources or an abundant and cheap workforce, while in 

other cases constructed policies such as special economic zones or tax 

benefits for foreign investment are offered to entice investment.  It was 

argued in Chapter Three (section 3.7) that some strategies are more tailored 

to a country’s development needs and highly successful strategies will be 

dynamic and able to evolve, and target different types of investment as 

development needs change (Chang, 2003).  The literature review discussed 

how consequences associated with TNC investment are often contingent 

upon the type of investment (section 3.5) (although all types of investment 

have the potential to cause deleterious effects) and the policies implemented 

which can work to minimise negative consequences and maximise potential 

benefit.  Thus, investment strategies and the policies implemented are of 

critical importance in promoting development and protecting citizens from 

harm.   

The first research question will explore India’s investment strategies by 

looking at investment bureaux.  By doing so we can gauge the types of 

investment the government is inviting and on what grounds.  Chapter Four 

made clear that India is attracting service sector and market seeking 

investment.  By looking at what the government is offering investors, we can 



178 
 

gauge the possible implications for social welfare that may result from the 

investment.  This research question will also be explored by conducting 

documentary analysis on two specific investment policies:  FDI in Multi-Brand 

Retail Trading (Press Note No. 5, 2012 Series) and the National 

Manufacturing Policy, 2011 (Press Note No. 2, 2011 Series).  Here we can 

investigate the social protections that are in place or may be needed to 

protect citizens from potential corporate harms.  By investigating both 

investment bureaux and specific policies, we can appraise the possible 

social implications that may arise from the government’s investment 

strategies.    

The second research question builds on the first and will further explore the 

social consequences of attracted investment by using data from interviews 

with elite policy stakeholders.  Whereas the first question uses documentary 

analysis to reveal government strategy to entice investment, this question 

seeks to clarify why respondents believe India is attracting the types of 

investment it is as well as the main implications that respondents believe are 

occurring as a result.  This will be a helpful extension of the first research 

question in that government strategy might not always be successful in its 

aims and there may be unintended consequences of attracting certain types 

of investment that documentary analysis might not uncover.  Chapter Four 

reviewed evidence which suggested that India intended to become a 

manufacturing exporting country for global markets upon economic 

liberalisation in 1991 (Rao and Dhar, 2011b) yet it has been largely 

unsuccessful in these aims. We also know that India has attracted mostly 

service sector and market seeking investment but the explanation for this 
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and exploration of the main social and developmental consequences as a 

result is necessary not only to determine the social impact of FDI but also to 

uncover wider policy implications.  As explained in the Introduction (see 

section 1.2) FDI literature often discusses spillovers that have or have not 

taken place but does not explore the social consequences of FDI.  This is 

because several independent and external variables are working in 

combination with investment patterns to produce social consequences.  

Thus, exploring these issues with elite policy stakeholders can help to 

elucidate and unpack complicated issues.    

The third research question arises from discussions in Chapter Three (3.6) 

which argue that governments need to balance provisions to suit the needs 

of both its citizens and business.  As discussed, although social welfare 

policies are helpful to business, economic growth and the competitiveness of 

a state’s economy (Gough, 2000; Farnsworth, 2012; Hecock and Jepsen, 

2013) mainstream development agendas continue to prioritise the needs of 

business and economic growth over social welfare (Marques and Utting, 

2010; Farnsworth, 2010, 2012).  Furthermore, social welfare is often 

conceptualised as an accessory or ‘add on’ to economic growth 

(Mkandawire, 2004).  This research question will gauge respondents’ 

perceptions of the development priorities of the Indian government.  

Development plans are expressed in India’s Five Year Plans; however, not 

all of the initiatives may be implemented to the same extent.  Interview data 

with policy experts can help to distinguish between what is stated by the 

government as a development priority and what, in their opinion, is actually 

executed.  The review of literature has indicated that India’s social welfare 
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programs and policies have been inadequate in alleviating poverty and 

inequalities.  It is therefore important to establish whether this is tied to the 

government’s development priorities or whether there are other problematic 

factors at fault.   

The fourth research question will investigate respondents’ perceptions of the 

government’s ability to construct and implement FDI policies.  As argued in 

Chapter Three (3.7) how governments frame FDI policies can greatly affect 

the impact of FDI to the economy and its citizens.  As discussed, countries 

such as East Asia implemented selective FDI policies tailored to their 

development needs.  These policies directed the terms and conditions of 

investment and TNC behaviour to better ensure the capture of social and 

economic benefit (Chang, 2003; Yeung, 2013).  We also know from the 

literature review that policies are critical for the mitigation of the negative 

impact that can result from FDI (sections 2.4, 3.3 and 3.7) (OECD, 2002, 

2008).  This question will build on the documentary analysis conducted in the 

first research question.  Interviews with elite policy stakeholders can provide 

a more generalised overview of the government’s ability to construct and 

implement effective policies.  The documentary analysis will look at specific 

policies and the protections that are or are not afforded but talking with policy 

experts will provide insight not only into the construction of FDI policies but 

also the implementation of policies.  A policy can be very extensive in 

affording protection on paper but if it is not implemented properly at local 

levels, then we can expect negative consequences.  What is missing from 

the existing literature is an overview of the policy process in India.  There are 

examinations of individual policies and their impact, a bottom up approach of 
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analysis but not a top down approach. This question will help to gauge the 

general trends, both effective and ineffective, in the FDI policy making 

process.    

The fifth and final research question will examine the specific spillovers that 

elite policy stakeholders feel FDI has brought to India. Here both helpful and 

harmful spillovers are examined.  A harmful spillover in this thesis can 

include harms, costs and crimes that have resulted from TNC investment.  

Here, interviews with elite policy stakeholders can help to obtain an overview 

picture of the impact, both positive and negative, brought through FDI.  

Spillover research tends to be carried out from a narrow research scope 

(Moran, 2015; Lipsey and Sjoholm, 2013; Nunnenkamp and Andres, 2014; 

Alfaro et al, 2013).  Here, the research net is cast wide to get an overall 

picture of what respondents feel India has gained and lost from FDI inflow.  

By gaining a broad perspective initially, future research can then hone in on 

specific findings from this study.  The research questions are situated so that 

they can help to give a comprehensive picture of the damage and 

advantages that have occurred with insight into why and how such 

consequences have occurred.  The social welfare implications of the above 

will be assessed and explored throughout the empirical chapters.  

5.3:  Methodological approach 

The overall methodological perspective is informed by interpretivism.  This 

thesis shares with interpretivist sociology the need to understand the 

complexity of human experience from the point of view of those living it 



182 
 

(Schwandt, 1998).  Thus, the fieldwork predominately took place in India 

using qualitative face to face interviews.  It is also worth noting that this 

thesis also contains strains of a ‘privileged interest’ theory in situating 

business apart as a special case within the political economy.  The privileged 

interest thesis posits that business has capabilities to steer, constrain and 

influence policy makers at national and international levels that are not open 

to other groups of actors (Farnsworth, 2004).  However, the position of this 

thesis aligns itself alongside the work of Farnsworth (2004), Vogel (1989) 

and Hacker and Pierson (2002) who argue that while business has interests 

that are privileged, their power is variable and surmountable. 

The empirical component to this research utilises a qualitative case study of 

India.  Case studies systematically investigate an event, setting, or subject or 

a set of related subjects with the aim of understanding the case or multiple 

cases (Silverman, 2005; Berg, 2007).  Berg (2007, p.284) describes the case 

study in the following way: 

By concentrating on a single phenomenon, individual, community, or 

institution, the researcher aims to uncover the manifest interaction of 

significant factors characteristic of this phenomenon, individual, 

community, or institution.  But, in addition, the researcher is able to 

capture various nuances, patterns, and more latent elements that 

other research approaches might overlook.   

Case study methodologies are often best suited for complex studies when an 

incorporation of various methods, including qualitative and quantitative 

methods are needed (Mangen, 2004; Baxter and Jack, 2008).   
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Stake (1995) identifies three types of case studies:  intrinsic, instrumental 

and collective.  The collective case study method involves an extensive study 

of multiple cases which are intended to bring forth a better understanding or 

an enhanced ability to hypothesise about the wider research aim (Stake, 

1995; Berg, 2007).  The other two types of case studies—intrinsic and 

instrumental— are relevant to this research project.  Intrinsic case studies 

describe the particular case and that case specifically (Stake, 1995; 

Silverman, 2007, Berg, 2007).  It makes no attempt to generalize beyond that 

particular case, test or develop new theories (Stake, 1995; Silverman, 2007; 

Berg, 2007).  Berg (2007) and Creswell (2007) explicate that intrinsic case 

studies are pursued when the researcher wants to understand an individual 

case and it is the uniqueness or ordinary nature of the case that is of 

particular interest. Instrumental case studies, on the other hand, are 

conducted to provide insight into an issue or revise a theoretical explanation 

(Stake, 1995; Silverman, 2007; Berg, 2007).  The case(s) plays a supporting 

role to the theoretical issue or concern.  Stake (1995; 1998) emphasises that 

because researchers often have multiple interests, there is no solid line 

drawn between intrinsic and instrumental studies.   

The blurring of boundaries between instrumental and intrinsic case studies 

holds true for this thesis.  The intent of this research project has elements of 

both intrinsic and instrumental characteristics.  While it does not attempt to 

create grounded theory or test a particular theory, it does attempt to examine 

the larger issue concerning the impact of FDI within developing countries. 

India was chosen because of its particular unique characteristics such as its 

service sector dominance and, simultaneously, the similarities that it has with 
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other developing countries actively seeking FDI.  India is one of the newly 

advanced developing economies which are a popular destination for FDI.  

Thus, India was chosen because of both its unique and ordinary 

characteristics in investigating a larger theoretical concern which is to better 

understand the impact of FDI and on a developing economy.  However, as 

explored, the impact of investment in host economies are dependent upon 

numerous factors that are context specific to the industry, the company, the 

regulatory environment of the host country as well as the time frame of the 

research to name but a few (OECD, 2002; 2008).  Thus, due to the number 

of context specific variables involved with this topic, the generalizability of 

this study becomes limited as India’s experience with FDI and the costs and 

advantages afforded will be unique.  Verschuron (2003) observes that single 

case studies invite criticisms pertaining to the limitations of the method in 

both analytical capability and generalizability.  However, Feagin et al (1991) 

surmise that single case studies can be the best suited methodology when a 

holistic and in-depth investigation is in need.  A single case study as 

opposed to a collective case study was chosen primarily because of time and 

monetary constraints. As many variables are intricately involved in 

determining the impact FDI plays in a country’s development, comparing 

countries may have resulted in a loss of breadth and depth in terms of 

analysis during the time period I had to complete this project.   

India was chosen specifically for several reasons.  First, India is a democratic 

country and I felt this would provide a level of transparency in both the 

interviews and documentary analysis.  I surmised that discussions 

concerning corruption and the government’s ability to frame investment 
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policies could be more critically evaluated by participants in a democratic 

country.  India liberalised its economy and opened its markets in 1991.  It 

was felt that the amount of time from liberalisation to today - 24 years - is 

enough for the impact of FDI to be observed quite clearly.  It is enough time 

for the spillovers to have been somewhat absorbed and/or negative impacts 

such as the formation of monopolies to have occurred or certainly be visible 

on the horizon.  Yet, it is still newly liberalised enough for some interviewees 

to remember the years of the closed economy and thus provide a rich 

description and comparison of the two periods.  India was also chosen 

because of the widespread use of English.  As discussed in Chapter Four 

(see section 4.2) Hindi is the language of the Indian state although English is 

used for administrative communication and also for higher education.  All of 

my interviewees spoke fluent English and thus interpreters were not needed 

during the interview process.  This provided ease of logistics and enabled 

deeper involvement in the interview process as opposed to using 

interpreters. 

The next section will further describe the overall research design and my 

time in the field.   

5.4:  The research process:  Sampling, interviewing and 
document analysis  

This section will explore the methods used to gather data during this 

research project.  First, the sampling process including descriptions of the 

organisations and participants that were selected for the research and the 

process of making contact with participants will be explored.  Following this, 
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interviewing methodology, transcription and coding will be described.  The 

final subsection will describe the other types of data sources that were 

utilised and how each contributed to the overall analysis.   

5.4.1:  Getting started:  Gathering the sample of participants and 
making contact  

As stated above, this research is derived from an interpretive epistemology 

and is chiefly concerned with participants’ perceptions of the positive and 

negative impact, in particular social impact, derived from FDI to India.  From 

the outset, it was anticipated that the research was likely to provide a 

complex picture of the advantages and disadvantages that FDI has brought 

to India.  Interviewing participants in India was deemed the most appropriate 

method to use as opposed to relying solely on documents or statistical 

analysis concerning FDI flows to India.  Such statistical reports can be 

difficult to obtain and difficult to interpret (Atkinson and Coffey, 2004).  As this 

study is largely concerned with the social impact of FDI, it was helpful and 

even necessary to access this information from participants as statistical 

reports for FDI do not facilitate the analysis of the social consequences 

derived from FDI inflows.   

New Delhi, India was chosen as the location to conduct interviews.  New 

Delhi is the capital of India and is the second largest city for attracting FDI 

within the country.  New Delhi houses India’s major universities, both 

international and national NGOs, IGOs, policy making organisations, 

research organisations, as well as the headquarters for India’s major trade 

unions and business associations.  New Delhi appeared to be able to provide 
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easy access to the array of these institutions.  The fieldwork took place from 

October 2011 to March 2012.   

It was decided that this research would tap the expertise, knowledge and 

opinions of experts and activists in the field of social and economic 

development as these participants could provide the level of analysis and 

insight concerning the impact of FDI that was needed for this project.  The 

research design targeted information from participants to establish an 

explanatory focus with descriptions and analysis from a sociological and 

macroeconomic standpoint.  A wider sociological perspective was the focus 

as opposed to individual experience, for example, individuals’ experiences of 

working for TNCs.  Furthermore, experts and activists from economic and 

social development organisations posed the safest option for ethical 

considerations concerning participation in face to face interviews.  For 

example, it was decided that contact with employees of call centres, 

manufacturing plants or subcontract units in global value chains such as 

garment sectors could place unnecessary scrutiny and harassment from 

managers, thus, placing job security and/or personal safety in jeopardy.  

Also, obtaining access to this type of participant sample could prove more 

difficult than experts within high profile development organisations.   

Internet searches were conducted to identify and locate organisations that 

specialise in economic development, social development and human rights 

issues.  Keywords used in the internet searches for potential agencies 

included:  ‘social and economic development’, ‘globalisation’, ‘development 

and empowerment’, ‘economic and social policy recommendation’, ‘public 
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policy and development’, and ‘labour market protection’ to name a few.  

These keywords were combined with ‘organisation’ and ‘New Delhi’ to locate 

possible organisations.   A search containing the words ‘labour market 

protection’ and ‘organisation’ and ‘New Delhi’, for example, produced a listing 

for the ILO and the Institute for Human Development, two promising and 

potential organisations very relevant to my research aims.   

A list of possible participants was compiled.  For some participants, I was 

aware and familiar with his/her research or activism through my literature 

review.  For example, one Professor is an internationally renowned activist 

for children’s rights.  Another participant is a lawyer and leading activist that 

has been involved in several high profile campaigns and litigation battles 

against pharmaceutical TNCs for access to Indian generic medications. 

While I was aware of some participants through the literature review, other 

participants were located by finding the organisation, as described above, 

first and then looking at the employees and their research expertise. 

The list of participants and the organisations from which they are employed 

is provided in the Appendix (see Appendix Two).  Appendix Two is presented 

as a table.  The first column provides fictitious initials for the participant.  The 

second column describes his/her area of employment and/or research 

expertise.  The third column provides a number for the organisation and the 

fourth column describes the type of organisation.  The fifth column 

categorises the theoretical orientation and the sixth column provides a 

description of the organisation.  To provide anonymity for the participants the 

names of the organisations are not provided and the descriptions included in 
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the table do not contain verbatim descriptions of the organisations from their 

websites.  This was done because general descriptions of the interviewees’ 

area of expertise are included in the empirical chapters and providing both 

the area of expertise as well as the identity of the organisation could possibly 

compromise the identity of participants.   

Types of organisations contacted include universities, NGOs/INGOs, 

business associations, research institutions, policy research organisations, 

IGOs and international medical aid organisations.  As I wanted to gather data 

concerning both the social and economic impact of FDI, different types of 

organisations were contacted.  Some organisations had a clear theoretical 

orientation towards a liberal market perspective, others were aligned with 

human rights issues and perspectives and some organisations contained 

elements of both types of orientations.   Accordingly, organisations are 

categorised in the Appendix as ‘human rights’, ‘liberal market’ or ‘both’.  For 

example, an organisation such as the Asian Development Bank (not 

contacted) would be categorised as ‘liberal market’ whereas Save the 

Children (not contacted) would be categorised as ‘human rights’.  

Organisations that house both orientations are categorised as ‘both’; 

universities would fall into this category.  I wanted to interview participants 

from both human rights and liberal market perspectives to try and gain a 

balanced perspective.  In my sample of twenty-four organisations, fifteen are 

categorised as ‘human rights’, four are ‘liberal market’ and five are ‘both’.  

Regarding the forty participants used in this sample:  eight are from liberal 

market orientations, twenty are from human rights oriented organisations and 

twelve are from organisations that have both perspectives.   
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The participants contacted and subsequently interviewed could be 

considered elite interviews.  Seldon (1988) describes elite interviews as 

those conducted with particular individuals because of whom they are, the 

information they have access to and the position they occupy which differs to 

interviews conducted with individuals more typical of the case study 

population at large.  For Bozoki (2002), elite members are often those with 

close proximity to power; those who decide on, or influence the policy 

making process.  Bozoki (2002) observes that elites have positional or 

reputational status and have participated or are still participating in certain 

and significant situations of interest.  Although no interviews were obtained 

with current Indian government officials or civil servants, individuals and 

organisations that work closely within the policy-making process were 

targeted.  For example, individuals who have worked for or are working 

within IGOs that engage closely with policymakers were selected.  Several 

participants held elite positions within these organisations including one 

participant who was a former member of the Indian Administrative Service 

and held a high ranking position in the Government of Rajasthan.  He 

previously held elevated positions within  the World Bank, Asian 

Development Bank, United Nations Development Program, United Nations 

Department for Technical Cooperation and Development and United Nations 

Educational, Scientific and Cultural organisation to name but a few.  Another 

participant is a Director of one of India’s national business associations and 

serves as a consultant with the United Nations Conference on Trade and 

Development.  Another participant helped the government to construct the 

investment policies for FDI in the retail sector as well as the policies for 
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special economic zones in India. Her research is recognised as instrumental 

to India’s negotiating strategies in the WTO and bilateral agreements.  Due 

to the respondents’ high level of expertise and proximity to policy-making in 

India that has been achieved through their research and/or activism, the 

sample of participants are referred to in the research questions as ‘elite 

policy stakeholders’.  Interviews with elite policy stakeholders in the area of 

social and economic development were invaluable in understanding the 

impact FDI is having on India’s development process as well as accessing 

information and opinions concerning policy construction, policy problems, 

and how investment strategies as well as policy implementation could better 

minimise risk and maximise potential benefit for India and its citizens.   

The study utilised purposive sampling.  Oliver (2008) remarks a purposive 

sample is targeted when the researcher identifies certain respondents as 

being potentially able to deliver significant data and insight on the research 

topic.   Oliver (2008, p.110) elaborates that purposive samples can be 

particularly useful when: 

...the researcher is seeking respondents who are both articulate and 

who wish to help with the research.  On the other hand the purposive 

sampling process may seek to identify people, who, because of their 

experience or contacts, have special insights into the research 

question. 

A criticism of the purposive sample is the element of subjectivity that is 

introduced into the design as the researcher is “forming a view as to the 

preferred characteristics of respondents” (Oliver, 2008, p. 110).  It can be 
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argued that using purposive samples limits the generalizability of research 

findings in comparison to other probability samples as participants that are 

sought may have similar backgrounds, interests and outlooks (Oliver 2008).  

However, a probability sample most likely would not have yielded the level of 

in depth, rich data concerning FDI that was needed for this project.    

The majority of participants and contacts were obtained from personal 

investigation of experts in the field.  However, a snowball sampling technique 

was also utilised as a complementary strategy for attaining interviews.  

Snowball sampling, referred to by some researchers as chain referral 

sampling, is a method of sampling sometimes used in qualitative sociological 

research (Berg, 2004).  This method is a type of non-probability sampling 

technique which can help researchers locate hard-to-reach populations 

(Atkinson and Flint, 2001).  Of the 40 interviews conducted, the use of the 

snowball technique helped to arrange approximately twelve of the interviews.  

At the conclusion of interviews, I sometimes asked participants if he/she 

could suggest someone in the field of social and economic development that 

may be interested in speaking with me.  However, I often did not ask 

interviewees for referrals as I felt it would ‘be asking too much’ and I simply 

thanked them for their time. Often interviewees would suggest 

organisations— rather than particular people— that specialize in 

development issues.  However, at times specific names were provided by 

participants along with the organisation to which he/she is employed.  In 

these instances, I proceeded to conduct an internet search of the suggested 

researcher and/or organisation to determine if I agreed with the 

appropriateness of the suggestion and make contact accordingly.  
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 There are advantages and disadvantages to employing a snowball sampling 

technique.  It is a time and cost efficient means to gain more contacts by 

enabling the researcher to take advantage of the social networks of identified 

participants.  Atkinson and Flint (2001) explicate that snowball sampling can 

be particularly helpful in gaining access to elite populations.  In trying to 

arrange interviews with elite researchers and policy stakeholders with very 

busy schedules, I did feel more confident in my written correspondence to 

potential participants when I was able to mention the name of a colleague 

who had recommended that I contact him/her.  On several occasions, I e-

mailed potential contacts multiple times without receiving a response of 

acceptance or decline.  However, for all of participants that I contacted via 

snowball sampling, I did receive a response either indicating that she/he 

could or could not take part (not everyone could take part due to time 

constraints or travelling commitments).  In comparison to the list of 

participants I contacted without a referral, the snowball sampling method did 

ensure that I heard back from the contact.   

However, there are drawbacks to using the snowball sampling method.  The 

researcher has much less control over the sampling method as he/she is 

dependent upon the referrals made by previous participants (Berg, 2004).  

With snowball sampling there is no guarantee that the sample obtained is 

representative of the larger population of study (Berg, 2004; Atkinson and 

Flint, 2001).  In fact, Atkinson and Flint (2001) argue that snowball sampling 

violates the principles of research sampling.   As participants tend to refer 

individuals that they know well, it becomes highly feasible that the 

participants nominated will have similar traits, characteristics, beliefs and 
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perceptions.  When this occurs, selection bias can result and limit the validity 

and generalizability of the findings (Griffiths et al, 1993).   

In the sample used for this thesis, as stated above, the majority of 

participants were contacted through my research and initiation.  However, for 

the twelve respondents who were obtained via snowball, it must be assumed 

that there is a level of sampling bias which can influence the validity of these 

findings.  The sample of participants did share similar ethnicities, 

socioeconomic status and other identifying characteristics that can impact 

the research process.  Their positionality as well as my own will be explored 

in an upcoming section (section 5.5).   

One advantage of having high profile researchers as participants was that 

they were easy to identify and contact as their research interests and contact 

details were in the public domain of their organisation or university websites.  

After compiling a list of possible participants, initial contact was made via e-

mail.  Correspondence explained the research project, aims and why it was 

felt his/her input could make a valuable contribution to the research.  Bozoki 

(2002) argues that conducting interviews with elites requires more 

preparation as the level of information exchange will most likely be in depth.  

Given this, the content of the invitation e-mails was personalised to each 

participant and tied his/her publication(s)/research or area of expertise to the 

overall research aims.  A letter of support composed by my supervisor briefly 

stating the research aim, requesting and thanking participants for individual 

contribution as well as confirmation that ethical clearance was obtained was 

attached to each e-mail correspondence.  The e-mail thanked the participant 
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for the opportunity to interview him/her and requested details concerning 

time and place most convenient for him/her.    

Having described how the sample of participants was constructed and 

contacted, the proceeding subsection will explore the interview, transcription 

and coding processes.  

5.4.2:  Interviewing, transcription and coding 

As stated above, the process of interviewing was deemed the most 

appropriate methodology to explore and answer my research questions.  

Other types of methods such as questionnaires, for example, would not have 

worked as well as this research was looking for in depth responses and face 

to face interviews are an effective method for this type of data collection 

(Silverman, 2005; Fielding and Thomas, 2008).  Furthermore, questionnaires 

would not have allowed for follow up questions whereas qualitative 

interviews afforded this opportunity.    

There are two main types of interviewing methodology:  standardised and 

non-standardised (Silverman, 2005). Standardised or structured interviews 

are conducted to ensure each interview is conducted exactly the same with 

the same questions presented in the same order (Silverman, 2005).  

However, with non-standardised interviewing, it is not necessary to ask the 

same questions and the format can take the form of a discussion whereby 

the interviewer directs the interview by identifying topical questions and 

allows the interviewee to discuss them more extensively (Silverman, 2005).  

Fielding and Thomas (2008) argue that non-standardised approach is best 
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suited when the subject matter is dense and complex as the technique 

enables researchers to ‘fine tune’ the interview format to attune it to the 

varying levels of comprehension and array of insight provided by 

participants.  Standardised interviewing would not have been an appropriate 

method for my sample population as participants had different fields of 

expertise and a more flexible interviewing technique allowed further access 

in eliciting the rich and detailed information.   

Semi-structured and focused interview methods are types of non-

standardised interviewing (Fielding and Thomas, 2008).  During the initial 

stages of my fieldwork, interviews were semi-structured and became closer 

to focused interviews in the latter stages of the interviewing process.  

Fielding and Thomas (2008, p. 247) describe focused interviews in the 

following manner: 

Here interviewers simply have a list of topics which they want the 

respondent to talk about, but are free to phrase the questions as they 

wish, ask them in any order that seems sensible at the time, and even 

join in by discussing what they think of the topic themselves.       

I attempted to maintain a balance between semi-structured and focused 

interviews by exploring certain topics with all interviewees and allow the 

interview to become more focused or unstructured at times to tap varying 

levels of individual expertise.     

One criticism of non-standardised interviews is that validity and reliability of 

data may be comprised due to interviewer bias (Fielding and Thomas, 2008).  

As will be discussed in the upcoming section regarding positionality (see 
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section 5.6), I felt more comfortable in some interviews in comparison to 

others.  Here the use of non-standardised interviews may impact the data 

gathering process.  In the interviews where I felt more comfortable, I may 

have engaged more in the interview and asked more clarifying questions.  

Utilising a non-standardised interview format may have caused me to gather 

more detailed responses in certain interviews in comparison with others. 

Burnham et al. (2004) stress that one difficulty with interviewing is conducting 

too many interviews and suggest that 20-30 is a sufficient and reasonable 

amount where interviewing is the primary method employed.  In total, 40 

interviews from twenty-four organisations were conducted within the time of 

the fieldwork.  Upon reflection, 30 interviews would have most likely been 

sufficient as the transcription and data analysis was daunting with 40 

interviews.  Furthermore much rich and valuable information from 

respondents simply could not be utilised in the empirical chapters due to 

length and word constraints. The interview process came to a conclusion 

towards the end of the fieldwork in New Delhi when ‘data saturation’ had 

been met and it was concluded that sufficient data had been collected for the 

research aims (Lincoln and Guba, 1985, p350).   

All interviews except two were audio recorded using a small digital voice 

recording device.  Although ethical concerns will be explored below, it is 

worth noting here that all interviewees’ permission was sought prior to using 

the recording device in the interview.  Recording the interviews enabled more 

effective active listening to take place as the concern with writing notes and 

documenting phrases verbatim was, for the majority of interviews, not 
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needed.  Also, as Fielding and Thomas (2008) argue, note taking opens 

concerns and doubts regarding validity.  Respondents were informed that 

transcriptions would be shared upon request to confirm accuracy although 

none of the participants requested copies of transcriptions.  Audio recording 

also enabled verbatim transcriptions of the interviews.  Fielding and Thomas 

(2008, p. 257) distinguish between selective transcription and verbatim 

transcription and note that verbatim transcriptions allow for all possible 

analytical investigation however, this technique is often time consuming.  

Verbatim transcriptions were conducted using Windows Media Player and 

headphones on a laptop computer.   

Upon completion of the transcription process, a progression of what Lofland 

et al. (2006) terms initial coding occurred whereby categories and themes 

began to emerge from transcriptions.  Initially, a summary of each 

respondent’s transcription with themes and key words and phrases were 

recorded in a notebook.  As each transcription was completed, a reflection 

back on other themes and key words from other transcriptions was 

conducted.  This initial coding allowed for a viewing of all chronological 

transcriptions and a comparing and contrasting of initial themes and key 

words that were highlighted.  From the process of initial coding, the stage of 

focused coding began (Lofland et al, 2006).  At this stage, computer software 

NVivo 9 was used to assist with the process of coding and analysis.  NVivo 9 

was chosen as the university offered a software download for free.  The 

software enabled all of the data to be stored and managed relatively easily 

on the computer.   
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However, there are questions as to the degree to which such programs 

shape the analysis process.  Mason (2002) observes that computer aided 

analysis software promotes cross sectional indexing or coding as opposed to 

a more holistic analysis.  NVivo 9 did facilitate the construction of ‘nodes’ or 

codes under which quotes are stored.  This can fragment the data as coded 

segments of data can become detached or isolated from the larger context.  

The software does allow for an expansion of a quote so that a viewing of the 

wider context can be seen.  It also allows for the entire transcription to be 

opened.  Viewing the specific quote and the wider context was done 

throughout the analysis to ensure the context of the quotes was not lost.   

The proceeding subsection will explain the additional methods of data 

gathering that were used in this research. 

5.4.3:  Multimethod approach:  Utilising documents and secondary 
interviews  

In addition to interviews, this study utilised document and content analysis.  

Mixed method research involves the use of two or more research methods in 

a single research project (Alexander et al, 2008).  This can mean that the 

research has both qualitative and quantitative components, two or more 

styles of data collection and/or two or means of analysis have been 

employed (Alexander et al., 2008).  For this project, multiple data sources 

were used, specifically, investment policies, Indian investment bureaux and 

interview transcripts from broadcast media.  All of these additional sources 

were analysed to contextualise and reveal different dimensions of the 

research questions as well as to complement and expand the interview 
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analysis.  For this study, the additional data sources were largely analysed 

after the interview fieldwork in India although a cursory analysis of some 

documents occurred alongside the interview fieldwork.   I will briefly describe 

all three.   

The documents that were analysed were IGO reports and Indian government 

documents, investment reports and policies.  A complete list of the 

documents used is listed in Appendix 1.  Examples of IGO reports include:  

multiple years of United Nations Conference on Trade and Development 

World Investment Report, the World Economic Forum’s Global 

Competitiveness Report (2012-2013; 2014-2015), World Bank’s Doing 

Business:  India 2015.  IGO reports provided insight into levels of foreign 

investment, specific concerns to both developing and developed countries 

and policy issues concerning global flows of FDI.  IGO documents were easy 

to access and easy to decipher and were fairly self-explanatory.  

Examples of Indian state government documents that were analysed include 

Twelfth Five Year Plan; Consolidated FDI Policy, 2013; National 

Manufacturing Policy, 2011 (Press Note 2, 2011 Series) and Foreign Direct 

Investment in Multi-Brand Retail Trading Sector (Press Note 5, 2012 Series).   

Atkinson and Coffee (2004, p.72) stress that while government documents 

may be written in an accessible language, they are composed for a selective 

audience or ‘restricted readership’ for those with government policy 

competencies and, thus, may not be easy to decode for those outside this 

particular readership.  The Indian government FDI reports and policies were 

predominantly written in English and somewhat self-explanatory but not as 
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easy to understand or as descriptive as the IGO reports that were utilised.  

Government reports such as the Fact Sheet on Foreign Direct Investment 

(FDI) illustrate the top countries investing in India as well as the top sectors 

attracting the highest levels of FDI.  Such information was helpful in 

addressing the first part of the second research question regarding the types 

of FDI India is attracting.  

Investment policies such as the National Manufacturing Policy, 2011 and 

Foreign Direct Investment in Multi-Brand Retail Trading Sector were also 

analysed to investigate the first research question (see section 5.2) regarding 

investment strategies and the implications to social welfare that are likely to 

flow from these strategies.  These two polices are good examples of the 

government’s investment strategies and reveal the differences in how service 

sector investment and manufacturing investment is being sought.  

Specifically the social protections that are implemented in the policies will be 

explored along with interview data to reveal what social policies may be 

needed to protect citizens and workers.  India’s main development plan, the 

Twelfth Five Year Plan was used to explore to what extent and how FDI 

configures into its development plans.  This was particularly helpful as I was 

unable to interview current government officials whilst in India (see section 

5.8).  

Content from India’s investment bureaux were explored for this research.  As 

discussed in Chapter Three (see section 3.7) countries compete for FDI and 

promote investment opportunities to foreign investors through investment 

bureaux.  Similar to other countries India has several investment bureaux 
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that it uses to sell itself to foreign investors.  These bureaux were analysed to 

afford understanding into India’s investment strategies and provide insight 

into the first research question:  How is India selling itself to investors and 

what are the possible implications for social welfare that are likely to flow 

from the Indian government’s investment strategy?  Investment bureaux 

such as ‘Invest in India’ are easy to access, the website are up-to-date and 

user friendly.  Such websites give a good indication of prevailing investment 

conditions and serve to illustrate the type of investment India is seeking as 

well as what the Indian government is offering investors in return for their 

investment.  What the government promises to investors can be analysed to 

investigate the possible implications for social welfare that are likely to arise 

from investment strategies.    

Finally, interviews from one of India’s major media broadcast television 

networks, New Delhi TV (NDTV), were accessed from their website, viewed 

and selectively transcribed as well.  Approximately 18 videos of interviews 

from NDTV were watched and selectively transcribed.  NDTV often conduct 

interviews with prominent business leaders as well as government officials 

from the Planning Committee which construct India’s development initiatives.  

For example, interviews concerning policy issues were often conducted with 

a panel of policymakers, business leaders and various stakeholders and 

watching these helped to provide deeper comprehension into policy analysis 

and highlighted specific stakeholder concerns.  Interviews with international 

business associations such as the US-India Business Council provided 

further awareness of business policy preferences as well as a business 
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perspective and assessment of their impact on the economy and local 

communities.   

5.5:  Positionality 

England (1994) argues that research is a process not a product and Bourke 

(2014) expands this concept to explain that the research process continues 

as the researcher reflects on the data collection, the findings and the 

implications.  Qualitative research positions the researcher as the 

gatekeeper for data collection and analysis and, thus, the researcher’s 

identity in regards to cultural background, gender, race, socioeconomic 

status and other identifying characteristics are variables that can affect the 

entire research process as these characteristics shape and influence how an 

individual interprets and processes information (Bourke, 2014).  Accordingly, 

a level of reflexivity on behalf of the researcher is important to understand 

how one’s subjectivity can influence the research and dissemination of 

findings (Bourke, 2014).  Reflexivity involves applying close inspection on the 

shared space and relationship between the researcher and participant 

(Bourke, 2014; Mullings, 1999). 

Positionality refers to the perspective of the researcher or participant that is 

shaped by one’s unique mix of identifying characteristics (Mullings, 1999).  

Positionality theory often contains discussions of insider/outsider participant 

divides.  Insider position refers to a researcher who shares similar cultural, 

linguistic, ethnic, national and/or other characteristics to that of the research 

participant whereas an outsider does not (Ganga and Scott, 2006).  There 
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are advantages and disadvantages associated with both positions (Mullings, 

1999; Ganga and Scott, 2006).   

I had assumed that my positionality as a white, American, female, middle 

class and postgraduate student would always be an outsider position in that I 

was interviewing participants from different cultures, ethnicities and 

educational backgrounds, however, my identities and positionality proved 

more complex during my time in India.  The research literatures concerning 

positionalities of researcher and participant in regards to power often focus 

on the situation in which the researcher is in a position of power (Mullings, 

1999).  However, my sample of elite researchers and policy stakeholders 

had more power in socioeconomic status, experience, career 

accomplishments and I was wholly dependent upon their status, knowledge 

and opinions for my data.   

Although I felt the power differential in all of the interviews, I did so more with 

male economists.  India is a patriarchal country and I was constantly aware 

of my diminished status as a single female.  However, this positionality did 

enable me to feel more comfortable with female participants.  Several female 

participants talked about safety issues with me and warned me that it was 

very unsafe at night for women in India, in particular, if not in a large group.  

One participant gave me her personal mobile telephone number and 

encouraged me to phone her at any time if I experienced any safety 

problems.  These candid conversations—while very concerning—did enable 

me to feel partially accepted as an insider in that we were both women in a 

male dominated environment.  I remember one female participant who I 
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admired greatly stated twice in our time together that she thought I was very 

brave for traveling to India alone to conduct my research.  Thus, with female 

participants I felt more comfortable and more of an insider and this may have 

impacted the data gathering process in that I may have, unknowingly, 

participated more in the interview and asked more follow up questions in 

comparison to male participants with whom I felt more uncomfortable.   

At times, I did worry that my position as a researcher from a developed 

country studying “development issues” might have caused participants to 

perceive me in a negative light.  I remember two participants, in particular, 

were quite curt at times and I wondered if my ethnicity played any part in 

their apparent annoyance.  After trying to elicit a conversation regarding 

social policies and economic growth, one participant stated, “Oh that is such 

a vague notion to make…it’s not that we don’t understand that social policy 

can help economic growth…” and he went on to explain budgetary 

constraints and other logistical problems of social welfare in India.  His 

comment made me feel that I was coming across as a ‘white woman from 

the West trying to figure out what India is doing wrong’.  Another participant 

stated, “You cannot ask that question, I will answer what is holding back 

manufacturing growth not the economy.”  On both occasions I felt scorned 

and I may have held back in asking clarifying questions in comparison with 

other interviews where I felt more comfortable.  Had my interviews been 

standardised rather than non-standardised, these issues may not have had 

the same impact. Although I hoped participants would not perceive me 

negatively because I was from the USA (and a university in the UK), the 

ways in which I interacted with participants was based on my own 
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experiences as a citizen of a developed country and the ways in which I 

perceive issues of development.  As I analysed the data and looked for 

emergent themes, I did so, inevitably, with a perspective shaped, in part, by 

my identity as a white, American woman. 

However, my nationality as an American and ‘not from India’ did facilitate my 

feelings of an insider position with other participants who were not from India.  

Four participants were not from India and during these interviews; 

participants would discuss India as an “other”.  During these interviews, I felt 

I shared a commonality with these participants in that we were both 

researching India from an outside perspective.  One participant who had a 

high ranking position with a neoliberal IGO responsible for monitoring the 

economic performance of member countries was of Indian-Asian ethnicity 

and American nationality.  I had assumed, however, prior to our meeting that 

we would not have many commonalities largely due to my sociological 

background and beliefs which can be sceptical of neoliberal ideology.  

However, his American nationality permitted me to feel we had more in 

common than I had anticipated.  He indicated that he had only been in India 

for seven months and he spoke of India from an outsider position.  For 

example he stated, “In all the places I have worked, I have never seen such 

swings from absolute despair to euphoria depending on what is happening in 

the markets...as much as I have seen in India.”  I believe that he felt a 

commonality with me as well and even openly shared that his wife was a 

sociologist.  Here our shared nationality, I felt, enabled me to feel more of an 

insider with him than I had anticipated. 
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My identity as a doctoral candidate from a sociological perspective was an 

interesting dynamic.  The majority of participants discussed my thesis with 

me at the beginning of our meeting; many even asked detailed questions 

regarding the research design.  I felt that my status as a postgraduate 

student enabled me to acquire access to interviews as participants often 

recalled some of their experiences when they were “in the same position.”  

This enabled me to feel somewhat of an insider, however, my positionality as 

a student of sociology studying FDI was brought up and specifically 

mentioned by nearly every participant.  At times participants expressed 

support for multidisciplinary research.  However, others appeared to find this 

simply perplexing.  To be honest, continually discussing why I chose to 

investigate FDI became a little draining and continually reminded me of my 

outsider position with participants from other academic and research 

disciplines.  Furthermore, I sometimes felt that some economists perceived 

me to be out of my depths.  However, these feelings also resulted, no doubt, 

due to my own feelings of inadequacies and self-doubt that arose from the 

culture shock of India, elite interviewing and conducting ‘doctoral’ research 

all of which were new and intimidating experiences.  On the other hand, this 

outsider position could have also afforded me advantages.  At times I felt the 

participants who were economists took more time to explain their opinions 

and deconstruct these for me.  My position as a sociology student as well as 

being from a different country may have promoted the participants to give me 

more information because he/she could not assume that I automatically 

possessed insider information.   
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My sociological position also permitted me to feel more of an insider with 

participants who were activists and/or came from human rights disciplines.  

One activist heavily involved in the movement to stop FDI in multi-brand 

retail invited me to two marches and informed me of two very helpful 

conferences that were taking place in New Delhi.    

Finally, my sample of participants all had middle and upper class 

socioeconomic status.  Having a sample with participants with the same 

socioeconomic status does create problems of representativeness.  Although 

many of the participants’ research focuses on inequalities, empowerment, 

pro-poor growth and informal labour sectors, the researchers themselves are 

from the top castes and socioeconomic status in India and, as discussed 

above, positionality impacts the research process.  Thus their ethnicity and 

socioeconomic status will play a role in their research however accomplished 

they may be in the field.  Thus, the data from the interviews has filtered 

through two separate perceptual lenses—the participant’s as well as my 

own— both shaped by a unique mix of positionality and identity.                         

5.6:  Ethics  

The research plan was reviewed and approved by the University Ethics-Co-

Coordinator of the Sociological department prior to commencing the 

fieldwork.  A participant information sheet regarding the study was provided 

to each participant along with a consent form. The information sheet included 

information concerning anonymity and data storage.  Both the information 

sheet and consent form had been previously reviewed and approved by the 
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University and are included in the Appendix (Appendix 4 and 5).   I asked 

each participant to sign and date the consent form prior to the interview.  

Permission was sought to audio record interviews and it was explained that 

handwritten notes could be taken should the respondent feel uncomfortable 

with or object to audio recordings.  All but one participant agreed to being 

recorded.  Recording devices were turned off if phone calls were taken and it 

was explained that the respondent could ask for the recording to be turned 

off at any time during the interview.  All data recordings were password 

protected and stored in a locked filing cabinet along with other research data.  

Identities and quotes were anonymized. Although some respondents stated 

he/she was comfortable with being quoted, it was explained that all 

participants would be identified by fictitious initials and the organisations 

would not be directly named although area of expertise would be identified. I 

ensured each participant understood this and were comfortable with the 

anonymity process.  

5.7:  Barriers in the field  

Choosing to conduct the fieldwork in a foreign country posed several 

enjoyable challenges as well as stressful ones. Having never travelled to 

India prior to this research, I did not know what to expect and the 

unfamiliarity proved difficult at times.  The research plan initially intended to 

interview central government and locally elected officials to ascertain how, in 

their view, has FDI benefitted and/or harmed local economies and 

communities.  During my fieldwork, I was unable to interview current 

government officials.  I had difficulty finding e-mail addresses for government 
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representatives as government websites were difficult to navigate and was 

often out of date with contact information.  I did not receive a response from 

the officials that I was able to contact via e-mail.  The snowballing technique 

that was occasionally employed led to contacts with other researchers and 

development experts but not local government officials and I was unable to 

access these people independently.   

I had also intended to interview TNCs to explore their assessment of the 

impact, both positive and negative, their company has brought to the local 

economy and communities.  However, I was unable to secure interviews with 

TNCs as well.  Steve Tombs and David Whyte (2003) explore the difficulty of 

researching harm and crime committed by powerful agents such as 

corporations and state governments in their book ‘Unmasking the Crimes of 

the Powerful:  Scrutinizing States and Corporations’.  Tombs and Whyte 

(2003, p.4) contend that a key aspect of corporate and state power is to 

ensure that: 

Their “activities” (a shorthand term used here for acts and omissions) 

be obscured, be as invisible, and remain as absent from the public 

gaze and scrutiny as possible. 

Mullings (1999) and Thomas (1993) both discuss the difficulties in 

researching those with power.  Thomas (1993, p.80) describes “important 

people in big companies” as visible yet inaccessible and explains the 

difficulties in gaining access to interviews with them or in making cold calls to 

companies: 



211 
 

Moreover, most businesses, no matter how small have gatekeepers 

who keep an eye on the comings and goings of strangers. Large 

corporations, especially ones with trade secrets to hide, have gates, 

guards and security devices. ..You can’t just walk into an office suite 

and expect to strike up a conversation or hang out and observe the 

scene. (p.82) 

I faced similar barriers described by Thomas (1993) in obtaining interviews 

with employees with TNCs during my time in India.  When I did not receive 

responses from my e-mails to TNCs, I did attempt to make cold calls to a few 

TNCs.  However, TNCs (as with all of the facilities for my interviews) have a 

security desk with guards and sign in procedures for visitors.  When I did not 

have a scheduled appointment coupled with language barriers, I could not 

manage to obtain any interviews this way. 

Tombs and Whyte (1995) argue that despite the social harm caused by 

corporations and the state there is a lack of research investigating crimes of 

corporations. This is argued to have resulted from several factors including 

difficulty gaining access behind the ‘corporate veil’, obtaining funding for 

such projects as well as problems disseminating findings as many 

corporations have funding ties with universities (Tombs and Whyte, 1995, 

p.4).  One important consequence of the relative absence of research 

concerning corporate and state crime, Tombs and Whyte (1995, p.7) 

contend, is that the methodologies for researching powerful corporations are 

not developed and: 
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…there is very little experience for future researchers to draw upon as 

a methodological resource.  There are no examples of texts organized 

around a sustained concern for methodological issues raised in the 

processes of “researching the powerful”, either within criminology or 

indeed across social science.   

While it is true that my research topic was not solely focused on corporate 

harm or crime, my contact letter to potential participants did explain that I 

was investigating the negative social impacts of FDI to India and this may 

have put off TNC and government officials from talking with me.  As Tombs 

and Whyte (1995) describe, there are roadblocks to gaining access to 

powerful corporations and I did not know how to navigate around these 

access problems.   

By not interviewing TNCs, there is a perspective missing in this thesis.  I was 

able to access interviews with business associations in India and this helped 

to provide a corporate perspective in how FDI is providing benefits and costs 

to local communities and economies.  I also used documentary analysis and 

interviews from broadcast media to try and fill in the gaps from lack of 

interviews with TNCs and government officials.  Thus, interview data 

regarding the social and economic impact of FDI to India is provided by elite 

policy stakeholders and business associations in India but not from the TNCs 

themselves.  Although it is doubtful interviews with TNCs would have 

provided admission of harm or crime committed by the TNC, by not talking 

with them they did not have the chance to defend themselves against some 

of the accusations that elite policy stakeholders made against them.  
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Furthermore by not interviewing TNCs, I was unable to hear in their own 

words how they feel their investment has helped Indian communities and 

economies.  In retrospect, I could have analyzed corporate reports from 

particular TNCs’ websites to get further insight into how specifically TNCs 

were contributing to development initiatives.  However, constraints to length 

and word count of the thesis would have made this difficult.   

5.8:  Chapter summary 

This chapter has explored the theoretical foundations, methodology and 

methods that guided this this research.  It began by explaining the research 

questions that are pivotal to the investigation.  This was followed by the 

methodological approach, specifically a description of the case study that 

was utilised here as well as the reasoning behind the choice of India as a 

single case study method was explored.  The process by which the data was 

collected was observed next, including the sampling process, interviewing 

methods and the process of analysing the data.  Following this, the chapter 

presented the multimethod approach that was employed and how 

documents, policies and transcripts of multi-media interviews provided 

context and complementarity to the analysis.  The positionality of the 

researcher was presented and issues of ethnicity, gender and other 

identifying characteristics that impacted the research process were explored. 

Ethical issues comprising informed consent, anonymity and confidentiality 

were presented next.  Barriers encountered in the field during my time in 

India were explored as well as the wider methodological difficulties of 

researching the powerful.   The absence of TNC and government officials’ 
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perspectives and how this may have impacted the findings was examined 

here as well.  

The proceeding chapter will be the first of four empirical chapters. 
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Chapter Six:  Investment strategies and the social 
welfare implications of FDI to India  

6.1 Introduction 

As states compete with one another for FDI, they will often construct 

investment strategies to promote national advantages to potential investors 

via investment bureaux (see section 3.7) (Farnsworth, 2010). The resources 

a country has to offer will vary between states but the investment strategies 

utilised will try to entice investment best suited to development needs by 

advertising specific national comparative advantages attractive to investors 

(Thomas, 2011; Farnsworth, 2010).  The social consequences derived from 

investment are highly contingent upon the investment strategies of the 

government; what the country is offering investors and the type of investment 

attracted (Chang, 2003; Thomas, 2011; Farnsworth, 2010).  Contingencies 

for social welfare are also directly dependent upon the investment policies, 

how they are framed and the social protections afforded to protect citizens, 

workers and local communities (UNCTAD, 2002; Farnsworth, 2010; Thomas, 

2011).   

Given these arguments this chapter will explore the first research question: 

How is India selling itself to investors and what are possible 

implications for social welfare that are likely to flow from the Indian 

government’s investment strategy?  

It will answer this question by analysing India’s main investment bureaux to 

gain insight into the types of investment the state is targeting and the 
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conditions and incentives it is employing to entice investment.  This chapter 

will proceed to further investigate this research question by analysing two 

specific FDI related policies:  The National Manufacturing Policy and Foreign 

Direct Investment in Multi-Brand Retail Trading Sector.  These policies will 

be analysed via documentary analysis and interview data.  These specific 

policies were selected as they are both important to India’s investment 

strategies and carry wide ranging implications for citizens.  The two policies 

contrast each other in the level of afforded social protections and 

explanations as to why will be explored along with the social welfare 

implications that may arise from the varying levels of protections.  

As explained in the Methodology chapter, in depth interviews were 

conducted in New Delhi, India with 40 participants who are employed within 

highly respected and well known universities, NGOs, IGOs, and policy and 

research organisations that target economic and social development issues.  

Appendix Two list the participants’ fictitious initials in alphabetical order and 

describes their areas of expertise as well as the organisation where they 

work.   

6.2:  Investment strategies and investment bureaux:  The 
need to attract investment 

As examined in Chapter Three (see section 3.7), investment strategies can 

be divided into two main types: functional and selective strategies (Chang, 

2003; Lall, 1997).  Functional strategies do not favour any particular 

activities, industrial sectors, or firms over any other.  Functional strategies 

appeal to ‘universal’ business needs and are applied irrespective of the 
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nature of the host economy or the particular stage of development (Chang, 

2003).  Selective strategies, on the other hand, are tailored to a country’s 

needs and the government actively intervenes to influence the type of 

investment sought as well as the terms under which companies are allowed 

to invest (Chang, 2003; Lall, 1997).  While selective strategies can be vital to 

accelerate and deepen the development process (Lall, 1997), neoliberal 

ideology supports the open door ethos of functional policies and discredits 

selective strategies as interventionist, protectionist and, thus, ineffective 

(Chang, 2003).  This argument is based, in large part, on the belief that 

investment decisions are determined on the amount of freedom granted to 

TNCs (Chang, 2003).  Using these investment strategy descriptions to 

explore content within India’s investment bureaux will aid the exploration of 

motivations on behalf of the Indian government to attract investment to fulfil 

development needs. 

Invest India is an example of an investment bureaux designed to promote the 

Indian economy to outside investors.  Invest India is a not for profit joint 

venture between the Department of Industrial Policy and Promotion (DIPP) 

within the Ministry of Commerce and Industry and the Federation of Indian 

Chambers of Commerce and Industry (FICCI), one of India’s most well 

established business associations.   

Invest India provides a good depiction of India’s investment strategy in how it 

is promoted to foreign investors.  One of the first qualities listed under the 

‘Advantage India’ tab on Invest India’s Home page indicates ‘the Indian 

government’s constantly evolving investor friendly policy’.  It continues to 
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state that further liberalisation will continue suggesting to investors that if 

they do not see an investment opportunity in their realm of expertise, there 

will likely be one in the future as the country is constantly liberalising foreign 

investment policies: 

India’s steady economic liberalization and its embrace of the global 

economy have been key factors in attracting FDI. The government 

recently opened up multi-brand retail and civil aviation markets to 51 

and 49 per cent FDI respectively and with more reforms expected in 

insurance and pension sectors, among others, India will continue to 

offer compelling opportunities to the global investment community 

(Invest India, 2015a). 

This promotion of economic liberalisation typifies a functional investment 

strategy in that it is generic and market friendly.  The implications of 

employing functional strategies such as this are that they risk encouraging 

investment that is not suited to India’s development needs. 

The cost and skill quality of the labour force is a critical part of a national 

investment strategy (Farnsworth, 2010).  After briefly explaining the ‘Indian 

growth story’ and how two decades of economic liberalisation launched India 

onto the global stage where it is now a favourite investment destination, the 

bureau promotes its large, youthful, and cheap labour force: 

India not only supports one of the largest populations in the world, but 

also one of the youngest.  Fifty per cent of its population is below the 

age of 25 and two-thirds below the age of 35.  Also, about 65 per cent 

of Indians are in the working age group of 15 to 64 years, giving the 
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country a significant edge in terms of cost competitiveness and low 

labour costs (Invest India, 2015b).   

This promotional segment is a functional of investment strategy.  First and 

foremost the passage is promoting a very large, young and relatively cheap 

labour force, suitable to many types of business needs.  Enticing investment 

based on abundant and cheap labour, however, endangers depressing 

national wage rates and locking them at low levels.  As explored in Chapter 

Three (see section 3.5) efficiency seeking firms which engage in high 

competition to save costs will be attracted to host countries with cheap 

labour but these firms are most associated with a race to the bottom in terms 

of working conditions and wages.  Furthermore, it may be difficult for the 

government to increase wages in time as these firms often have low sunk 

costs, are mobile and may employ an exit threat to curtail policy changes to 

increase national minimum wage rates. 

The promotional segment proceeds to advertise India’s skilled labour force: 

Moreover, India’s labour force has a strong knowledge base with a 

significant English-speaking population, making it a top destination for 

multinational corporations that are looking to expand their overseas 

operations for market and talent (Invest India, 2015b). 

Here the government is promoting the country’s knowledge base and 

segment of the workforce that is fluent in English.  This appears to be 

targeting more ‘high end’ investment and, for example, would be something a 

firm in the service sector or IT/ITES would be looking for.  India’s success as 

a destination for business process outsourcing such as call centres and other 
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service sector oriented investment, has meant advertising the English 

speaking skills of its labour force is warranted and indeed a vital aspect of its 

investment strategy. 

The next important heading within ‘Advantage India’ is titled ‘Indian 

consumer spending will grow 2.5 times by 2025.’   This is clearly promoting 

India’s mass domestic markets in an attempt to convince market seeking 

investors that India has a comparative advantage in its growing middle class 

with growing consumer needs:  

Consumer spending in India grew from US$ 549 billion to US$ 1.06 

trillion between 2006 and 2011, putting India on the path to becoming 

one of the world’s largest consumer markets by 2025. India’s 

consumption is expected to rise 7.3 per cent annually over the next 20 

years. Seventy per cent of this expenditure will be on discretionary 

items like entertainment, healthcare, communication, education, 

personal products, services and so on. This rise of India’s “new middle 

class” is globally significant as it will usher fundamental changes in 

India and around the world… (Invest India, 2015b). 

This passage is clearly advertising the merits of India to foreign investors on 

the basis of the consumer demands and preferences of its middle class. 

Ghosh (2004) argues that following economic liberalisation, India’s 

macroeconomic strategy became openly based on the demand stimulus of 

the middle and upper classes and this promotional segment is indicative of 

this strategy. This segment is also promoting India’s middle class service 

sector needs.   
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Investment strategies encompass not only promoting the resources that a 

country can offer investors but may also strategically attempt to capture the 

type of investment the country requires and is suitable to its development 

needs.  Thus, investment bureaux try to stimulate investment in sectors the 

government wants to further cultivate.  The types of investment a country 

wants to attract will most likely change as its development needs change and 

the country progresses through different stages of development (Chang, 

2003; Farnsworth, 2010).  Successful strategies will be adaptable and 

capable of promoting national resources as they develop and target 

investment that can further develop national capabilities and resources 

(UNCTAD, 2006).   

As emphasised above (see section 4.3.1), India is in need of manufacturing 

investment.  In 2010, the Finance Minister in his annual budget speech 

emphasized the need to increase manufacturing activity, the first time 

manufacturing had been stressed since economic liberalisation in 1991 (Rao 

and Dhar, 2011b).  Increased investment in manufacturing was also stressed 

throughout India’s most current development plan which outlines the 

development initiatives and strategies for the upcoming five years: The 

Twelfth Five Year Plan (Planning Commission, 2013).  In looking at Invest 

India’s Investment Brochure, the first sector promoted is manufacturing, a 

sector that has been stagnant following liberalisation (Krueger, 2007; 

Mazumdar, 2011; Binswanger-Mkhize, 2013).  The promotion of 

manufacturing within investment bureaux, coupled with the creation and 

implementation of the National Manufacturing Policy in 2012 indicates a 

desire to shift India’s predominant investment from services to industrial 
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production such as infrastructure and manufacturing.  Invest India 

encourages manufacturing in the following passage: 

In 2012, the Government of India unveiled a comprehensive National 

Manufacturing Policy (NMP).  This flagship initiative undertaken by the 

government is aimed at stimulating infrastructure development and 

unlocking the country’s manufacturing potential.  Further, the NMP 

offers some novel solutions relating to labour laws, repatriation of 

capital, skill availability, environmental laws, and infrastructure (Invest 

India, 2015c, p.8).         

Here the bureau is employing a strategy with both selective and functional 

aspects.  It is selective in that it is tailored to India’s need for manufacturing 

investment.  However, in trying to attract manufacturing, it is employing a 

functional strategy promoting ‘taken-for-granted’ business needs such as 

liberal labour and environmental laws as well as financial incentives.  As 

India has not been successful in attracting manufacturing investment, 

incentives such these are provided to attract investors and outbid other 

competing host countries.  However, TNCs are more likely to invest in host 

countries because of the country’s assets and not because of specific 

incentives (see Chapter Three, section 3.7) (OECD, 2008; World Bank, 

1985; Chang, 2003).  The Manufacturing Policy 2012 and the incentives 

offered will be explored in further detail in the subsequent section.  

From the promotional segments illustrated above, it appears India is 

employing a two pronged investment strategy.  On the one hand, these 

bureaux are using selective investment strategies to target investment based 
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on middle class consumer and employment needs by advertising their 

purchasing power and high level of skills and English speaking capabilities. 

Much of India’s investment strategy, as highlighted here, indicates a 

development trajectory based on the employment and consumer needs of 

the middle class.  On the other hand, it is employing functional investment 

strategies to spur investment based on abundant and cheap labour.  It is 

selectively targeting manufacturing investment with relaxed labour laws and 

financial incentives. This strategy may serve to increase the polarisation and 

fragmentation within India’s labour markets (see section 4.3).  Furthermore, if 

wages are kept low for the majority of the labour force as this strategy is 

promising; demand for manufacturing products may not increase serving to 

further stifle the sector.   

The proceeding section will examine two important FDI policies for India’s 

investment strategies:  FDI in Multi-Brand Retail Trading and the National 

Manufacturing Policy. 

6.3:  Two policy case studies:  FDI in Multi-Brand Retail 
Trading and the National Manufacturing Policy  

The social welfare implications to citizens from investment are highly 

contingent upon the investment policies and, in particular, the protections 

and stipulations afforded to mitigate disadvantages and promote advantages 

(OECD, 2002; UNCTAD, 2006).  The Foreign Direct Investment in Multi-

Brand Retail Trading Sector policy is an example of the government’s 

strategy to pursue and entice market seeking and service sector investment.  

The National Manufacturing Policy on the other hand, is an example of the 
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government’s shift in strategy to target manufacturing investment. This 

section will explore the social welfare implications to India and its citizens 

and analyse the protections afforded (or needed) in the policies to mitigate 

negative consequences.  As the two policies stand in contrast to each other 

in the level of afforded protections, explanations as to why the policies are so 

different will be explored.   

It is important to note that both investment policies are relatively new and the 

impact of both policies have yet to take root.  There has not been any FDI in 

the multi-brand retail sector at present (UNCTAD, 2014).  Also, at present, 

the manufacturing zones planned for National Manufacturing Policy are 

under construction and not yet in operation.  At the time of writing, 16 

manufacturing zones have been granted government approval (Express 

News Service, 2014).  Thus, the impact to India, as explored here, is in the 

context of possible future implications. 

6.3.1:  FDI in Multi-Brand Retail Trading (Press Note 5, 2012 Series)   

In September 2012, the FDI retail bill was approved and passed in 

Parliament allowing 100 per cent FDI in single brand retail and 51 per cent in 

multi brand retail (DIPP, 2012).  Prior to this legislation, FDI was permitted in 

single brand retail up to 51 per cent and FDI in multi-brand retail (MBRT) was 

prohibited.  The retail bill, specifically MBRT, has arguably been the most 

contentious piece of FDI legislation since economic liberalisation in the early 

1990s (Roy and Kumar, 2012).  The newly elected political party, the BJP, 

which came to power in May 2014 were opposed to the bill prior to the 

national elections and are considering revoking the bill (NDTV, 2014).   FDI 
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in MBRT has widespread implications for many segments of the population 

such as domestic retailers, farmers, and consumers (Roy and Kumar, 2012).   

Much of Indian shopping takes place in either open markets, small 

independent ‘mom and pop’ stores, called kirana stores; open market selling 

fresh fruits and vegetables; or with street vendors called ‘hawkers’ (Kumar 

and Ranjan, 2011; Ghosh et al, 2008).  This is not to suggest that urban 

India does not have contemporary shopping malls filled with single-brand 

retail stores carrying the latest Western products: it does.  What India does 

not have, as yet, is massive retail supermarkets such as Walmart, Tesco, 

Carrefour, etc. selling thousands of different branded items under one roof.  

Several TNCs such as Walmart and Tesco have previously entered the retail 

market through joint ventures with Indian companies in the wholesale cash 

and carry sector but were not able to set up their mega superstores until the 

retail bill.  At present, the unorganized sector accounts for the overwhelming 

majority of retailing, up to 95 per cent, and currently employs between 30 

million and 40 million people (Kumar, 2011).  

Opponents to the legislation were concerned the small stores and street 

vendors will be displaced as rich and powerful TNCs enter the sector.  A 

study commissioned by the ILO concluded that many self-employed, 

unorganized retailers have been pushed into this sector as a desperate 

survival strategy (Ghosh et al., 2008).  Street vending is a particular source 

of income for many women in India who do not have fixed locations to sell 

their produce or products and many of their customers are the working poor 

consumers as well (Mukhopadhyay, 1997; Papola and Sharma, 1999; Ghosh 
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et al, 2008).  These small scale traders, it is argued, will not be able to 

compete with TNCs (Bhoumik, 2001; Sengupta, 2006; Ghosh et al., 2008).    

There are also large concerns that the multinational retailers will have a 

negative impact on farmers, particularly the small farmer.  Research has 

shown a negative impact from corporatization of agriculture on small farmers 

both in terms of market access and prices (Ghosh et al, 2008; Kumar and 

Ranjan, 2011).   

On the other hand, advocates of the MBRT declare that private investment 

from TNCs will remove crippling bottlenecks in India’s supply chain from the 

farm to the market, get rid of inefficient intermediaries or middle men and 

source directly from farmers thereby providing them higher profit, reducing 

food wastage, providing the consumer with lower prices and more choice, 

and supply investment to spur economic growth. For others, the policy will 

cause massive job displacement and loss of livelihood for small retailers and 

farmers.  For opponents, the policy is another example of the government’s 

reckless pursuit of FDI to bolster GDP figures at the expense of the people.  

The Indian government implemented several investment stipulations, often 

called ‘runners’, into the FDI bill.  It could be argued this was done to mitigate 

for potential costs while attempting to extract the most potential benefit for 

India.  Similarly, it could also be argued that these conditions were necessary 

due to the political and civil protest which effectively brought the legislation to 

a political deadlock (UNCTAD, 2014).  Indian business associations have 

complained that the runners are too demanding and will thwart investment 

opportunity.      
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There are four main stipulations or runners.  The first condition is that policy 

falls under the jurisdiction of the state, meaning, retail sales outlets may 

establish only in those States or Union Territories which have agreed, or 

agree in future, to allow FDI in MBRT (DIPP, 2012).  Two, the amount to be 

invested must be at least USD 100 million.  A third condition mandates that 

at least 50% of total FDI brought in the first $100 million has to be invested in 

'back-end infrastructure' within three years (DIPP, 2012).  'Back-end 

infrastructure' includes capital expenditure on all activities, excluding that on 

front-end units; for example, investment made towards processing, 

manufacturing, distribution, design improvement, quality control, packaging, 

logistics, storage, ware-house, agriculture market produce infrastructure etc. 

(DIPP, 2012).  A fourth condition is that at least 30 per cent of the value of 

procurement of manufactured or processed products must be sourced 

domestically from micro, small, or medium enterprises that have a net worth 

of $2 million at the time of initial sourcing (DIPP, 2013).  MBRT retailers are 

given five years to meet this local sourcing requirement, meaning they can 

import products initially (DIPP, 2013).   In sum, the government implemented 

stipulations to mitigate the potential costs to its citizens and promote 

maximum benefit by ensuring only large investments with retailers investing 

considerable sums of money into back-end infrastructure while sourcing 30 

per cent of their products from small and medium Indian businesses; within 

the States that have approved the bill.  

As stated above, the first condition of the MBRT bill is that it is subject to 

individual State approval.  To date, ten States and Union Territories (out of 

28) have approved the bill. States with large levels of FDI such as Karnataka, 
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Tamil Nadu, and Gujarat as well as Punjab and Kerala have not approved 

the bill, demonstrating the level of concern within India.  However, advocates 

claim many more States will opt in after a precedent is set within the States 

opting for FDI MBRT.   

In regards to the other stipulations in the bill set forth by the government, 

there are mixed opinions.  AMK is a senior Professor with one of India’s 

premier economic policy think tanks.   She worked with the government on 

the retail policy and she expressed criticisms to the conditional provisions 

implemented in the bill.  She suggests that the proper regulatory framework 

needs to be in place to mitigate for risk; not conditions.  She explains: 

I am pro opening up of multi brand retail in a phased manner subject 

to having a proper retail regulation and none of the stupid clauses 

which the government has implemented. Like the government says 

you will be able to do multi brand retailing if you bring in $100 million 

but invest 50% of it in the back end...Logically speaking every time I 

bring in $100, I may invest in the beginning or all $100 in the back end 

and the next set of $100 to the front end...that is how business works.  

So if every time I bring in $100, you are telling me that I have to invest 

50% of that here and 50% or that there...that does not work.  They are 

saying that you have to source 30% from SME...this is also very 

stupid clause because it depends on what type of retailer you are...if 

you are Walmart you will not find an Indian SME that can do this.  The 

government has shown that they do not understand what multi brand 

retail is.  And because I designed the policy with them, I can definitely 
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tell you that they do not understand!  If you cannot design a good 

policy, you have an acceptability problem.  You don’t have to put in 

conditions; you have to put in proper regulations. 

The stipulation that 30 per cent must be sourced from SMEs is one way, it is 

argued, to ensure that some of the merchandise and produce is purchased 

locally from smaller and medium enterprises.  However, as AMK highlights, 

the TNCs may struggle to find a local source to provide the volume of goods 

needed for a retailer like Walmart.  The government appears to have listened 

to this concern because prior to the recent relaxation of conditions, TNCs 

had to purchase 30 per cent directly from the time of the original investment.  

Now, with the recent changes, the retailer has three years to fulfil the 

condition, meaning it can import 100 per cent for the first three years until it 

establishes a relationship with a local supplier.  The overall concern is that 

without the sourcing clause, TNCs will bring in all of the products from other 

countries and use India only for its large domestic markets with an expanding 

middle class.  The sourcing clause is an attempt to ensure that Indian 

farmers and suppliers will receive some benefit from the presence of mega 

superstores.  It is also argued that this will help connect producers to the 

global market.  The World Bank Chief Economist and previous Chief 

Economic Advisor to India’s Ministry of Finance, Kaushik Basu, suggested 

similar opportunities were possible for small and medium businesses with the 

arrival of large corporates in MBRT:  

But there is another benefit that people often forget:  Once a big 

international corporation comes and operates in India, it is also a 
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corridor for sending goods out of India to the rest of the world.  A small 

producer in a cubby hole in Bombay, Delhi or Calcutta who would not 

even know where to start to send his or her goods to Malaysia, to 

Europe, to USA can begin to use these corridors to begin to send their 

goods out.  We have seen this in Indonesia; we have seen this in 

China.  The small exporters begin to send their goods out through 

these companies that have come into the country (NDTV, 2012).   

It is proposed that the condition for investors to spend 50 per cent of FDI on 

back-end infrastructure is a way to help fix the bottlenecks in the retail supply 

chain.  As will be explored in the proceeding chapter above (see section 

7.3.2), the current state of infrastructure is problematic for both investment 

and development concerns in India.  There are large infrastructure problems 

in the retail supply chain.  Previously, there has been a lack of investment in 

the logistics of the retail chain which has led to great inefficiencies in the 

market.  Though India is the second largest producer of fruits and vegetables 

there are limited storage facilities and cold storages to keep the produce 

fresh, thus, much food is wasted (Deshmukh, 2012; Roy and Kumar, 2012).  

The amount of wastage in food grains is a heavy loss to farmers and, it is 

argued, has caused food prices to rise throughout India.   Investment in 

back-end infrastructure, it is proposed, will help improve India’s 

infrastructure, reduce food wastage, as well as lower the cost of 

transportation of food items.  For advocates of the bill, this is a big selling 

point, as Ron Somers, President of USIBC emphasizes in an interview with 

NDTV: 
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I would just like to add that in regards to infrastructure…when you 

think of the states that may move forward to elect [for] organised 

retail, you are going to see so much investment going into the 

infrastructure from the farm to the market:  The warehousing, the cold 

chains, storage, the roadways…that investment is going to be there 

forever and therefore is going to be a benefit to the farmer and the 

consumer alike (NDTV, 2013).   

As mentioned, one of the main concerns with FDI in MBRT is the potential 

job displacement for many people in the retail sector.  Ghosh et al (2012) 

report an estimate that one Walmart store can displace up to 1,400 small 

stores costing 5,000 jobs.  For many, this is the crux of the issue and the 

driving concern behind the civil and political protest.  All interviewees agreed 

there would be a certain amount of job displacement.  Also, all interviewees 

agreed that there will be some employment generation by corporate retailers 

but several respondents thought more would be many more displaced than 

those employed by corporate MBRT.   

The lack of welfare programs in India such as unemployment insurance 

further confounds the problem of potential job displacement in the retail 

sector.  AS, a Senior Fellow for an applied economics research organisation 

explains:  

For example, we do not have a social security system...we do not 

have a very good welfare expenditure system, right?  We don’t have it 

in India.  Now if we are talking about doing something like this in Great 

Britain or France where you have such a huge welfare expenditure 
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system, it may be different...we don’t have a welfare system and then 

to think about certain processes, like FDI in retail, which might have 

an adverse impact on employment for so many is a matter of huge 

concern.   

Supporters of FDI in MBRT in this sample sometimes disagreed that the 

impact of job loss will be severe.  Some respondents proposed that the 

Indian market is large enough for all players, large and small, to co-exist.  

One line of reasoning within this debate is that the Indian retail landscape is 

a special case with cultural properties that distinguish it from other consumer 

markets in other parts of the world and that the impact corporate retail will be 

different in the ‘Indian case’.   CD is a senior Research Fellow at an applied 

economics research institute. Her research specialisations are international 

and development economics and FDI and inequality.  CD commented on 

India’s consumer preferences and suggested the Walmart model of retail will 

not always service India’s unique consumer preferences and needs, thus, 

the impact of these corporate retailers may not be as large as some 

anticipate: 

The worry that some people have is if you let in FDI in multi-brand 

retail, like Walmart...people will lose their jobs.  But I feel this concept 

is based on the western concept of Walmart.  In India, I do not think 

that Walmart will swallow everything up.  Walmart cannot sell in the 

small quantities that people buy in rural India which are the biggest 

consumers. They buy small things, they buy small amount, and they 

buy fresh things.  I think people are arguing against Walmart [are] 
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using the Western notion. Many people in India buy like small sachets 

of things...like shampoo...where Walmart will sell this big thing of 

Shampoo for $5.  So Walmart will cater to 300 million people not 700 

million people.   How many people are going to buy in bulk?  People 

still do not like to refrigerate food, for God’s sake.   

She goes on to suggest that the market will allow for both small and large, 

however, the impact to small retailers will not be negligible:  

And some things, you will buy from a big store and some you buy from 

a small store....look at the convenience of getting bread or milk or 

whatever...you are not always going to drive to these huge Walmarts.  

Or you just call they guy and he delivers to you.  These are 

advantages that the local guy can offer. But the smaller shops will be 

affected...you cannot say that there will be no effect.  Some will die off 

but the ones which remain, will remain very well.    

For several respondents, the retail bill is about sacrificing the majority for the 

consumption needs of the rich.  As explored, formal service sector FDI is 

argued to be beneficial for the middle and upper classes.  DR is a member of 

a national trade union that is politically attached to the Communist Party of 

India (Marxist) (Org. 23).  It is one of the largest trade unions in India.  He 

alludes to the prioritising the needs of the rich at the expense of the poor:         

See just now what I say about the middle class and these Walmart 

and others...these big, big shopping malls, they require the capital of 

the middle class.  If FDI comes in retail it is going to play absolute 

havoc!  Hundreds of thousands of farming people are committing 
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suicide out of hunger and what not...so those people cannot go to the 

shopping mall and go for a shopping spree.  Millions of people will 

lose their jobs.  So if the multi-brand retail, if they come, it will not be a 

business, it will be a sucking machine. They will suck people’s 

employment; they will suck the people who are trading, people who 

are retailing.   Some number of high rise shopping malls will be there 

and they will have their backwards infrastructure support for them and 

some middle class people will enjoy it.   But not for the rest of the 

country...so there is no question of supporting.  And most are 

opposing, most State governments are opposing. 

In summary, FDI in MBRT is a controversial and politically charged topic.  

The policy has the potential to impact large segments of the population such 

as small retailers who make up over 95 per cent of the retail market, farmers, 

and consumers.  The nature and the extent of the impact are widely debated 

in India.  The next policy to be analysed also has the potential to impact large 

segments of India’s labour force.  However, this policy has not received the 

same level of national attention and scrutiny nor does it have the same level 

of afforded social protections as will be explored next.     

6.3.2:  National Manufacturing Policy (Press Note 2, 2011 Series) 

During the time of my field research (October 2011-March 2012), the 

government enacted the National Manufacturing Policy (NMP), a large policy 

initiative aimed to enhance the manufacturing sector’s share of national GDP 

by eliminating the bottlenecks argued to hinder the sector’s progress, thereby 

creating massive employment opportunities.  As will be explored in the 
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upcoming chapter (see section 7.3), there are several main factors perceived 

to be holding investment back in the manufacturing sector included faulty 

infrastructure, acquiring land, stringent labour regulations and skill 

deficiencies.  The key components of the NMP address each of these factors 

and propose the creation of large, self-regulating, industrial townships 

equipped with state of the art infrastructure for manufacturing investors.   

The government lists six main objectives for the manufacturing policy (DIPP, 

2011, p.3).  The first objective is to increase manufacturing sector GDP from 

12-14 per cent to at least 25 per cent by 2022.  The second objective is to 

create 100 million jobs by this time as well.  The third listed aim is “to create 

appropriate skill sets among rural migrant and urban poor to make growth 

more inclusive.”  The fourth and fifth objective is to increase technological 

depth and enhance global competitiveness.  The sixth objective is to:  

…ensure sustainability of growth, particularly with regard to the 

environment including energy efficiency, optimal utilization of natural 

resources and restoration of damaged/ degraded eco-systems (DIPP, 

2011, p.3). 

In order to achieve these objectives, the government outlines nine specific 

instruments or components that serve as the crux of the policy (DIPP, 2011, 

p.5).  Four of the nine are specifically relevant to this thesis and will be 

explored further: 

1. Clustering and aggregation: National Investment and 

Manufacturing Zones (NIMZs); 

2. Rationalization and simplification of business regulations; 
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3. Simple and expeditious exit mechanism for closure of sick 

units while protecting labour interests; 

4. Industrial training and skill up-gradation measures; (DIPP, 

2011, p.5). 

The remainder of this section will examine the main components of the policy 

and explore the wide ranging social implications at stake.   

6.3.2.1:  National Investment and Manufacturing Zones 

A crucial aspect of the manufacturing policy is based on the concept of 

clustering or aggregating manufacturing enterprises within a zone known as 

National Manufacturing Investment Zones (NIMZs).  The NMP (DIPP, 2011, 

p.25) describes the zones in the following passage:   

The National Investment and Manufacturing Zones (NIMZs) will be 

developed as integrated industrial townships with state-of-the art 

infrastructure and land use on the basis of zoning; clean and energy 

efficient technology; necessary social infrastructure; skill development 

facilities, etc., to provide a productive environment to persons 

transitioning from the primary sector to the secondary and tertiary 

sectors. 

One of the primary aspects of the NIMZ is that quality infrastructure will be in 

place and established by the state and central government.  As discussed 

above lack of infrastructure was reported as the biggest hindrance for 

investment, particularly for manufacturing.  DH is the Director of Economic 

Policy with one of India’s business associations.  He also serves as a 
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consultant with the United Nations Conference on Trade and Development.  

He suggested that the zones will provide a way to get the manufacturing 

sector going until India has developed its infrastructure across the country:   

Actually in fact, that was our idea to the government that since we are 

not able to develop infrastructure at the country level, I mean 

sufficiently… and it will take some time but until that time, let us 

develop some clusters of excellence in manufacturing.   If we are not 

able to provide a state of infrastructure across the country at least let 

us provide that in pockets. And let that gradually spread over the 

country. 

Having zones which are created and established by the state government 

also spares investors the difficulty of acquiring private land which is a 

reported problem for investors.  Whilst this may be preferential for the 

investor, it may cause increased problems of land displacement.  Issues of 

land displacement will be explored further in Chapter Nine, however, it is 

important to understand here that land displacement is a very big problem in 

India and often the best agricultural lands are forcibly acquired by the 

government causing much protest from farmers and civil society (Mathur, 

2011).   

NIMZs have a minimum land requirement of at least 5000 hectares and 

several states are expressing difficulty in acquiring the vast tracts of land 

needed to establish the NIMZs.   Five states have written to the Department 

of Industrial Policy Promotion requesting (DIPP) requesting the minimum 

land requirements to be lowered so that the states will not have to acquire so 



238 
 

much agricultural land (Sharma and Seth, 2013).  Agriculturally prominent 

states such as Gujarat are struggling to find the amount of land required that 

is not in use by farmers (Express News Service, 2013).  

Acquiring large tracts of land is also concerning for poorer states, as the 

NMP dictates the responsibility falls to the individual State to purchase the 

land and provide resettlement and rehabilitation packages to land users.  As 

discussed in Chapter Four (see section 4.3.3.4) there is a large discrepancy 

between the states that are attracting investment and advancing 

economically and those that are failing to do so.  For states looking to catch 

up, advancing the manufacturing sector would be one way to achieve this.  

However, it is argued; because a large number of the NIMZ costs, such as 

land, fall under State responsibility and not the central government, this could 

place disadvantaged states in a further position of disadvantage thus further 

heightening interregional inequalities.       

The policy states that the administrative structure of an NIMZ will comprise of 

a Special Purpose Vehicle (SPV) which will manage the affairs of the NIMZ.    

A key feature of the NIMZ is that it will be completely self-regulating.  The 

concept of the manufacturing zones is similar to a previous investment 

policy, the Special Economic Zones Act of 2005 (SEZ Act).  The main 

difference between the zones is that labour laws are curtailed in 

manufacturing zones whereas national labour laws apply to SEZs.  The 

policy states that the NIMZ will be accorded municipal powers under the 

Indian Constitution:  
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To enable the NIMZ to function as a self-governing and autonomous 

body, it will be declared by the State Government as an Industrial 

Township under Art 243 Q(c) of the Constitution ( DIPP, 2011, p.25 ).   

The government previously granted such status to SEZs, however, all of the 

national labour and environmental regulations were applicable to SEZs and 

this is not the case with NIMZs as will be explored next.   

6.3.2.2:  Rationalization and simplification of business regulations 

Although business groups have continually called for greater flexibility in 

labour regulations, they have been unable to cause changes to the national 

labour laws (Murali, 2010).   The first policy instrument provided in the NMP 

to promote manufacturing is the rationalization and simplification of business 

regulations.  Complex regulations are argued to be stifling investment as BG, 

a senior economic researcher and policy analyst for one of India’s national 

business associations explains:        

It is felt that the reason why manufacturing hasn’t grown much in India 

is because there are much restrictions on manufacturing...the labour 

laws, environmental regulations, all the red tape and bureaucracy in 

starting a factory...all the inspections.  It is a very, very regulated 

sector.  So this policy supports doing away with some of these 

regulations in specific zones.   

The policy stipulates that the SPV will prepare a strategy for the development 

of the zone and produce an action plan for self-regulation to be submitted to 

the Board of Approval in the DIPP within three months from the date of the 
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composition of the SPV.  Environmental and labour protections are to be 

ensured through statutory inspections under the direction of the CEO of the 

SPV (senior Government official) and that these inspections will be periodic, 

although it does not specify how periodic.  However, there are institutional 

challenges regarding public labour inspections in India, as one interviewee, 

BJ, explained.  BJ is a specialist on international labour standards and 

discrimination for an international organisation that promotes fair labour 

standards.  He suggests there are many flaws with government inspection 

services to the detriment of labour standards:    

Private compliance with the public inspectors is not happening.  It is 

not happening at all.  And then the public labour inspector, of course, 

is under staffed, under qualified, no means of transport, under paid 

and corrupt. That is the issue: you just pay the inspector Raj…you pay 

him or her off and you get a tick in the box and there is no problem 

what so ever. So it is a very kind of devious system.  And as a worker, 

it is very difficult to get your entitlements one way or another. So in 

that sense this whole exclusion of labour generally it is only increasing 

basically ...it is getting worse and worse.   

Thus, it would appear that unless the government addresses the problems 

such as corruption and under resourcing within the institution of government 

inspections, ensuring that labour regulations within NIMZs are properly 

followed may prove problematic.  Furthermore, this discussion of corrupt 

government inspections is an example of state-facilitated corporate crime as 

per Kramer et al’s definition (2002) and an example of an explicit act of 
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omission according to Kauzlarich et al (2003) (see sections 3.3.5.4).  These 

actions, as described by this elite policy stakeholder, would also fit the 

definition of state crime in that the state is “failing to exercise due diligence 

over the actions of its agents” (Rothe and Friedrichs, 2006, p.151; see 

section 3.3.5.4).  The failure of the government to enforce labour laws are 

explored in further detail in the upcoming chapter (see section 7.3.3)    

The NMP does not provide any detail regarding the freedom of association or 

if labour unions are allowed in NIMZs, thus, it could be assumed that it will be 

left to the discretion of NIMZ and stipulated in the initial action plan for self-

regulation. However, as BJ explains, employers in India are not supportive of 

labour unions:     

So and this is the general trend…. here you have strategies to keep 

unions out of the companies no matter what.   And they go a long 

way, for instance in Gurgaon there are companies that have hired 

goondas which is like bandits or criminals and then they just put a 

criminal at the front gate of the factory so that every worker knows that 

the moment that I try to organize or I raise my voice or I try to be a bit 

difficult or I just try to fight for my rights then that guy might be sent 

after me and give me a black eye or break my arm...so it is like mafia 

kind of practices. And basically this is happening all over the sub 

region of South Asia. So anything that has to do with voice 

representation as we call it...unions...is extraordinarily difficult.  

Again, this violence and intimidation is a form of corporate crime (Clinard and 

Yeager, 2006, 1980; Paternoster and Simpson, 1993; Dorling et al, 2005; 
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Kramer and Michalowski,2005)  (see section 3.3.3).  It is also an example of 

state crime using Rothe and Friedrichs’ (2006) definition (see section 3.3.5.4) 

and one which has serious physical costs to employees.   

It is important to note that the above describes the repressive working 

conditions that are occurring in places where all of the national labour 

protections are afforded and union representation should be obligated by 

law.  Thus, there is concern that deregulation and liberalisation of labour 

laws will result in an increase in labour repressions and harmful working 

conditions.  If deleterious and violent working conditions do increase as a 

result of the liberalisation of labour laws, it could be argued that the state is 

now taking part in a state-initiated state-corporate crime using Kramer et al’s 

(2002) theory (section 3.3.5.4).  Although the TNCs are not specifically 

employed by the state, it could be argued that by locating in an NIMZ which 

are established by the state and following the policy devised by the state, the 

deviance resulting from liberalisation of labour laws is at the direction of the 

state and its policy.  It could also be argued that the creation of a government 

policy that results in an increase in harm and labour repression would 

classify as an implicit act of commission according to Kauzlarich et al’s 

(2003) continuum of complicity.  We can assume the government did not 

intentionally set out to cause violence to workers but in its shared goals of 

increased investment, it is implicitly initiating situations where real harms to 

workers can transpire.  As discussed in Chapter Three (see section 3.3.5.4), 

Bruce and Becker (2007) concluded that the state can evolve from initiator to 

facilitator.  Here, it would appear that the state has evolved from facilitator in 

turning a blind-eye to the enforcement of labour laws to an initiator whereby 
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the government conceived a policy that may result in the increase of labour 

repression and harm.       

6.3.2.3:  Simple and expeditious exit mechanism 

The third key policy instrument provided in the NMP is the enactment of an 

exit policy (DIPP, 2011, p.10).  As stated earlier, business has often 

advocated for greater flexibility in the ability to ‘hire and fire’ or shed labour 

when needed (Murali, 2010; Bhattacharya, 2007; Bhattacharjea, 2006).   

Section 3.1—Job Loss Policy—states that firms operating in NIMZs will 

provide job loss insurance equivalent to twenty days average pay as 

opposed to the mandatory requirement of fifteen days mandated by the 

Industrial Disputes Act.  Labour Unions have pointed out that this insurance 

is contingent upon the worker ‘being allowed’ to work more than one year 

(Dhawan and Singh, 2011).   

RW, Senior Employment Specialist with an international organisation that 

promotes decent labour standards, suggested that while he agrees that it is 

difficult for an employer to not to have the ability to reduce its labour force, 

there needs to be securities in place to protect employees:  

In this day and age, how can you tell an employer that you cannot fire 

workers...no one agrees with that. But I would say that we have to 

make sure that workers are getting the severance pay that they are 

due; they are not.  And also they get very little severance pay in this 

country. ..only fifteen days year per work and in other countries it is 

thirty or even more.  International average is around thirty days so 
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let’s bring it up to the international average, let’s make sure this 

coverage increases and find ways that will cover more of the 

workforce ...and then, obviously, social security plays a role...the 

government plays a role in providing protection for workers and you 

need a broader based social security system and India is trying to do 

but in a very fragmented way.   

He goes further to suggest that labour market protections should be shared 

by the employer, the government and the employee:  

Ultimately there are 3 actors involved in terms of providing protection 

to jobs and income and they have to share the burden...not just the 

employer but the worker and the government and everyone has to 

contribute to that burden.  An employer has to contribute…I don’t 

believe for one second that the employer should be let off scot free 

because they will fire too much and it is not in the interest of the 

country...from both an economic and social point of view.  But at the 

same time the government has to shoulder some of that responsibility.  

And there should be rules against unfair dismissal. Like in 

Bangladesh, you don’t need any justification for dismissal...and I think 

that has gone too far.   

As the manufacturing policy is taking away labour market protections without 

increasing severance time or implementing social security programs, as RW 

highlights, employment in these zones may be insecure. 

The exit policy also contains guidelines for re-deploying labour from closing 

firms to others within the NIMZ which may have a shortage.  The policy does 
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not state that this is contingent upon agreement with the employee, meaning 

that if an employee is redeployed to another unit and does not wish to work 

there, the policy does not indicate whether the job loss pay would be 

forfeited.    

6.3.2.4:  Industrial training and skill upgradation measures 

During the Eleventh Five Year Plan, India emphasized skill development as a 

national priority.  It implemented a large scale national skill development 

initiative in the form of a public private partnership (PPP) for vocational 

training called the National Skill Development Corporation (NSDC) (NSDC, 

2014).   The skill development proposal in the NMP encourages 

manufacturing firms to work with the NSDC to establish skill training units in 

each NIMZ (DIPP, 2011, p.16):    

Since only 6% of the Indian workforce receives any form of vocational 

training currently, there is a pronounced ‘skill gap’ both in terms of 

quality and quantity. 

The NMP outlines a four tier training structure for NIMZs:  basic skills training 

for minimally educated workforce members, moderate training through 

Industrial Training Institutes (ITIs), specialized skill training through 

Polytechnics, and instructors’ training facilities for each NIMZ.  The fact that 

skills training, on paper, address training needs for individuals entering 

organized work for the first time appears positive and inclusive.  The policy 

does not underestimate the level of skill needed to perform basic 

manufacturing duties and outlines a ‘starting from scratch’ type of approach 
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which may be helpful to individuals entering either non-agricultural or 

organized work for the first time.  The need for skills upgradation will be 

explored further in the upcoming chapter (see section 7.3.4).   

 In sum, the NMP aims to increase India’s manufacturing GDP and create 

more employment.  As noted the NIMZs are not in operation as of this time.  

Thus, the story on the ground as to the impact the NMP will have on 

employment creation, working conditions and human rights remains to be 

seen. However, it is questionable as to what kinds of working environments 

will be created when labour protections are removed as the National 

Manufacturing Policy prescribes. 

6.4:  Chapter summary 

This chapter explored how India is selling itself to investors and examined 

possible implications for social welfare that may arise from investment 

strategies by analysing investment bureaux and two investment policies.   

Looking at India’s investment bureaux, it does appear that India is marketing 

itself for service sector and market seeking investment however misaligned it 

is to the original goals of exporting manufacturing.  The major selling points 

from such bureaux are India’s abundant, young, and often highly skilled and 

English speaking workforce.  Another quality stressed to investors is India’s 

large middle class with increasing purchasing power.  In this respect, India’s 

current investment strategy appears largely based on consumer and 

employment demands of the middle and upper classes.   
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However, the government is also using functional investment strategies to 

attract investment based on abundant and cheap labour in an attempt to shift 

its growth strategy to one with increased manufacturing sector involvement.  

An obvious implication for social welfare is that by enticing investment with 

cheap labour endangers depressing national wages and locking them at low 

levels.  Furthermore investment strategies targeting manufacturing are 

enticing investment with relaxed labour laws and financial incentives.  This 

brings an implication for poor working conditions for labourers.  Thus, the 

government’s overall investment strategy appears polarised in trying to 

attract high end service sector FDI with  “market and talent” to suit its middle 

class and manufacturing FDI with liberalised labour laws to suit its lower 

class employment needs.  The dualism in this strategy may impact the social 

welfare of the labour force by causing further fragmentation and polarisation 

between the skilled and less skilled or between the middle/ upper classes 

and lower classes.    

From here, the chapter continued to examine the first research question by 

analysing two specific FDI related policies: FDI in Multi-Brand Retail Trading 

and the National Manufacturing Policy. These policies are very important for 

the Indian government’s investment strategies and each has the capability to 

bring wide-ranging and serious consequences for the social welfare of Indian 

citizens. The policies are very different in their level of afforded social 

protections.   

The nature and the extent of the impact that FDI in MBRT will have is widely 

debated.  Interestingly, within this sample, viewpoints were clearly 
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demarcated between those working for organisations with human rights 

focus as opposed to those in liberal market oriented organisations.  All 

respondents except one who worked with liberal market organisations were 

in support of FDI in multi-brand retail.  For the supporters, the retail bill 

afforded an opportunity to help fix large bottlenecks in India’s supply chain 

and this was most needed to modernize the retail sector.  Supporters of 

MBRT argue that the policy has the ability to connect small producers to 

global markets.  Furthermore, it is argued that social welfare of citizens may 

improve due to the reduction in food wastage, lower prices for food and 

increased choice in the retail sector.   

On the other hand, street vending is a means of survival for many working 

poor and small farmers are currently in a state of economic distress (see 

section 4.3.1).  The MBRT brings a large concern for job displacement and 

loss of livelihood for disadvantaged small retailers and farmers.   Elite policy 

stakeholders, in particular those from human rights organisations, tended to 

express more variation in opinion with most declaring that FDI in MBRT 

would, in all likelihood, result in both harms and benefits with the weight of 

each to determine the balance to India and its citizens.   All respondents, 

regardless of workplace orientation, expected there would be some level of 

job displacement for small retailers and middlemen in the supply chain.  It 

was highlighted by many that because India does not have widespread 

social welfare schemes, the impact of livelihood loss may prove particularly 

detrimental.  As highlighted by one participant, the retail bill epitomised the 

sacrifice of the lower classes for the consumer needs of the middle and 

upper classes.   
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The Indian government implemented several conditions to the retail bill to try 

and ensure greater spillovers such as mandatory investment in back-end 

infrastructure and sourcing requirements.  Using Farnsworth’s (2012) welfare 

continuum with social welfare and corporate welfare located at the extreme 

ends (see section 3.6), it could be argued that this policy is positioned more 

in the middle of the continuum as both the needs of citizens and business 

are addressed.  However, the view from business associations within India is 

that the conditions are too strict to bring investors on board.  It appears there 

is evidence of this criticism as UNCTAD’s (2014) most recent World 

Investment Report explains that while India’s FDI inflow increased 17 per 

cent over the year, no new investment has been recorded in MBRT.  In fact, 

divestiture (selling of an asset) as occurred with TNCs such as Walmart 

pulling out of India.  The implication here is that business will express their 

discontent by withdrawing from domestic markets.   

Given these debates, an important question arises:  What influenced the 

Indian government’s policymaking?  In line with Murali’s (2010) and 

Varshney’s (1998) conclusions, business influence on policy construction 

may have been limited due to its mass political appeal and the discontent 

that the issue caused across the country.  Thus, because the issue was of 

mass concern to the population, business had influence to the degree that 

the bill was passed but this influence was limited and several conditions 

enforced to better ensure social protection.  UNCTAD (2014, p.56) appears 

to concur as well as pinpoint policy uncertainties for investors:   
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TNCs’ passive and even negative reactions to the second round of 

retail liberalization in India were due partly to the strict operational 

requirements and continued policy uncertainties.  As the two rounds of 

policy changes encountered significant political resistance, 

compromises have been made at both national and local levels to 

safeguard local interests by regulating issues related to the location of 

operations, the mode of entry and the share of local sourcing required.    

The NMP, on the other hand, was applauded by industry and business 

groups and this is not surprising in that their biggest criticisms of doing 

business in India have been addressed in this policy.  The policy is promising 

world class infrastructure, simplified and relaxed environmental and labour 

laws, an exit policy to layoff unneeded labour easily, and skills training units 

within self-regulated industrial townships on land acquired and purchased by 

the State government.  Aside from business groups, other stakeholder 

groups are also welcoming the initiatives as many are concerned that service 

sector led growth, without a strong manufacturing sector, is not sustainable 

for India at this time in its development stage.   

As with MBRT, the implications for social welfare with this policy are divided.  

On the one hand, the policy may enable increased employment opportunities 

for those with lower levels of skill (an important issue that will be explored in 

the next chapter); thus, it may enable more of the population to share in 

India’s economic growth.  There is also the possibility for those entering the 

sector to gain valuable and needed skills.    
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On the other hand, an obvious implication for social welfare that may arise is 

increased exploitative working conditions for labourers.  Furthermore, with 

large tracts of land needed for the NIMZs, there is concern for increased land 

displacement.  Also, as individual states are required to purchase the land 

and pay resettlement costs, the policy may further increase interregional 

inequality between richer and poorer states.   

As discussed, the NMP is the first policy to curtail labour protections in India.  

Despite continuous appeal from business associations that the national 

labour laws are hindering investment opportunity and employment 

expansion, changes to national labour laws have not occurred (Murali, 2010). 

Given the above debates presented in Chapter Three concerning business 

influence on policy-making (see section 3.2), a key question emerges:  What 

factors enabled business to influence labour reform with the NMP?  One 

possible interpretation is that the increased and specific need to expedite 

manufacturing investment increased industry’s power to have their demands 

incorporated into the NMP.  Another interpretation using Murali (2010) ‘mass’ 

versus ‘elite’ politics is that because labour reform was only within one policy, 

the NMP, it did not become a political concern for the masses which could 

have challenged the policy outcome.   

It was argued here that the NMP may bring implications for state-corporate 

crime.  Elite policy stakeholders discussed the government’s failure to 

enforce labour laws through corrupt labour inspection practices.  It was 

argued that the state may have evolved from a position of state-facilitated 

corporate crime by failing to enforce labour laws to a state-initiated corporate 
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crime whereby it constructed a policy which may increase harm and physical 

costs to workers.  It was argued that using Kauzlarich et al’s (2003) 

complicity theory, harms as a result of the policy would fall under implicit acts 

of commission (see section 3.3.5.4).  As explored in Chapter Three (section 

3.3.5.4), Bruce and Becker (2007) extend Kramer et al.’s (2002) theory to 

demonstrate that the role of the state can evolve from instigator to facilitator.  

However, the findings here argue that the state can also evolve from that of 

facilitator to instigator.   

As this chapter has explored India’s investment strategies and possible 

consequences for social welfare, the following chapter will explore the type of 

FDI flowing to India and elite policy stakeholders’ perceptions of the main 

social and economic consequences that have resulted from this investment.   
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Chapter Seven:  Attracting the ‘right kind of 
investment’ and the social and developmental 
consequences of the FDI to India 

7.1:  Introduction 

As explored in Chapters Two and Three (2.3.2 and 3.5) different types of 

investment bring different types of advantages and disadvantages.  For 

example, FDI may be market seeking, resource seeking or efficiency 

seeking.  While FDI that targets new markets may reduce market space for 

domestic firms, it may also force indigenous firms to become more efficient 

or productive in the wake of the competition.  Similarly, efficiency seeking 

firms may be attracted to abundant and unskilled labour but it may also be 

associated with a ‘race to the bottom’ in terms of working conditions and 

wages.  Furthermore, as explored in Chapter Two (2.3) the ways in which 

investors enter foreign markets brings context specific risks and advantages.  

Here we can expect different social and economic consequences from an 

influx of M&A as opposed to greenfield investments, for example.   

The previous chapter revealed the types of investment the government was 

attempting to attract.  However, it is not a foregone conclusion that such 

strategies will be effective given governments’ lack of control over private 

business decisions.  Governments’ can entice investment; they cannot force 

the hand of business.  Given these debates, this chapter will answer the 

second research question: 
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Why do elite policy stakeholders feel India has attracted the type of 

investment it has and what do they believe are the main social and 

developmental consequences that have resulted from the FDI India is 

attracting? 

To examine these questions, the views of respondents will be analysed and 

presented throughout this chapter.  

7.2:  Types of FDI investing in India and the resulting social 
consequences  

In terms of the interview data, every respondent in my sample confirmed that 

India was primarily attracting market seeking and service sector FDI (see 

section 4.4.1).  As explored in Chapter Four (see section 4.3.2) while market 

seeking FDI or local market FDI (LMFDI) can be good for consumers with the 

purchasing power to afford such products, it is arguably not the best FDI for 

the economy compared to export oriented FDI (EFDI) (Pradhan and 

Abraham, 2005; Friedrich Ebert Stiftung, 2014 ).  However, despite EFDI 

being the preferred type of investment and India’s original focus following 

liberalisation, the government has, to an extent, encouraged market seeking 

FDI as was obvious from the highlighted selling points on Indian investment 

bureaux.   

FO is a senior economist specialising in FDI and trade policies of developing 

countries with an applied economics and development research institute.  

She has previously held positions with the Asian Development Bank and 

worked for one of India’s main business associations.  She expressed that 
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she did not feel market seeking FDI was problematic and that the 

government was clear in its objective of inviting such investment:  

Yes, most FDI is market seeking. Export would be better for the 

economy but I don’t see any problem.  I think the government is pretty 

clear in its objective which it wants FDI which is market seeking...I 

think unlike China where most of the FDI comes from the export 

sector and there is an export obligation on the part of the foreign 

investor, there is no such thing in India. Because the government 

encourages market seeking FDI.  Because in China, 40% of your 

production you have to export. But that is not the case in India. 

As FO highlights here, it appears that India is attracting market seeking 

investment, in part, because that is the type of investment the government is 

targeting.  Perhaps if India had employed stipulations for foreign investors as 

China did to obligate them to export a percentage of their production, India 

may have penetrated global export markets better.     

PS is a Professor of international and development economics with a 

multidisciplinary centre for advanced research and training in the fields of 

social and economic development.  As part of his position he often teaches 

and advises government policymakers and Indian Economic Service Officers 

in the areas of macroeconomics and international economics.  In the 

following passage, PS explains that India’s skilled labour, IT parks and 

subsidies helped attract FDI to the service sector: 

Now coming to the service sector, why is FDI coming to the service 

sector?  The first thing is the endowments or the resources are 
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available for the service sector is quite good.  When we opened in 

1991, we had abundant manpower with skill or skilled manpower 

available at a reasonable cost if you compare with developed 

countries.  So they wanted to tap that so they came and they did it.  

And the second thing in regards to why they came into the service 

sector, specifically, is that they do not have to deal with the hassles of 

getting started like environment regulations or the hassles of acquiring 

land.  For IT/ITES there are information parks set up and there are a 

lot of incentives and subsidies given for the IT Park. 

A unique aspect of the ‘Indian growth story’ is the absence of manufacturing 

led growth.  Particularly since the 1980s, it was the growth of services more 

than that of manufacturing which contributed towards faster GDP growth in 

India (Mazumdar, 2011; Krueger, 2007; Kohli, 2012).  One major criticism, 

reported by every respondent is that service sector FDI is not the most 

appropriate for India’s needs, in particular employment needs.  Rather, 

manufacturing investment was stressed as being desperately needed.  It was 

explained that the majority of the Indian population relies on agriculture for a 

living, yet the sector has become very unproductive causing a surplus of 

labour in the sector that needs to transition into another sector for productive 

employment.  Elite policy stakeholders observed that the manufacturing 

sector would enable the absorption of the unskilled and semi-skilled labour 

that predominates in the agriculture sector whereas the service sector 

requires higher levels of skill.  The lack of manufacturing investment and 

employment, it was argued, is stunting India’s structural transformation which 
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means that many people are constrained in an unproductive livelihood with 

few opportunities for enhancement.     

CD is a senior Research Fellow at an applied economics research institute. 

Her research interests concern the impact of globalisation on development.  

She has conducted several research projects concerning FDI and inequality 

in Eastern Europe and America.  She explains that FDI to India is targeting 

the service sector and that one impact of this investment is it is excluding 

many with lower levels of skill from this growth:  

For me it is very simple, FDI is coming into IT/ITES...now who 

employs the IT/ITES?    What kind of skills goes into IT/ITES...it 

is only people with skills, sometimes high skills...with a 

minimum of graduate degree.  So these people already have 

skills and are getting jobs.  Good, nothing wrong with that. But 

in India, if you look at the average education level, it is still 

school age and in India over 50% of the workforce is still 

agricultural and the labour productivity in agriculture is very, 

very low. There is large surplus of labour in agriculture.  Now 

what is going to happen to that excess in agriculture?  Services 

cannot absorb them. So where are you going to absorb those 

with minimal skills?  And manufacturing is the place where, 

particularly, other cases around the world have shown that it 

can absorb that kind of skill level.  This is why so many 

countries go from agriculture to manufacturing to services.  
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Step by step.   And we seemed to have skipped the step and 

gone to services.   

Most of the respondents explained that a further developmental 

consequence of service sector led growth was it was not resulting in a 

reduction of poverty principally because, as explained above, the majority of 

those with fewer skills are unable to participate in high end service sector led 

growth.  AM is a Professor of economics with a research institute that 

concentrates on economic and social development.  His expertise includes 

urban development, labour and welfare and the informal sector.  He 

discussed the lack of ‘pro poor growth’ as a result of a lack of productive 

employment options for those with little skill:  

The main point is that we have not been experiencing the pro poor 

growth.  And pro poor growth is one of our major objectives...that is, 

economic growth that would also result in reduction of poverty.  And 

how can it happen?   It can happen only when it is able to generate 

productive employment opportunities for the unskilled and semi-skilled 

variety of workforce.  And that is something which is still missing.   

Although some researchers argue that service sector led growth is 

sustainable and not unique to present day developing economies (Dasgupta 

and Singh, 2005), all of the respondents from this sample expressed concern 

that service sector led growth without increased manufacturing investment 

and employment is unsustainable.  The service sector is layered in terms of 

the skill level and it is able to absorb a portion of India’s semi and unskilled 

labour, but respondents indicated absorption is occurring in the lower 
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productive levels of the service sector where employment is informal and 

working conditions are poor.   

AMK is a Professor with one of India’s premier economic policy think tanks.   

Her research has directly contributed to India’s negotiating strategies in the 

WTO and her research interests include world trade, FDI, and the service 

sector.  She explained that the service sector is being forced to absorb the 

agricultural surplus labour and suggests this is not helpful for the worker or 

the service sector led growth model:  

Right now I would say that the service sector is forced to 

absorb...like if you look into construction service and 

retail...they are large employers...they are one of the largest 

employers after the agriculture and they employ whoever is left 

after agriculture because they have nowhere else to go...they 

go to the service sector.  But that is not really a growth model.  

If you want your service sector to be a growth model, you are 

talking about creation of skilled and high quality job rather than 

unskilled jobs. The government is also trying to come out with a 

Construction Act to make the sector more organized but right 

now it is very informal.   

AMK’s quote highlights that the government is trying to make the 

construction sector more formal which would have positive implications for 

labourers.  Respondents often discussed the exploitative nature of the sector 

and explained that women and children are often employed in construction 

as they are the cheapest type of labour.    
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Several respondents expressed concern that because FDI is only increasing 

opportunity for a minority of the population; ultimately, it has helped to 

aggravate economic and social inequalities.  PJ is a Professor of economics 

at a major university in India.  He has been a Visiting Professor in major 

universities in several countries including Germany and China and he has 

served as a Senior Research Economist at the International Labour 

Organization.  His areas of specialization include labour economics, 

development economics, the agriculture sector as well as rural development. 

PJ suggests there has been a rise in inequality in the economy and FDI is a 

contributing factor:  

Yes, absolutely. All indicators tell us there is a rise in inequality.  And 

the impact of FDI also show up in that sense in that some sections 

have benefitted very, very substantially from it and some are losing. 

RO, a representative of, and senior economist within an international 

organisation concerned with monitoring the global economy, remarks that 

prior to the 21st century, economic growth was more equally distributed 

amongst the population.  However, during the last decade, economic growth 

has been skewed to the urban and middle class:   

Yes, analysis done by one of my colleagues years ago seemed to 

suggest essentially that the growth dividend was not as equitably 

distributed in the 21st century as it was in 1990.  During that time, in a 

sense, all were lifted up quite equally.  In the past decade there has 

been more concentration of the benefits going to urban India and 

middle-class India. But I think the government has realized that it has 



261 
 

to do something in terms of rural areas.  It is also very politically 

expedite for them to do so.  Certainly something needs to be done to 

make rural India feel that it is benefitting from this. 

At the end of this quote, RO refers to the political expediency of making 

economic growth more inclusive and this was a point often expressed by 

participants.  It was explained that the exclusion of economic participation by 

the majority of the population with lower level of skills was not only increasing 

inequality but it was increasing social tensions between socioeconomic 

classes.   

CD specialises in FDI and inequality and she discussed the increased social 

tension that was occurring in India: 

So the chain is getting affected...going from agriculture to 

services...so what is going to happen?  Inequality is going to 

increase.  We all know income inequality increases 

inequality...and this has major ramifications.  You will have 

people protesting because they feel only some people are 

getting richer and richer. 

RS is the Director of an NGO devoted to the promotion of inclusive civil 

society, democracy building and social action in India. She discussed the 

government’s formation of a ‘business- led’ development model which will be 

discussed further in the next chapter.  However, here it is important to note 

her observation of increased conflicts that have resulted from the exclusion 

of many from this development trajectory: 



262 
 

So for the rest, you are being left out in the cold...in terms of 

resources...in terms of poverty...in terms of exclusion and inequality 

which is so deeply entrenched.  It means all kinds of distortion.  And I 

think it also means...because India is not a passive people or passive 

society; India has been referred to as the land of a million mutinies 

where there is this constant assertion...it means a deepening of 

conflicts. 

However, not everyone in this sample felt FDI or skewed service sector 

investment is to blame for the widening inequalities present in India today.  

Several respondents felt the lack of social welfare was directly to blame for 

the large inequality rather than FDI.  Respondents reported that the 

government has not provided appropriate social institutions to create the 

human capital needed for individuals, of all classes, to prosper from market 

opportunities.  The majority of respondents from this sample expressed 

opinions that the government has failed to provide institutions such as quality 

education or health care and as a result large segments of the population are 

excluded from productive market opportunities.  

AMK is a Professor with one of India’s premier economic policy think tanks.   

Her research has directly contributed to India’s negotiating strategies in the 

WTO and her research interests include world trade, FDI, and the service 

sector.  AMK concurs that there is a polarization of wealth in India but argues 

this problem is not directly linked to FDI:   

There is a polarization of wealth in the country but it cannot be linked 

itself to FDI.  The polarization of wealth happened because the social 
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infrastructure investments of the government has been 

limited...people have had to invest on their own...like education, 

health.  So I know that my daughter has to study and I am capable of 

investing but my chauffeur may not have the power to do that.  So 

much of the human capital development...the wealth of India is 

created through human capital development.... And much of the 

human capital development comes from the individual capacity to 

invest...India is not a country like Australia where your basic needs 

are met and you are only doing an investment in the high end.  So 

there is a huge difference between the public quality and the private 

quality of service provision of basic social needs.  So that leads to the 

inequality.  Inequality is not created by FDI...inequality is created by 

the structure in which we are operating.  If you go to a country like 

Australia, the UK, or even the US...you will see the basic infrastructure 

is provided...you get the basic...if you want the better quality, you pay 

for it.  Here the basic is of substandard nature.   

PS is a professor of macroeconomics with a multidisciplinary centre for 

advanced research and training in the fields of social and economic 

development.  His areas of speciality are development economics and 

international trade and finance.  PS similarly proposes that it is the 

government’s fault for not implementing social protection programmes and 

ensuring that more of the population can gain from market opportunities as it 

is not the role of FDI to create jobs for everyone: 
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But you don’t expect FDI to create jobs for you...you have to create 

safety nets and you have to make sure that the people, in general, get 

the benefits out of the market economy...56% of the total population 

are in agriculture...they don’t have the vocational training; they don’t 

have the skills to take part in the industries.  You have to create 

conditions so that there are benefits for the people...for the 

unprivileged group.  You have to give them different types of training 

or education so that they take part.  It is not right to tell ‘stop 

globalisation, stop FDI and this jobless growth will go.’  That is not the 

solution at all.  

As the two quotes above highlight, the problem may not be service sector led 

growth per say but the failure to provide education and skills training to the 

majority of the population.  It was explicated that the public education system 

in India is very poor and this plays a large role in the exclusion of the majority 

from service sector jobs.  AS is a Senior Fellow for an applied economics 

research organisation; her areas of expertise are the informal economy, 

gender equity, and globalisation and development.  She discussed the 

inequality in the education system: 

India has gone from agrarian to services...but the entire problem of a 

country like India is that we have a huge population and an inability of 

getting them skilled or educated.  So why did that not happen?  So 

you are asking a very fundamental question, why did we not have a 

system that could generate equity?  I think it is because we started 

with huge inequality.  We had caste problems, we had gender 
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problems, we had this various sections problems...all these traditional 

problems; we had those problems.  And then we had this quite rich 

and quite middle class. And I think the system that came up with 

reforms did not give space for them to grow and develop themselves.   

AS goes further to explain that the caste reservation system is not effective 

without a well-functioning public education system: 

And the interventions have started happening...there is a need to 

provide quota, reservation for these guys to move up.  But these 

interventions were thought out in piecemeal.  I think you should put a 

lot of emphasis in the primary and secondary education...quality 

education...put a lot of money there rather than try to reserve later on 

in higher education for example in engineering, medical, etc. 

Nearly all of the respondents, at one point in the interview, commented on 

‘the half-hearted’ nature of the government’s social development policies, to 

quote one respondent.  The proceeding chapter will explore this further and 

link India’s social welfare provisions to its overall development plan to 

achieve high economic growth.  

Thus far this chapter has explored why elite policy stakeholders feel India 

has attracted market seeking and service sector FDI as well as the resulting 

social consequences.  It was made clear that participants feel manufacturing 

investment is needed to provide jobs for semi and unskilled labour, create 

inclusive growth and reduce poverty.  However, why India has failed to 

attract manufacturing FDI is an important piece to India’s unique economic 

growth puzzle.  This is the topic for the proceeding section.       
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7.3:  Major constraints to manufacturing FDI 

The reasons as to why India has been unable to become a successful 

exporting manufacturer is the subject of debate in the research, with 

arguments highlighting the Indian government’s inability to discipline its 

domestic business class to a mercantilist strategy, the lack of investment in 

infrastructure, stringent labour laws and lack of social policies to supplement 

the cost of living needed for low cost export oriented labour (see section 

4.2.2 and 4.3.1) (Dreze and Sen, 1995; Ghosh, 2010; Mazumdar, 2011).  

The problems most often cited by respondents in this sample included:  

insufficient demand, the country’s inefficient infrastructure and power supply, 

stringent labour laws, and under-skilled labour.  Each will be reviewed here.  

7.3.1:  Demand for manufacturing products 

Some elite policy stakeholders from this sample revealed there was a lack of 

internal demand for manufacturing products in India’s domestic markets.  It 

was explained that embedded structural income inequalities have greatly 

narrowed India’s domestic market and have decreased the demand for 

goods and, in particular, manufactured goods.  BN is a senior Professor 

within an academic institution concerned with economic and social 

development.  He discussed the debates concerning supply side and 

demand side factors holding back manufacturing:   
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There is an alternative school of thought which feels that most of the 

reforms have only eased the rules and regulations, which is supply 

side.  But reforms have done very little to ease the demand side 

constraints.  If industry is to grow, then it has to sell the products.  

Where do you sell the products? We still have a country with a very 

large proportion of the people dependent upon agriculture with lower 

levels of income and with only a limited section of the people which 

has money to spend. But which is a bigger problem is not clear.  

Some people feel the bigger problem is labour regulations, some 

people feel the big problem that is going to hit manufacturing is 

acquiring land and some people feel neither of them are important and 

that the big problem is demand. We don’t have sufficient demand.  

The constricted pattern of demand, the theory holds, also helped to propel 

the service sector as the increased incomes of the middle and upper classes 

that were able to participate in the high end growth segments of the market 

after liberalisation resulted in their diversification of demand in favour of 

services (Ghosh, 2004, 2010; Mazumdar, 2011).  Thus the consumption 

demand for services over manufactured goods occurred due to the structural 

inequalities and the substantial increases in income to only a small minority 

of the population (Ghosh, 2004; Chandrasekhar and Ghosh, 2006 

Mazumdar, 2011).   

7.3.2:  Infrastructure and power supply 

Inadequate supply of power, in particular, was the most commonly reported 

factor responsible for holding back both domestic and foreign investment in 
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the manufacturing sector amongst the respondents in this sample.  RO, 

representative of, and senior economist within an international governmental 

organisation concerned with monitoring the global economy described 

infrastructure problems and highlighted the political issues involved:  

Power is a real big problem here.  And I have seen studies that say 

that power is the single and most important factor for investors, 

particularly in manufacturing.  You have to have a generator here in 

India because the power kicks out so often.  So think of how that will 

add to the cost of doing business.  But it is not just economic, there 

are political issues too.  Right now the power sector is going through a 

little crisis because the distribution networks at the state level are not 

very well managed so there are huge losses and the price mechanism 

is not there...so all of those issues come in.   

The government has recognised the need for improvement in the provision of 

infrastructure and has made investment, particularly public-private initiatives, 

in infrastructure a key goal for the Twelfth Five Year Plan (Planning 

Commission, 2013).  The Plan specifically stresses the need for 

infrastructure development in rural areas as being a development initiative.   

RW is a Senior Employment Specialist with an international organisation that 

promotes decent labour standards.  His research specialities are in areas of 

informal employment and working poor as well as labour regulations.  He 

remarked that poor infrastructure in rural areas were holding back investment 

and keeping these areas from benefitting from the economic expansion of 

the country:     
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And until you have this infrastructure, manufacturing won’t take off.  

India is moving in the right direction but it still remains a huge 

problem, especially in rural areas. Investment hasn’t gone into rural 

areas...you have a lot of hubs in India where things are working 

reasonable well and that is where investment is flowing and FDI has 

been flowing as well.  But as a country as a whole...for the rural poor 

and the backward regions, it all remains just fantasy.  The government 

has recognised that…so infrastructure is a key issue, particularly 

power. 

As explored in Chapter Four (see section 4.3.3) regional inequalities were 

correlated with foreign and domestic investment levels (Van Klaveren et al, 

2010) and five of India’s 29 states attract 70 per cent of its FDI.  As RW 

emphasises power and infrastructure which are key to investment are 

needed in rural areas to close the large regional inequalities gap.  Rural and 

urban inequality is addressed further in Chapter Nine.   

7.3.3:  Labour regulations 

Labour regulations are an area that business associations within India have 

long criticised as problematic and restrictive for business operations (Murali, 

2004).  As explored in Chapter Four (see section 4.2.2), although business 

groups have continually called for greater flexibility in labour regulations, they 

have been unable to influence official reform to the national labour laws due 

to the politically contentious nature of the issue combined with the country’s 

shifting coalition politics (Murali, 2010).  Murali (2010) lists three main 

demands from business concerning labour market flexibility:  an exit policy, 
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greater freedom for contract labour, and greater flexibility in retrenchment of 

labour.  However, it is important to note, labour regulations often do not 

feature as a key problematic area in major international business 

assessments.  A survey conducted by the World Bank and ICRIER found 

that labour regulations were only mentioned by 4 per cent of the respondents 

as being a primary obstacle for business and that other factors such as 

infrastructure, tax issues, governance, and finance were of much larger 

concern (Eichengreen et al, 2010, p.17).  Labour regulations were listed by 

6.5 per cent of responses in the Global Competitiveness Report for 2014-

2015 which is conducted by the World Economic Forum and were placed as 

the 7th most common problem (out of 16) (WEF, 2014).   

Yet labour regulations remain a real ‘political hot potato’ as described by one 

of my sample.  Several respondents, in particular those from liberal market 

organisations, listed stringent and complicated labour regulations as 

problematic for foreign as well as domestic companies and also a factor 

specifically holding back the manufacturing sector.  As examined in Chapter 

Four (see section 4.2.2) labour regulations are principally criticised for size, 

scope, complexity, and irregularities (Eichengreen et al, 2010).  Chapter 5b 

of the IDA states that firms that have over one hundred workers must obtain 

permission from the State governments to retrench or lay off workers 

(Eichengreen et al, 2010).  The inability to reduce labour when needed is 

reported to be a large disincentive for investment as well as a factor keeping 

businesses from expanding.   When companies attempt to retrench labour, 

the bureaucracy involved is reported to be a cumbersome process.   DH, 

Director of Economic Policy with one of India’s well known business 
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associations summarized the business perspective in calling for liberalisation 

of labour regulations:  

Another big concern for investors is labour laws.  Labour laws in the 

sense of hiring and firing policies is not very free or flexible.  If you 

have hired labour for a period of time, you cannot fire the labour in 

case you don’t require them.  You have to go through a number of 

cumbersome procedures.  There are a number of issues related to 

labour laws where industry has been asking the government to relax 

the laws or make them more flexible so that industries are encouraged 

to hire more labour.  Because what is happening is that industry, 

instead of hiring more labour, they are switching to more capital-

intensive technology.  Because of seasonal needs industries may 

require different quantities of labour at different periods of time.  But 

here in India, you do not have the luxury of doing away with labour 

when they are not required.  And if you have to dispose of them, then 

you have to undergo a very cumbersome process which is not very 

easy. 

The above quote also illustrates that labour laws are often blamed for 

employers utilising capital-intensive methods as a way to avoid hiring labour 

that may prove difficult to retrench later on, if needed.   

RW, a specialist in the promotion of decent labour standards was not 

convinced that labour regulations are the main problem for business.  He 

highlighted common concerns expressed by other respondents: 1) that the 

legislation is only applicable to the organized work sector which is small 
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minority of the workforce; 2) the legislation is often not enforced in the first 

place; and 3) that businesses find ways to circumvent the legislation with 

other means such as hiring contract labour:   

But the idea, on paper, is that these laws prevent hiring.   But the 

problem is: One, to say this is the main problem of the economy and 

second, whether it really does prevent hiring. The first part, whether 

this is the main problem of the Indian economy, I just don’t 

believe...there is much more of a problem with infrastructure, skills, 

access to credit, corruption, governance issues...these are much more 

likely to be a problem for a firm.  And whether it really affects hiring 

decisions of firms and my belief is that often it doesn’t.  It can, in 

certain ways but in a country like India, you have very weak 

enforcement.  In certain states that are pro employer like Gujarat, they 

are not enforcing these laws. And they have also found ways to avoid 

this so they are not worried about it being enforced, so they don’t care 

and they will just fire somebody anyway.   And again, it is only 

covering 6% of the population...can you blame this for the 94% that is 

stuck outside...I think it is over-played but it remains one of the biggest 

political issues in this country and elsewhere.   

This quote underscores issues of corporate harm and crime as discussed in 

Chapter Three (see section 3.3.5 and 3.3.5.1).  Clinard and Yeager (2006, 

1980) and Benson and Simpson (2015, 2009) described corporate culture as 

being replete with rationalisations and neutralisations that promote beliefs 

that regulations can be adhered to selectively. The above quote from the 
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business association representative (DH) reveals perceptions that the laws 

are ‘cumbersome’ and hindering competitiveness whereas other countries 

have the “luxury” of being able to downsize.  These beliefs may rationalise 

the breaking labour laws.  Also, as discussed (see section 3.3.5.3), 

Paternoster and Simpson (1993) argue that corporations are more likely to 

break laws they perceive will have little or no formal and informal sanctions, 

have internalised situational rules-in-use that justify the act, will not 

experience a loss of self-esteem, judge the benefits of noncompliance and 

the costs of compliance as high, view the rules as unfair and have broken the 

laws in the past.  RW appears to believe that corporations do not worry about 

breaking the laws (little formal or informal sanction), have found ways around 

them (rules-in-use), “don’t care” (will not experience a loss of self-esteem; 

view rules as unfair) and “will fire somebody anyway” (have broken the laws 

in the past).  Furthermore, the complicity of states in failing to enforce labour 

laws could be seen as an example of state-facilitated corporate crime (see 

section 3.3.5.4), specifically, an explicit act of omission (Kauzlarich et al, 

2003) as it is failing to enforce labour laws.    

Although labour regulations are a divisive issue, most are in agreement that 

the laws do need amending (Murali, 2010).  The legislation is criticized as 

being complex and at times contradictory (Murali, 2010).  RW continues and 

explains that the laws are in need of change but that often people are 

focusing on the wrong issues:  

And actually, while I think it is not a big problem, I do think these laws 

need to be changed. I told a colleague this, “Look you are asking the 
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wrong question”...because we ask, particularly as economists: are 

these labour market regulations causing all these problems for firms?  

That is the wrong question to ask...the question to ask is: what is the 

purpose of these regulations?  It is to provide protection to workers.  

Are they doing that? Yes or No?  And then you would ask: do they 

hinder employers from adjusting? We always focus on that last part 

and end up in a dead end. We should ask the first question...is it 

providing protection, yes or no? And if it is not...and it is not in India, 

as most people are not getting protected.  So how can we improve 

these laws so that they provide better worker protection while we look 

at the concerns of the employers...then there is a reason to revise and 

reform.  So ultimately it is a difficult question but I think it is a red 

herring and attracts too much attention and ends up in a dead end 

debate.   

RW’s response brings up important issues in the labour market debate.  Fist 

he highlights that the needs of business are considered first when 

researchers and policy makers are contemplating policy reform.  Second, he 

observes that the debate is centred on liberalisation and not amendment of 

the laws to better protect workers.   

7.3.4:  Labour skills  

Finally several respondents reported problems with lack of skills as thwarting 

manufacturing investment.  As discussed previously the quality of primary 

education, aside from private education, is considered to be very poor in 

India.   Also as explored, much of the FDI coming to India is targeting the 
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highly skilled, English speaking and educated segment of the Indian 

population.  The majority of the Indian population, however, does not 

possess this level of skill and education (Nachane, 2011).  AM is a Professor 

of development economics specializing in pro-poor growth, urban 

development and the informal sector.  He explained that a process of skill 

upgrading needs to occur for India’s poor populations to benefit from 

investment: 

As far as the strategies for pro poor growth is concerned, I think 

one important issue is skill up-gradation.  Now what we get to 

see is many companies in the services sector and even in the 

industrial sector require labour which have certain high degree 

of skill.  But the labour which is largely available, they do not 

have the requisite amount of skill.  So the issue is how to 

improve the employability of this sector of the labour force so 

that the mismatches of the supply and demand can be 

reduced.  That is one issue. 

Thus far this chapter has focused on the sectoral composition of investment.  

The proceeding section will explore how foreign investors are accessing 

Indian markets and explore elite policy stakeholders perceptions of the social 

impact resulting from the predominate means of market entry of FDI.   

7.4:  Unwelcome types of FDI 

As discussed in Chapter Two (see section 2.3) companies and investors 

have various means available in which to enter and access foreign markets.  
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How a company accesses a foreign market often refers to the type of FDI.  

The majority of respondents in this sample clearly indicated that certain types 

of FDI are preferred over others.  When discussing FDI to India, respondents 

tended to categorise foreign investment into the following main categories:  

greenfield investment, joint ventures, and brownfield investments (see 

section 2.3 for definitions).  When discussing brownfield FDI, respondents 

were referring to mergers and acquisitions (M&A) and/or round-tripping.   

The majority of respondents discussed the prevalence of joint ventures, 

acquisitions of domestic Indian companies, and the high occurrence of 

round-tripping.  Respondents often discussed the prevalence of investments 

in private equities (PE) which are counted as FDI but more similar in nature 

to portfolio investment (see section 2.3).  PE was criticized by several 

respondents as being incapable of bringing the positive spillovers that 

‘traditional’ FDI, arguably, can bring into the host country.     

As explained in Chapter Two (section 2.3.2), joint ventures occur when 

foreign companies enter into partnership agreements with domestic 

companies in the host country.  Joint ventures were perceived as potentially 

positive for both foreign and domestic partners. As partnerships occur, it is 

argued; the domestic firm can learn from, capture and build upon the 

ownership advantages of the TNC.  However, some respondents stated the 

costs and benefits to the Indian partner would depend on the type of 

partnership formed and that ‘junior partners’ without much power in the 

relationship would not stand to gain as much as those with more equal 

footing in the arrangement.    
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Respondents often discussed the frequency with which foreign companies 

were acquiring domestic Indian companies or purchasing a large percentage 

of shares of Indian companies.  While joint ventures were mostly perceived 

to have mutual benefit for both domestic and foreign partner, the perception 

of mergers and acquisitions were perceived by respondents to be more 

detrimental to the domestic firm and domestic market.  It was argued by 

many in this sample that India has been the host to foreign investors looking 

for quick and large gains in the domestic market.     

As discussed in Chapter Two (see section 2.4.2), M&A, are often criticized 

for monopolizing domestic markets (OECD, 2002).  Acquisitions were often 

criticized by respondents in this sample as being a predatory type of 

corporate strategy that aims to monopolize the market without giving much 

back to the domestic industry or host country by way of positive spillovers.   

KT is a distinguished researcher with a national-level policy research 

organisation in the public domain that concentrates on India’s industrial 

development and the corporate sector.  His area of specialization is FDI.  He 

explains that there has been underestimation of foreign acquisition of Indian 

business in the FDI data:   

The real extent of Indian take-overs does not get expressed in the 

data. Even though there has been a lot of hype saying that Indian 

companies are buying abroad and that India’s FDI has been 

growing...on the contrary, leading small, medium and sometimes large 

domestic companies have been taken over.   
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There was also real concern expressed that once a domestic company is 

taken over, their long term and short term goals and strategies will be 

replaced with those of the TNC and these goals may not represent the best 

interest of the host country.  This is particularly worrisome in the 

pharmaceutical sector where concerns that domestic capabilities and 

strategies to manufacture and market affordable medicines within India will 

change or diminish under foreign ownership.  

India’s pharmaceutical industry, until 2005, was one of strict state 

intervention and protection and one which encouraged the domestic firm 

over TNCs (Linton and Corrado, 2007; Chaudhuri, 2005).  During India’s ISI 

years, the Indian Patent Act of 1970 was enforced which disallowed product 

patenting and only recognised patents based on the process of 

manufacturing drugs but not the drug itself (Watal, 2000; Chaudhuri, 2005).  

Process patenting enabled domestic firms to develop strong capabilities for 

reverse engineering and catapulted India into the generic drug markets 

(Singh, 2007).  A combination of state intervention, regulatory changes, and 

process patenting helped to establish the Indian domestic pharmaceutical 

industry as one of the world’s most efficient manufacturers of generic 

medicine (Chaudhuri, 2005, Watal, 2000; Linton and Corrado, 2007).   

When India joined the WTO it was compelled to abide by the Trade Related 

Aspects of Intellectual Property Rights (TRIPS) agreement (see section 

2.2.2).  Under TRIPS, all countries who are members of the WTO are made 

to adhere to and enforce product patents in all fields of technology which 

includes pharmaceuticals.  Developing countries, however, were given a 
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grace period to enforce the agreement of pharmaceutical product patents by 

2005 (Kale and Little, 2007).  Thus since joining the WTO, the Indian 

Parliament has made several changes to their patent regulations and 

introduced many amendments in order to adhere to the WTO agreements.   

One of the main concerns expressed by respondents in this sample 

regarding acquisitions of domestic pharmaceutical companies was that 

powerful pharmaceutical TNCs or ‘Global Pharma’ would monopolize the 

generic medication market.  Given that less than three per cent of the FDI 

invested in the pharmaceutical sector is for research and development, 

critics argue, this is evidence that the motivations behind the spate of 

acquisitions are to capture the generic medicines market (GopaKumar, 

2013).  SSK is a Health Economist for an organisation that works to 

strengthen public health in India.  His areas of expertise are pharmaceutical 

economics.  He appeared confident that global pharmaceutical TNCs were 

aiming to capture the Indian generics market: 

But what has really happened, especially in the last 6 months to a 

year is a huge number of acquisitions of top private Indian 

[pharmaceutical] companies by the foreign multinationals.  I think the 

reasons are very clear...it is not that they wanted to come into the 

Indian market...I think the real issue is that they wanted to use Indian 

network, Indian generic network across developing countries, even in 

developed countries and take over.  By taking over top Indian generic 

companies, they are trying to capture the generic market across the 

globe.  
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The concerns regarding acquisitions go farther than Indian domestic 

companies losing the profit from the generic medications market to global 

pharmaceutical TNCs.  The issue of the capture of the generic medicines 

also has large public health implications and concerns.  Respondents 

expressed concerns that foreign TNCs could take generic medications off the 

market entirely causing a diminished access to affordable medicine.  GK is a 

legal advisor to an international NGO involved in North-South development 

issues.  His area of expertise is pharmaceuticals, access to medicines, and 

trade related intellectual properties.  He relayed his concerns for the threat to 

affordable medicines:   

This overall kind of business...this kind of taking over can accelerate 

the period of introduction of patented drugs.  [With] the capturing of 

Indian market, the share of patented drugs can increase in the market 

and gradual side-lining of generic products by these companies 

because these companies will have this network so they can withdraw 

some of the brands and they can substitute it with non-generic 

products...substitute it with the patent medicines.   So this may create 

a real problem. 

Under TRIPS legislation, each country does have some leeway in how they 

interpret the legislation and how it is implemented in the law.  Accordingly, 

India has applied some flexibility into their enactment of TRIPS, which 

provides a small amount of ‘wriggle room’.  Several respondents expressed 

concern that flexibilities incorporated into national law would not be 

expressed as it would go against Global Pharma’s interest.  GK explains:  
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So then secondly, India’s overall TRIPS implementation strategy is to 

use the flexibilities...and it is a fact that we have incorporated all kinds 

of flexibilities into the law.  But if the companies are being taken over, 

then who is going to use the flexibilities?  Because in India we do not 

currently have a credible public sector [for medicine] manufacturing 

capability.  In that absence, the private sector has to carry out 

manufacturing...we have to depend on the private sector and if the 

private sector is controlled by TNCs then who is going to use these 

flexibilities?  And this is the biggest threat.   

Respondents in this sample placed blame on the government’s inefficiency in 

framing FDI policies to mitigate for potential harm from foreign investment.  

Interviewees’ perception of the government’s ability to effectively construct 

and implement FDI policies to mitigate for potential harm as well as capture 

advantages  will be explored further in the proceeding empirical chapter. 

The last major issue regarding the types of investment to India concerns the 

prevalence of round-tripping and investments in private equities (PE) (see 

section 2.3).  The majority of respondents in this sample stated that these 

types of investments were a significant contributor to India’s reported FDI 

inflows.  Round-tripping investments were criticized by several respondents 

in this sample as being of lesser quality and less likely to bring the assets 

India’s needs.  Investments in PEs were associated with being short term, 

speculative and concerned only with return of assets.   Furthermore, these 

investments were criticized as adding uncertainty to India’s macroeconomic 

stability.  
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KT, a distinguished researcher with specialization of FDI in India, highlighted 

the problematic nature of FDI data and how it is being analysed and 

calculated: 

You know FDI data is so costly...very few people can access it.  So 

whatever these reports say, they go as uncontested truth.  The 

statistics are grossly misleading.  In India’s case, we estimated that at 

least half of what is reported as FDI will not be FDI in the true sense of 

the term.  All this tax havens...and round tripping...and financial 

investments...they will do a lot of double counting.  First the private 

equity sales will come...that is [counted as] FDI.  Then later they will 

sell to a foreign company...that is FDI...this is simple double counting.  

What is this data in which everyone is basing the conclusions on?  

Frankly, I have reviewed some research for international journals and 

recommended them for rejection basically because researchers even 

at the top level, they are not looking at the data within the data.  

The nature of the investor and the motivation behind the investment was 

directly linked with the potential costs and advantages that FDI can bring to 

host countries by several respondents.  KT remarks that due to the muddled 

nature of FDI, it is difficult to determine how much of India’s FDI has the 

potential to bring spillovers and help contribute to development needs.  He 

suggests domestic policies need to address these issues but are failing to 

so:   

But today, the way it [FDI] is defined we are beginning to think it is 

more of a financial play than a real investment.  Particularly if you 
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open it up to, say, real estate and land development and things like 

that, they are more speculative areas.  And who are those players?  

They are not the traditional, what you call ‘true blue’ multinationals.  

They are what some people call ‘global citizens’...they just keep on 

changing from one company to another...they gain experience, they 

start floating private equity or hedge fund or whatever.  If these are the 

investors, where are the multinationals?  Today, the concept has 

become so diluted; in fact, it is difficult to say how much has the 

potential to contribute to development because there is so much 

divergence in FDI.  And that is where the domestic policy becomes 

important and that is where we feel that there are no strategies today. 

Many respondents in this sample heavily criticised the amount of round 

tripping investment is occurring in India.  Respondents in this sample 

associated investment from tax haven countries as round tripping and 

argued that it was not true FDI because it was essentially domestic investors 

channelling money out and back into India to avoid taxes.  As explored in 

Chapter Two (2.3.2) round tripping can result in major losses in tax revenues 

for governments and this has large implications for social welfare funding 

(see section 3.6).   

Respondents often reported that round tripping as well as PE type 

investments are causing inflated FDI statistics.  As will be explored in 

Chapter Eight, several respondents reported the Indian government’s 

selective focus on reporting high numbers for FDI and a priority for quantity 

of FDI rather than quality of FDI.   
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In sum, responses revealed that certain types of FDI were preferred over 

others and had the potential to bring different types of risks and advantages.  

Not only is the sectoral composition of investment important but, as explored 

here, the motivations behind the investment are important as well and carry 

wider implications for India and its citizens.   

7.5 Chapter summary 

This chapter investigated why elite policy stakeholders feel India has 

attracted market seeking and service sector FDI.  Chapter Four (section 

4.3.1) explicated that the Indian government’s original strategy when it 

liberalised the economy in 1991 was to shift the focus away from domestic 

markets and become an export oriented manufacturing producer for global 

markets (Rao and Dhar,2011b).  However, this has not come to fruition and 

India’s overall economic growth has depended upon domestic demand, 

market seeking and service sector investment (Rajan et al, 2008; Pradhan 

and Abraham, 2005; Ghosh, 2011; Rao and Dhar, 2011b).  It was revealed 

from elite policy stakeholders that some feel the government is actively 

seeking this type of FDI and has not aggressively pushed investors to export 

as China has done.  Also, the government has provided incentives and 

subsidies as well as established IT parks which save service sector investors 

the hassles that normally accompany greenfield investment such as 

environmental regulations and acquiring land.  Respondents explained that 

service sector investment requires skilled labour and India had a highly 

skilled segment of its labour force which upon economic liberalisation 

attracted service sector FDI.  The perceptions of respondents concur with 



285 
 

data from Chapter Six, the FDI to India is catering to middle class 

employment and consumer needs.   

Nearly all respondents discussed India’s unique development trajectory in 

transitioning from a predominately agricultural economy to a service sector 

oriented one and essentially skipping the second step, the industrial led 

economy.   The majority of respondents discussed the need for investment in 

the manufacturing sector and stressed that increased manufacturing 

employment would help absorb the semi and unskilled labour in need of 

transition from an unproductive agriculture sector.  Without a vibrant 

manufacturing sector, this labour is being forced into an unorganised service 

sector with poor and exploitative working conditions.   

Participants emphasised four main social and developmental consequences 

that have resulted from the current investment trajectory.  First, participants 

discussed the exclusion of the majority of the population with lower levels of 

skills from productive service sector employment.  Second, this type of 

economic growth is not alleviating poverty or contributing to pro-poor growth.  

Third, elite policy stakeholders relayed concerns that service sector led 

growth without a strong manufacturing sector is increasing inequality and, 

fourth, exaggerating social tensions between socioeconomic classes.  Dreze 

and Sen (1995) maintain that the structural inequalities in India were very 

extensive prior to economic liberalisation and, thus, when the markets 

opened, only a segment of the population could take advantage of the 

expanded market opportunities when they arrived post 1991.  Elite policy 

stakeholders confirmed this theory in their responses describing the main 
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social and developmental consequences that have resulted from India’s 

investment trajectory.    

Several of the major factors listed by elite policy stakeholders as holding 

back manufacturing FDI are directly tied to lack of social welfare provisions.  

Skill deficiencies were reported by participants as a major factor that is both 

thwarting manufacturing investment and excluding the majority from 

productive employment opportunities in the service sector.  Skill 

development in India, according to participants, results from the individual 

capacity to invest in human capital development.  State provided institutions, 

in particular, education, is substandard and is failing its citizens in skill 

development.  A second factor reported as thwarting manufacturing was lack 

of internal demand and, this too, is linked to institutional inequality and lack 

of redistribution of wealth.  A third factor holding back manufacturing, 

according to some participants is stringent labour laws.  As explained, the 

issue of labour regulations, described by one respondent as a ‘red herring’, is 

widely debated within India.  Labour regulations were reported, in particular 

by respondents from business associations, as being cumbersome, 

complicated and inflexible. However, the laws are blatantly ignored and 

unenforced by employers, in particular, in certain states.  

Researchers such as Nagaraj (2004), Bhattacharjea (2006), Sharma (2006) 

and Murali (2010) conclude that although there has not been a formal reform 

to the labour laws, there has been de facto reform or ‘reform by stealth’ 

where the government has essentially turned a blind eye to the enforcement 

of labour protection and allowed business wide flexibilities.  Responses from 
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this sample confirm these findings.  Ignoring labour laws may be explained 

by Clinard and Yeager’s (2006, 1980) as well as Benson and Simpson’s 

(2015, 2009) theory of rationalisation and neutralisation whereby the culture 

of organisations are awash with beliefs that support abiding regulations 

selectively (see section 3.3.5).  Furthermore, Paternoster and Simpson 

(1993) list six conditions that predict the breaking of regulations will be more 

likely and one respondent’s comments on business views of labour laws and 

the lack of enforcement appear to concur with Paternoster and Simpson’s 

predictions (see section 3.3.5.3).  It is also important to note that the labour 

reform debate is focused on liberalising laws rather than increasing and 

enforcing more effective protection for workers.  Thus the needs of business 

are being prioritised over the needs of labour, a topic which will be explored 

further in the following chapter.   

Finally, the chapter explored perceptions regarding the types of FDI into 

India and it was revealed that certain types such as greenfield investment 

were preferred over brownfield FDI.  Mergers and acquisitions of domestic 

Indian firms were criticised as a predatory type of investment that is 

frequently occurring in India and under-reported in FDI statistics.  

Acquisitions of domestic pharmaceutical firms were particularly concerning 

for respondents.  Diminished access to affordable medicines as a direct 

result of the spate of acquisitions is a specific public health concern.  

Brownfield FDI in the form of round tripping was criticized as being a 

significant source of India’s reported FDI though it was difficult to determine 

exactly how much is round-tripping.  Round tripping was criticized as 

bolstering India’s FDI numbers without bringing any benefit to India and its 
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citizens.  Private equities from institutional investors are an important source 

of FDI to India as well.  It is criticised, by some, as being much closer to 

portfolio investment and incapable of bringing the positive spillovers that 

other types of FDI, arguably, can bring.   

As this chapter has explored the types of companies investing (and not 

investing) in India and the main social and developmental consequences of 

this FDI according to elite policy stakeholders, the following chapter will 

proceed to explore stakeholders’ perceptions of the government’s ability to 

effectively balance the needs of its citizens and business as well as the 

capacity to construct effective FDI policies that minimise the negative impact 

of TNCs while maximising the benefits to its citizens and economies. 
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Chapter Eight:  Perceptions of the Indian 
government’s ability to balance the needs of its 
citizens and TNCs 

8.1:  Introduction 

As explored in Chapter Three (3.6.1) the interdependence between the state, 

it citizens and business yields a reciprocity between social policy, the needs 

of citizens as well as the needs of business (Gough, 2000; Farnsworth, 2004, 

2010, 2012; Huber and Stevens, 2005).  As both business and citizens 

depend on the state, welfare provisions can be seen as a ‘continuum of need 

satisfaction’ with social and corporate welfare located on the extreme ends 

(Farnsworth, 2012, p.3).  How host governments balance the needs of 

business and its citizens and where its policy construction is situated along 

the welfare continuum will have direct implications for the social welfare of its 

citizens (Gough, 2000; Glasberg and Skidmore 1997; Farnsworth, 2012).  

Although social welfare policies are helpful to business, economic growth 

and the competitiveness of the state’s economies (Gough,2000), mainstream 

development agendas continue to prioritise the needs of business, economic 

growth over social welfare (Marques and Utting, 2010; Farnsworth, 2010) 

which is conceptualised as an ‘add on’ to economic development 

(Mkandawire, 2004) (see section 3.6).  

This empirical chapter will explore the third research question: 
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Do elite policy stakeholders believe that the Indian government is 

balancing the needs of business and citizens in its development 

strategy or is one prioritised over the other? 

FDI is capable of bringing a range of negative consequences as well as 

opportunity and benefit.  As explored in Chapter Three (see section 3.5) the 

OECD (2002) stresses the importance of effective national policies in 

mitigating disadvantages and maximising benefits. This chapter will also 

examine the fourth research question: 

Do elite policy stakeholders perceive the government’s FDI policies to 

be effective in minimising the negative effect of TNCs while 

maximising benefit to its citizens and economy? 

In doing so, stakeholder’s perceptions of India’s development policy-making 

institutions will be explored.  The chapter will first examine respondents’ 

perception of the Indian government-business relationship and the extent to 

which business influences the policy decision-making process.  As part of 

this analysis, it will gauge where on the welfare continuum India is 

constructing and implementing its policies.  From here Section 8.3 will 

explore respondents’ perceptions of the government’s development strategy 

and how or to what extent social protection is incorporated into its strategies 

for development. This section will analyse how the government is balancing 

the needs of business and the needs of its citizens or whether it 

compartmentalises economic growth and social welfare development.  

Section 8.4 will investigate respondents’ views regarding FDI policies and the 
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government’s ability to construct effective policies to minimise disadvantages 

and maximise benefits of TNC investment.   

8.2:  The Indian government and business relationship  

As examined in Chapter Three (see section 3.2.1) business has structural 

and agency power at its disposal as means to influence policies and policy 

decision making (Thomas, 2011; Bell and Hindmoor, 2013; Fuchs, 2005; 

2007; Farnsworth,2004; 2010).  How successful business will be in 

influencing policy-outcome is contingent upon several factors, one of which is 

the nature of the government and business relationship (Farnsworth, 2004; 

2010).  Murali (2010) and Kohli (2012) conclude that the Indian business 

voice has become more unified and vocal since economic liberalisation and 

business associations such as the Confederation of Indian Industry and 

Federation of Indian Chambers of Commerce and Industry have become 

more powerful in their ability to influence policy in India.  Murali (2010) 

argues that since economic liberalisation, there has been a proliferation of 

activities, consultations, and information sharing events between business 

and the government in the form of policy briefs, advisory committees, 

seminars, trade fairs, and brand building exercises.  Business associations 

have also become involved in the government’s international affairs and 

business leaders are now regular members of the government’s delegation 

to many world summits.  Mazumdar (2008) also concludes that economic 

liberalisation has not meant the ‘retreat of the state’ in terms of the business 

and state relationship and has served to set the stage for an even closer 

relationship between the state and private capital.        
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RS is the Director of an NGO devoted to the promotion of inclusive civil 

society, democracy building and social action in India.  She appears to 

concur with Murali (2010), Kohli (2012) and Mazumdar (2008) that the 

government and state now have a symbiotic relationship with business 

leaders forming close and informal networks with the state:         

And I think the entire last decade which has really been the 3rd phase 

of reforms in India and has seen the coming together of state and 

business in India. It is really a new emerging pattern of state business 

relations.  And I think what has happened is that the top 10 to 20  

business houses have come to dominate and not only have they 

come to dominate but it is a network that has now been built with the 

state and government.  So you have informal networks that have 

formed with the state where you have...if you look at when the Prime 

Minister goes to Davos or when he goes to US...who are the people 

going with him?  And you will see a Tata and you will see a Godrej, 

there are a set group of people.  So these are also opportunities of 

networking, influencing policy. 

RS goes further to observe that formal networks, as well as the informal ones 

she described above, between the Indian government and the business 

community have been created in the forms of committees and boards within 

government ministries.   She argues that these ministerial boards, composed 

of the top business leaders, have produced a model of business focused 

development to the exclusion of others’ needs.  She explains:  
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And there are formal networks that have also emerged. There has 

been work to map these networks. So this is like a coterie of people 

who sit there and advise the Prime Minister.  And within Ministries 

they are institutionalized now where you have these boards...and 

there is constant delegation of decision making from Parliament to 

these boards where decisions are being made.  So it is really a 

conflict of interest but they are there and that is where policies are 

being made.  So what we really have now emerging in India is a very 

close coming together of State and business.  And it is a business led 

development to the exclusion of everybody else. And if you look at 

policies, they totally reflect that.  

There are three major business associations in India:  Federation of Indian 

Chambers of Commerce and Industry (FICCI), Confederation of Indian 

Industry (CII), and Associated Chambers of Commerce and Industry of India 

(ASSOCHAM).  These groups collectively represent the views of business 

operating within India.  Organisations such as FICCI and CII have a direct 

consultative relationship with the government of India and collectively voice 

their policy preferences.  Often the government ministries will consult with 

business associations prior to the construction of the policy to obtain their 

perspectives and preferences, as well as provide them with a draft of the bill 

for comment, and conduct further consultations before final approval.  In 

doing this, these business associations are able to directly influence public 

policy.   BG, a senior representative from one of India’s major business 

associations explains:  
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On the one hand, we are advocating to the government saying these 

are the policies which you should be bringing in or if they are bringing 

in any new policies, we give our comments on that.  We get the 

private sector to put together their views and give our view to the 

government. 

However, business preferences are variable and sometimes in opposition to 

one another.   Farnsworth (2004; 2010) emphasises that firms require 

varying policies to support continual profit and growth but that the power 

balance between competing firms can result in the state prioritising certain 

business preferences over others.  According to RS, it appears the largest 

and most profitable of Indian businesses have the inroads into policy 

decisions: 

So it is about efficient players.  It is about who are the important 

players and it is not about the small players anymore.  

As explained previously (3.2.1), business is effective in influencing policy-

making due to its structural and agency power.  One form of structural power 

is executed in the form of ideological hegemony (Farnsworth, 2004; 2010; 

Fuchs, 2005).  This occurs when the vested interests of business is seen as 

the ‘common interest’ of the state and its citizens (Farnsworth, 2004; 2010).  

Business associations often present their preferences as the best interest of 

the host country.  They effectively advertise their own investment 

opportunities to host countries as being in the country’s common interest. In 

an interview with New Delhi TV (NDTV), Ron Somers, President of the US 

India Business Council (USIBC) was explaining that he would be meeting 



295 
 

with various politicians in India to discuss ways in which US business 

opportunities can be further accomplished.  There are two important points 

illustrated in the upcoming quote:  one, international business associations 

have direct contact with policy makers and they make their preferences 

explicitly known and two, preferences are often framed as what is best for 

the country.  Somers describes how further opening the FDI ceilings in the 

insurance sector is in India’s best interest:    

We really believe strongly that opening the insurance sector is very 

important, at least from 26% to 49%.  So when we meet with 

oppositional leaders today, we are really going to make that point.  We 

think this is important for the country, it goes back to your first 

question; this is not about US pressure, this is about what is best for 

India….I think hearing that from the outside business leadership is 

useful and it is not just our delegation, it’s other delegations from 

around the world that comment on a regular basis saying, “Here is 

what we think needs to be done in order to attract more investment 

from our respective countries.”  In the end we need to grow this GDP 

beyond 4.6%.  We are not going to be able to create the jobs needed 

in India to keep these young people at work unless we really boom the 

economy… and that is going to take foreign direct investment (NDTV, 

2013).  

Here Somers explains that international business associations regularly put 

forth their preferences to national governments. Clearly, the use of the plural 
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pronoun ‘we’ further cements the idea that US business needs is one in the 

same as India’s development needs.   

This section has discussed the nature of the Indian government and 

business relationship and explored business influence on policy construction.  

Undoubtedly both domestic and international business associations have 

clear access to India’s policy-making.  With this in mind, the following section 

will explore perceptions of the Indian government’s development strategy 

and the extent to which social welfare is incorporated into its growth and 

development initiatives. This will serve to provide insight into how the 

government prioritises business and social welfare needs.       

8.3:  Perceptions of the government’s development strategy 
and the role of social welfare within the strategy 

The majority of respondents reported that economic growth is preeminent in 

the government’s development strategy and the attainment of economic 

growth is prioritised over social welfare development.  As explored in 

Chapter Three (see section 3.6.3) neoliberal influenced models with primary 

focus on markets have been called into question due to rising inequality, 

enduring poverty, and continual global financial recessions (Marques and 

Utting, 2010; Utting et al, 2012).  The call for social policy to be integrated 

with economic policy has been termed ‘new growth theories’ or ‘endogenous 

growth models’  (see section 3.6.2) and these models recognise that social 

policy contains crucial mechanisms for economic development (Mkandawire, 

2004; Marques and Utting, 2010).  However, IGOs such as the World Bank 

continue to prioritise economic growth and promote social welfare policies 
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only if they are ensured to create a positive business climate (Farnsworth, 

2010; Marques and Utting, 2010).  Social policy and social protection is 

conceptualised as largely separate from economic development, 

hypothesised as a social expenditure which detracts from economic growth, 

and viewed as an end result to development (Mkandawire, 2004).  This 

development ethos was reported by several respondents to be unswerving in 

Indian policy making.   

PJ is a Professor of economics at a major university in India.  His areas of 

specialization include labour economics, development economics, the 

agriculture sector as well as rural development.  He emphasized the Indian 

government’s philosophy that high economic growth should be prioritised 

above all else and suggested that social protection within Indian policy is 

developed as an appendage to the overall economic strategy:      

None-the less it is still not deviating in any sharp manner with that 

fundamental philosophy that growth must be privileged and poverty 

will be taken care of...to the extent that if there are certain distresses 

that need to be addressed, let’s provide some add-ons.  You see, 

addressing social issues is largely in response to democratic 

aspirations and the churning of political pressures.  And it is, as I said 

more of an ADD ON approach.  But the basic thing is, ‘ok let’s believe 

in the ability of the market to give us higher growth’ and the problem of 

poverty can be taken care of. So that is the main economic policy and 

adding pieces on to help with alleviating poverty.   
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PJ goes further in stating that the government’s economic strategy is one of 

‘trickle-down economics’.  Trickle-down economics, as it is commonly known, 

is an institutional pillar of neoliberal economic thought and stresses that the 

wealth created from economic growth will trickle down to the lower and 

marginalized classes (Aghion and Bolton, 1993).  Several respondents 

explained that the Indian government has relied on the theory of ‘trickle down 

economics’ in its development planning.  PJ explains:  

There are many problems there because, fundamentally, the current 

economic strategy fundamentally relies on a view which has been—a 

discredited view—that is a trickle down approach.  If you can manage 

to grow rapidly at 7, 8, 9% then poverty can be taken care of.  We 

have had debates in economics now for at least half a century on this.  

And this is not sufficient to lowering poverty or alleviating poverty.  

There is a view which says that growth can actually be poverty 

aggravating.  So to think of it as a necessary condition itself is wrong. 

RS, Director of an NGO devoted to the promotion of inclusive civil society, 

democracy building and social action in India, concurs that the government’s 

priority is high GDP.  She suggests this type of strategy has relinquished the 

government’s obligation to redistribute resources or provide widespread 

welfare programs and in a country with widespread inequalities such as 

India, the implications for its citizens are vast:  

The issues for the people are huge.  Especially when you have, in a 

country like India where the vast majority are very poor...it is a country 

which, historically has had inequality as so deeply entrenched...in 
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terms of caste, in terms of gender…in terms of so many things, I think 

it still holds. When you have the government giving up on its 

distributive role...that it had at least taken on.  I think it is a 

transformation, abdication of the role of the state towards any kind of 

distributive policy...towards any kind of accountability.  And I think this 

whole coming together of state and business is also geared by this 

idea of high growth.   Because the state is obsessed with high 

growth...about India emerging as this huge power competing with 

China...and the ambitions of Indian business is to be a global player.  

And the state, you know, it is not really about holistic development but 

it is really the GDP notion of development. 

As explained previously, India outlines its development initiatives and 

strategies for five year periods in development plans called Five Year Plans 

(see section 5.2).  India has published the Twelfth Five Year Plan which 

covers 2012-2017 (Twelfth Plan).  In the Twelfth Plan, the government 

appears to acknowledge the criticism of its prioritising of high economic 

growth and recognises the need for improved quality of life for its citizens in 

both economic and social dimensions.  However, as illustrated in the 

following passage, it clearly states that a high GDP is a prerequisite for this 

to occur: 

Planners are sometimes criticised for focusing too much on GDP 

growth, when the real objective should be to achieve an improved 

quality of life of the people across both economic and non-economic 

dimensions. The Twelfth Plan fully recognises that the objective of 
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development is broad-based improvement in the economic and social 

conditions of our people. However, rapid growth of GDP is an 

essential requirement for achieving this objective (Planning 

Commission, 2013, p.3).  

This passage in the Twelfth Plan goes further to explain why rapid growth of 

GDP is essential to inclusive development which can be summarized as the 

following:  It creates the necessary expansion of total income and production 

which will, in turn, raise the living standards, it will provide employment, and, 

ultimately, social welfare programs are funded by economic growth (Planning 

Commission, 2013, p.3).   However, as Mitra (2008) and Dev (2008) argue, 

inclusive growth in the Indian context is contingent upon pro-poor growth.  As 

explored in Chapter Seven (section 7.2) India’s current economic growth was 

argued to be non-inclusive to those outside the middle and upper classes.  

The semi and unskilled labourers, agricultural labourers and rural 

populations were reported by elite policy stakeholders to have been largely 

excluded from this economic growth.   

Using the welfare continuum that has social and corporate welfare located at 

the extreme ends (section 3.6.1); it appears India’s welfare strategy is 

positioned closer to the corporate welfare pole.  However, its lack of social 

welfare may actually hurt business needs.  As discussed in Chapter Seven 

(section 7.3) business complains that lack of skills and labour laws are 

holding back investment.  Both of these problems would be helped by 

greater social welfare expenditure.  FO is a Senior Economist with an applied 

economics and development research institute.  Her expertise concerns FDI, 
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regional trade agreements, and trade policies of developing countries.  She 

commented on the need to adopt a more efficient system of social security 

so that labour reform can take place: 

It is problematic and it is high time we went in for labour reform. We 

do not have this policy of hire and fire in India.... China can do it 

because they have a social security, but we don’t have that.  So I think 

for investment in India to prosper and to move forward, I think the 

government has to bring in some kind of social security net for labour 

so that the trade unions can relax.  

Although all respondents stressed the need for greater social welfare, some 

highlighted the problems of financing such initiatives for a developing country 

as large as India as GD observes.  GB specialises in employers’ needs and 

his and department works to organize and advance the collective interests of 

employers in India:  

So it is really a debate, you know?  But to what extent can 

governments in the developing countries with their deficit 

constrictions...to what extent can they fund these active labour market 

policies?  That is a big issue. To what extent can employers be asked 

to fund these...at the expense of competitiveness?  Because of the 

fact is that besides whatever anyone may say, FDI flows into the 

developing world...and the major reason is cost.  And what 

constrictions do the government face to fund these schemes?  So 

these are issues faced by most European countries....it is not that 
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there is a lack of the understanding of the importance of the issues....it 

just how can you do it?   

RW is a Senior Employment Specialist with an international organisation that 

promotes decent labour standards.  His research specialities are in areas of 

informal employment and working poor as well as labour regulations.   RW 

discusses the need for both economic growth and social protection when 

connected to global markets.  He observes that social protection is an 

important method for reducing inequality and poverty and that many 

developing countries are beginning to implement social protection 

programmes.  He remarks that India is starting to do this but the programmes 

are fragmented and often not reaching the people in need:   

One thing that is very important when connected to the global 

economy is social protection. And also it is a very direct way of 

attacking social inequality and poverty. Brazil is doing this....China is 

setting up an unemployment system and some transfer for the poor.  

India is developing a lot of schemes but they are not reaching all of 

the population.  You need growth and jobs and social protection 

programs. And the countries don’t need aid agencies for this...and this 

is great.  And low income countries are learning this.  All countries 

need social protection but there are different levels depending on 

technical and fiscal capacity but it is necessary for development. India 

has set up different schemes but they are very fragmented and there 

is need for consolidation. 
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Although many respondents were very critical of government’s failure to 

provide appropriate social institutions for the majority of the population due to 

its preoccupation with economic growth, some did argue that the government 

was attempting to incorporate a level of welfare development in its national 

strategies.  AB is the Director of an NGO that works to promote social equity 

and justice.  He is very active in advocacy, networking and coalition building 

with a focus on issues of governance and civil society from the perspective of 

rights and justice.  He described India’s development strategy as having both 

components of market led development and human and socioeconomic 

rights: 

And at this moment, the two very, very significant strategies that one 

can look at: One is clearly of market led development...that is now 

seen as the solution to loads and loads of our problems.  But on the 

other hand, I would also say that human development and 

rights...particularly economic and social rights also constitute another 

development trajectory.  Though at the policy level I would say there is 

a constant tension between the two.  But at the policy level they are 

talking with each other so you do have things like the National Rural 

Employment Guarantee Act which was opposed by a lot of market 

proponents who thought that the state should not get into something 

as massive as this.  We have seen the Right to Education happening 

where again there is a huge budgetary implication for the state but the 

government and the political party said we have to do it.  And the 

market proponents were opposing it. 



304 
 

AB’s reference to tension could serve to augment Murali’s (2010) conclusion 

that business’ preferences in policy making is limited by, among other 

factors, issues that are sensitive to and applicable to the mass population 

(see section 4.2.2).  However, AB further highlights that although there is a 

dialogue of both strands of economic and social development strategy at the 

level of the central government, there appears to be a lack of implementation 

of the socioeconomic strategies at the local level: 

But, unfortunately, at the local level the story is more tilted towards 

market led development.  So therefore when the activists are very 

angst and angry, it is fair because at the local level what you see is 

the market led development model and you don’t see the trickle down 

of the rights development...human development or the economic 

social rights really trickling down to the local level.    

This suggests problems with implementation of social protections at local 

levels.  As will be explored in the following section, other respondents 

reported problems with the implementation of social protections as being 

particularly problematic.   

These then are the perceptions of the government’s overall development 

strategy.  Although there is recognition of the importance of social welfare in 

its development strategy, respondents suggested that most of the 

development policies are focused on economic growth and high GDP.  The 

proceeding section will look specifically at stakeholders’ perceptions of the 

government’s ability to construct and implement FDI policies to mitigate 

disadvantages and promote advantages.    
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8.4:  Perceptions of FDI policies  

This section will explore respondents’ views regarding FDI policies and the 

government’s ability to construct effective policies to minimise disadvantages 

and maximise benefits of TNC investment.  The overwhelming majority of 

respondents, whether liberal market oriented or human rights oriented were 

critical of FDI policies and the government’s ability to construct them.  A view 

that was commonly reported was the government did not have a coherent 

strategy for attracting FDI and extracting the benefits but rather, pursues a 

strategy to get FDI regardless of development needs, the needs of the 

people, or environment.   

AB, Director of an NGO that works to promote social equity and justice, 

suggests the preoccupation with FDI is resulting in policies that are not 

taking into consideration the needs of the people or the environment and this 

has hindered the ability to hold corporations accountable for their actions.  

He illustrates this point with a reference to the Bhopal tragedy, a major and 

deadly industrial disaster, and the concern from a high ranking government 

official that compensation claims could hurt the investment climate.  He 

explains:  

But what has happened, and I think this is where the real problem is at 

the national level, the mood of politics and at least of our economics is 

that we have to get FDI come what may.  This has meant that we 

have created policies irrespective of our actual needs or the rights of 

the local people.  So you trample upon whether it is the environmental 

concerns or the rights of the local people or the livelihoods of the 
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people in the local communities...you don’t look at that… and the 

paradigm is such that ‘let’s just get FDI anyhow.’  And therefore you 

are tinkering with the larger policy framework in such a drastic fashion 

that it might lead to huge difficulties.  And my sense is that it has 

already led to difficulties in terms of lack of corporate accountability 

and so on.  So just to give you one example during the hearing of the 

Bhopal gas tragedy, the government had the ‘cheek’ to actually say 

that if the compensation is too high that the climate of investment 

would be adversely affected.  I cannot quote from where but I am very 

confident that someone very responsible said this.  So you have 

10,000 people who have died and you are willing to compromise on 

something as drastic as that so that the business climate remains 

positive.  

KT is a distinguished researcher with a national-level policy research 

organisation in the public domain that concentrates on India’s industrial 

development and the corporate sector.  His area of specialization is FDI.  He 

was critical of the Indian government’s understanding of FDI and suggested 

it was seen as the answer to all development problems.  In line with the 

government’s priority of high GDP growth which, arguably, is seen as the 

answer to poverty, there appears to be a prerogative of high FDI as an 

overall strategy in and of itself: 

There are two things with government thinking...one is that FDI is 

good and so you do whatever is necessary to get it and, two, FDI will 

come and deliver what we need.   There is this belief that FDI does so 
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much...that is the main thing which the policymakers have been 

unable to break away from.  That is the problem that they are stuck 

with: that FDI will cure all.   

One way in which the government can better mitigate disadvantages and 

extract benefits from foreign investment is to devise and implement a proper 

regulatory framework before liberalising sectors of the economy (OECD, 

2002; OECD-ILO, 2008).  AMK is a senior Professor with one of India’s 

premier economic policy think tanks.   Her research has directly contributed 

to India’s negotiating strategies in the WTO and her research interests 

include world trade, FDI, and the service sector.  She was critical of the 

government’s ability to construct and implement effective regulatory 

environment around FDI policies: 

Sometimes even when FDI is opened up, we open up FDI without 

regulations or we open up FDI with so many stringencies like what 

happened in retail… You open things up and then you find the 

regulations are not in place.  Regulation in India is not like a country 

like Australia which should come hand in hand...when you think about 

privatization you should also think of the regulatory framework to 

support privatization.  But here, your regulation is always with a 2 or 3 

years gap after the liberalisation; it should have been the other way 

around. 

As discovered in Chapter Seven (see section 7.4) the frequency with which 

brownfield investments are occurring in the pharmaceutical sector was 

criticised and concerning due to public health implications.  Respondents 
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were critical of the government’s ability to devise effective FDI policies for 

this sector.  DA is a Professor of Science and Technology for an organisation 

devoted to the study of science, technology and developing countries.  One 

of his areas of expertise is intellectual property rights, TRIPS and the 

pharmaceutical industry.  DA was critical of the government’s framing of FDI 

policies when TRIPS legislation came into effect in 2005.  He explains that 

the government could have been more selective and provided incentives for 

investments that would have been beneficial to India.  Had the government 

done this, he observes, there could have been more gain for both from 

foreign companies as well as the citizens of India:  

Brownfield investment should have been discouraged...they should 

have said that you will only make greenfield investments.  They 

should have said that they will incentivise greenfield investment in 

certain areas if, for instance, you tackle certain disease areas which 

are critical in our own case...for which we do not have, at the moment, 

our own capabilities… if you come and tackle those then we will 

incentivise you… we will give you certain tax exemptions, etc. …while 

we allow you to exploit our existing markets which are dependent 

upon out of pocket expenditure of richer consumers and so on where 

high margins are available.  When you target or fine tune your policies 

to get the best from every actor whether they are FDI, whether it is 

domestic, whether it is large firm, medium scale, or small scale firms; 

you will benefit.   
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DA’s comments highlight the importance of constructing selective investment 

policies that are tailored to the development needs of the country.  Several 

respondents stressed that stipulations should be implemented in investment 

policies.  Respondents often stressed that what is important is the quality of 

investment that is important not the quantity of FDI.   

GK is a legal advisor to an international NGO involved in North-South 

development issues.  His area of expertise is pharmaceuticals, access to 

medicines, and trade related intellectual properties.  He discussed the need 

to target specific types of investment in the pharmaceutical field.  He alluded 

to India’s failure to selectively promote quality FDI.  He questions why FDI is 

allowed in the manufacturing of medicines when this is not what India needs 

at present:   

If you look at the fundamentals of FDI ...what are the objectives of 

FDI?  Allowing FDI is for either employment opportunities, acquiring 

technology capabilities, or enhancement of management.  So in India 

if FDI is in direct manufacturing of medications, we don’t need any of 

this investment.  For India the next step is to move to the product 

development—the new product development.  And product 

development not in the sense of existing chemical entities; but new 

chemical entities from molecule stage to product stage.  And that is 

where the [FDI] cap exists!  So we need FDI in that field and not really 

in the manufacturing of generic medicines.  So what is the rationale of 

allowing FDI in India’s medicine manufacturing sector?   
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GK drew connections with the government’s difficulty in creating effective 

FDI policies with a diminished capacity to monitor what is happening in the 

markets. He suggests that as part of economic liberalisation, the government 

dismantled the framework that had previously supervised the private sector 

during the protectionist days and, subsequently, has not constructed any 

monitoring mechanisms in its place.  He was referring to the increasing 

number of acquisitions of Indian pharmaceutical companies by global 

pharmaceutical TNCs and the dangers these take-overs posed to availability 

of generic medicines.  He remarks: 

So what happened in India, it is a kind of personal observation, what 

has happened is that government ...part of liberalisation is that 

government has removed many license requirements and that is fine if 

it is blocking the ability of people to do business, etc.  But also in this 

process the government also withdrew some of the monitoring 

mechanisms... withdrawal of these monitoring mechanisms resulted in 

a situation in which the government has no capacity to monitor what is 

happening.  And as a result the government lost its ability to come out 

with effective policies.  So they are making policies that are based on 

newspaper reports, hear-say, and also on private actors which have 

vested interest.  

Several stakeholders argued that the government is not constructing 

effective policies for FDI because it is failing to implement the findings and 

suggestions from research and policy think tanks.  AMK, senior Professor 

with one of India’s premier economic policy think tanks, referenced two 
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issues that were commonly reported by respondents: one, the government is 

not implementing the input from the consultations with think tanks and two; 

the discord within Parliament itself is hindering the construction and 

implementation of effective policies.  She explains:   

The problem is between getting the inputs from think tanks and 

implementing the inputs.  The government is consulting with think 

tanks and others on policy issues but not implementing the 

recommendations.  When they go to the final stage of implementation, 

they generally go with what they think is good and, you know the 

populist voting kind of a principle rather than a proper regulating kind 

of principle.  And lobby is working very hard because the government 

is a coalition government...and the lobbying infrastructure is very 

strong in India. Yes, so finally it is not about what is the best 

policy...everybody knows the best policy...but are they implementing 

the best...that is the problem, the core issue in India. 

KT, distinguished FDI research analyst, discusses similar concerns regarding 

neglect of input from think tanks in the final policy:  

They consult with committees or think tanks but don’t include the 

findings in the policies.  In fact I will give you a copy of a report which 

is damning of India’s FDI policy.  It is a paper which was submitted by 

the National Manufacturing Competitiveness Council and it is called 

Report of the Prime Minister’s Group: Measures for Ensuring 

Sustained Growth of the Manufacturing Sector...but we do not see its 

findings being reflected anywhere in the new manufacturing policy.   
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RO is a representative and economist with an international organisation 

concerned with monitoring the global economy.  He described that the 

politics of policy making often result in “policy paralysis”.  He describes 

implementation problems resulting from the ‘cacophony of democracy’ within 

India:   

So there is a lot of consensus at the senior level, at the technical level, 

and in the business community on what will be good for the country.  

The problem is implementation of some of these policies in a lot of 

these areas.  It is a very argumentative culture if that makes sense.  

There are many different positions and views...it is a cacophony of 

democracy in many ways, combined with continued vested interest 

which are blocking a lot of these things that prevent the 

implementation stage.  So things actually take a lot longer to get done. 

This mirrors responses from several respondents who underscored the 

fractious nature of politics that kept the government from constructing and 

passing needed policies through Parliament.  This finding is similar to 

Murali’s (2010) conclusions which argued business influence within policy 

making is often hindered by coalition politics as well as what she termed the 

‘politics of opposition’ which described the discontinuity between party stance 

when in opposition and when in power. 

Other participants indicated that there were good investment policies with 

afforded protections to help mitigate costs but that implementation of the 

policy or the protective elements within the policy was problematic.   LN is a 

Senior Research Fellow with an organisation concerned with energy use and 
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sustainable development.  She also works with the World Economic Forum 

on issues concerning regulatory and governance issues involving energy, 

minerals and the environment.  She highlights that India has a good policy 

framework in place but the enforcement of the policies are not happening 

which is problematic for people and the environment: 

Well we have all the right frameworks in place.  We now have a 

Minerals Act which actually has a sustainable development framework 

built into it...which is rare in any country so we actually have that.  And 

we have had an environmental framework for many years which was 

a very good framework but the problem is that we do not enforce that. 

And because we do not enforce this, we have a large number of 

issues...whether it is due to human lives or whether it is to do with the 

environment.  There has been a lot of impact because of lack of 

enforcement.  We have great laws, ahead of the curve...people have 

invested in them but they are just not being implemented.  So the 

problem in India is not absence of framework or absence of 

rules...there is no implementation. 

LN emphasizes that the policy framework, at least in her field, has better 

policies and regulations regarding the environment compared to human 

welfare:  

The larger question that you have with FDI beyond mining so it cuts 

across all sectors is that we do have very good governance 

frameworks in this country...we are better off with the environment 

than the social side.  So if you are doing a study, if you are doing an 
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analysis, please look at the social frameworks because the social 

frameworks are not as strong as the environmental frameworks in 

terms of protection when investment comes in. Because for the 

environment we did a big study with compensation issues where we 

look at all the different impacts that these resources can have...and 

we did this for oil, minerals, gas, everything...and irrespective of 

whether it is an Indian investment or a foreign investment, what came 

out from that analysis is that most of our environmental issues—

whether they are enforced or not is a different question— but we have 

regulated for it but in the social side, we have not.  We have not taken 

into account cultural aspects, social aspects, health aspects...none of 

these have been taken into account. So our social frameworks for 

investment are far less developed than our environmental 

frameworks. 

LN goes further to suggest the implementation problems are down to a 

combination of factors including capacity, lack of resources, corruption, and 

absence of benchmarking: 

It is a number of things.  But one is to do with the capacity to 

implement, capacity to take this forward, one is lack of resources, one 

is the country is huge, one is money and corruption. Corruption...so 

somebody gets paid to overlook whatever is happening.  So there are 

a variety of reasons, you cannot just pinpoint one and say it is 

because of this. It is a combination of these things.  It is also 

sometimes an absence of benchmarking so you may have the rules 
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and the framework but the person who is implementing it is unable to 

see how much better it could be...maybe because of lack of exposure, 

maybe because we have not introduced the best practices.   

These are the arguments and perceptions concerning FDI policies and of the 

government’s ability to construct policies that mitigate negative 

consequences and promote advantages.   

8.5:  Chapter summary 

This chapter explored elite policy stakeholders’ perception of the 

government’s ability to balance the needs of business and its citizens in its 

development strategy.  It also investigated perceptions of the government’s 

ability to construct FDI policies that effectively minimise negative 

consequences and maximise the benefits of TNC investment.  The chapter 

first explored the nature of the Indian government- business relationship in 

order to gauge the compatibility and likelihood of business influence on 

policy construction.  It was reported that prominent business leaders are 

members of boards and committees within the government ministries.  

Business leaders also accompany high ranking government officials to 

international summits which create both formal and informal networks and 

outlets to influence policy directives.  Business associations directly consult 

with the government prior to the construction of policies as well as provide 

feedback on draft proposals to ensure that the preferences of industry are 

incorporated.  International business associations have direct contact and 

meetings within government ministries in which they make their preferences 
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explicitly known and often present their preferences as ideological 

hegemony.  It was reported that the state and business have come together 

to form a ‘business lead’ development strategy to the detriment of other 

societal group’s needs.   

The chapter proceeded to explore the government’s development strategies 

to better understand how social welfare development is implemented into its 

strategy.  Respondents stated that the government prioritised high economic 

growth and high GDP over social protection and social welfare.  It was also 

reported that both streams of thought—market led development and social 

welfare—were present at the policy level in the central government but that 

there was ‘a constant tension between the two’ with market led initiatives 

being implemented more often at local levels.  In line with mainstream 

development thinking, the Indian government was reported to conceptualise 

social welfare development as an ‘add on’ to economic development and this 

was resulting in fragmented welfare provisions.  The government appears to 

largely support notions of ‘trickle-down’ economic development.      

Respondents were critical of the government’s ability to construct effective 

FDI policies.  A common view was that the government was interested in 

quantity rather than quality FDI, and pursued an economic strategy that 

targeted FDI ‘come what may’ in the belief that high levels of FDI will ‘deliver 

what we need’.  Some respondents reported problems with incorporating 

recommendations from think tanks into policy, and others stated that there 

were protections within the policies but they were not being implemented on 

the ground.  Several respondents commented on the discord within 
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Parliament that hindered the approval of policies resulting in a policy 

paralysis within India.   

Thus far the empirical chapters have analysed India’s investment and 

development strategies and the government’s ability to mitigate harm and 

promote positive spillovers.  With these debates in mind, the following 

chapter will investigate the perceived spillovers, both helpful and harmful, 

that FDI is bringing to India’s citizens, workers, local economies and 

communities.  
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Chapter Nine:  FDI and its implications for citizens, 
workers and local economies  

9.1:  Introduction 

This final empirical chapter will explore the fifth main research question: 

1) What spillovers, both helpful and harmful, do elite policy 

stakeholders feel TNCs are bringing to the citizens, workers and 

local economies? 

As explored in Chapter Two (see section 2.4), inward FDI is often viewed as 

a positive resource for the host economy as it can contribute to overall 

economic growth, increase domestic productivity, increase employment and 

provide additional resources and capabilities such as technology, higher 

wages, management techniques, as well as access to global markets (Held 

et al; 1999; O’Brien and Williams; 2004).   However, these same points are 

frequently disputed and used to highlight the negative effects that FDI can 

bring to a host country: few resources or harmful spillovers can occur from 

TNCs to the domestic environment, TNCs fail to provide any real benefit to 

the host economy, TNCs crowd out domestic enterprises and establish a 

monopoly over the host business environment (O’Brien and Williams; 2004).  

TNCs are accredited with taking initiatives to help the host country with 

development goals via company CSR activities (Utting, 2005).  They are 

equally accredited with exploiting labour, driving down labour standards, and 

damaging the environment (Farnsworth, 2010).   
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The research into the spillovers from FDI into developing countries is very 

conflicting and contradictory and these interviews indicate wide-ranging 

differences of opinions in regards to the impact of FDI in India.  Overall, 

respondents reported that FDI brought a mixed bag of both positive and 

negative aspects to the country, its citizens, and the economy.  This chapter 

will proceed in the following way:  section 9.2 will explore the impact on the 

economy and section 9.3 will examine the impact on domestic industries, 

section 9.4 will highlight the impact of FDI on labour conditions and 

employment and section 9.5 examines issues concerning labour exploitation 

including home based work and child labour.  The last section, section 9.6, 

will discuss the impact of FDI on land issues.   

9.2:  The impact of FDI on the economy 

For this sample, no respondent criticised FDI across the board or thought 

India should close its economy to foreign investment; every respondent 

acknowledged the potential benefit that FDI could bring to a host economy.  

KD is actively involved in the campaign against the corporate monopolisation 

of the retail sector in India.  This campaign vigorously conducts mass rallies 

and protests against FDI in the retail sector.  Yet, KD explained that the 

organisation was not ‘against FDI in general’:  

FDI is welcome if it is beneficial for your economy and society and 

largely we believe that it could be beneficial if it brings in new jobs or 

expands your base of production or brings new technology to the 
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country.  So unless one of these 3 categories are getting fulfilled, we 

need to be cautious on every element. 

Here, KD appears to suggest that FDI is something that should not be 

permitted for the sake of having open markets; there should be a need for it.  

Several respondents expressed viewpoints that the debate concerning FDI 

was about the terms on which foreign investment should be allowed, and that 

there should be clear indications and assurances that India was going to gain 

more from the advantages than the costs.   One respondent (SR) stated:  

“When you are giving access to a large market, what are we gaining in 

exchange of that? So that is the question.”  

FDI was often portrayed as something that should be exploited for overall 

gain but conditions needed to be implemented to ensure benefit.  CC is a 

Professor of economics with a major university in India.  His area of expertise 

is development economics. He expressed a similar viewpoint:  

Let me put it this way, first of all if you are a late industrializing country 

or a late developing country, you should use the technological benefits 

the world over...there is no reason to reinvent the wheel, ok?  So the 

point is not do we need FDI or not...the point is where do we need FDI 

and on what terms.   

One of the main reasons that countries want to attract FDI is because it can 

bring needed revenue and foreign exchange.  FDI is often credited with 

increasing the overall GDP of the host country’s economy.  In light of India’s 

recent economic slowdown, the finance minister, P Chidambaram stated that 
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foreign investment was “imperative” to reviving growth in the economy (The 

Hindu, 2013).   

CD is a Senior Research Fellow at an applied economics research institute. 

Her research interests are international and development economics.  She 

describes an economic necessity for FDI: 

But if you ask me as an economist, yes, FDI is good for India...we 

need FDI because we don’t have money.  Where the government is 

purposely running deficits...growth rate is stalled now...our taxes, our 

revenues are down...so where are you going to get the money?  We 

supposedly want to build our failing infrastructure with $1 trillion over 

the next 5 years...where is the money going to come from?  Even the 

big [domestic] multinational companies within India don’t have that 

kind of money; they need to borrow abroad… so FDI is good. 

As CD highlights here, a reported benefit of FDI to India was that domestic 

companies could access the capital available in the markets to expand their 

business ventures.  PJ is a Professor of economics at a major university 

located in New Delhi.  His areas of specialization include labour economics, 

development economics, the agriculture sector as well as rural development.  

PJ agrees with CD and highlights the importance for the domestic business 

sector:  

In regards to the benefits, it has certainly led to the deepening of 

India’s capital markets. It has created a space to manoeuvre for the 

corporate sector in India because they don’t have to only rely on the 

domestic savings and resources.  The basic situation has certainly 
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changed from being a very constrained economy in terms of FDI and 

in general the flow of foreign currency, we are now in a situation 

where it is a situation of plenty or surplus.  So in some ways it has 

helped the corporate sector.   

However, these deep capital markets may not be a permanent fixture in 

India’s economy, as one respondent explained (CC).  He suggested that FDI 

has not been beneficial for India’s balance of payments.  As explained in 

Chapter Two (see section 2.4) TNCs often use transfer pricing to manipulate 

corporate tax rates from their own subsidiaries to give the appearance that 

they are making less profit, which decreases the amount of taxes that the 

company has to pay and works to increase the company’s overall 

repatriation of profit.  He argued that the occurrence of transfer pricing 

coupled with the lack of export revenue from India’s market seeking FDI 

means the amount of capital leaving India will always be larger than the 

capital the TNCs are bringing to India, thereby contributing to a negative 

balance of payments.  He remarked that it may appear that India has a 

surplus of reserves but these are borrowed foreign reserves that can be 

withdrawn.  This is different to China which has earned its foreign exchange 

largely through its exporting industries.   

Several respondents complained that the type of FDI coming to India is not 

creating enough employment.  Several respondents referred to this as 

‘jobless economic growth’.  AK, a representative of an international NGO that 

works to fight poverty and injustice explains that it is the domestic small and 

medium enterprises (SMEs) that are contributing to employment and not the 
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big industries with various foreign players.  Because there is economic 

growth with little job creation, he suggests the majority of the people are not 

a part of India’s economic expansion:   

They promise that FDI will increase employment and help to generate 

the economy but studies have shown that hardly employment has 

increased.  SMEs have generated the most employment…small and 

medium enterprise...not in the large scale industries with FDI. And all 

the money is going to the big ticket industries where employment is 

least actually being generated. So people are not a part of this 

expansion of growth.  

As explored in Chapter Four (see section 4.3.1) India’s high service sector 

growth has been attributed to high labour productivity.  When asked about 

the problem of jobless growth, SV, an employment specialist with an 

international organisation promoting decent labour standards, remarks that 

while employment has not grown, productivity has increased and this is a 

positive feature of development: 

So firms in India are producing more with the same amount of 

workers...so there has been increasing productivity, which is a 

very positive thing, and it has been coming through more 

efficient use of resources.  And this is a positive thing.  And this 

is where I think the debate about ‘jobless’ growth goes down 

the wrong track.  

Whilst labour productivity may shed light on some of the issues pertaining to 

jobless growth, there are still irregularities occurring in the composition of the 
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labour force and FDI is not appearing to alleviate such problems.  

Participants revealed that labour force participation is down for women in 

India in the recent round of NSSO survey data (2009-2010) as SV reveals:  

And the other issue to understand is that in India there are some 

strange things happening to the labour force.  But interestingly in the 

last 5 years female labour force participation, particularly, has fallen 

quite dramatically. Some people say that is due to increase in 

education but that cannot explain why across all age codes, it has 

fallen in all areas for women.  Some economists explain there are no 

jobs available and I am not convinced on that.  But there is also a 

problem with how to measure women’s work in these places...if you 

work at home there is market activities, there is non- market activities 

and the boundaries are very blurred...what we understand as work is 

9 to 5 in an office doesn’t count for 99% of the people in this 

country...it is something that a lot of people are working on but I have 

not seen any convincing answers to explain what is happening. 

AS is a Senior Research Fellow for an applied economics research 

organisation.  Her areas of expertise are the informal economy, gender 

equity, and globalisation and development.  She highlights that the nature of 

women’s work is often not recognised as market work:  

But a lot of work done by women is market work but not recognized as 

market work...a lot of the activities that women do in 

agriculture...cleaning up in dairy farms, for example is not considered 

market work.  And the recent figures that have come out have shown 
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that women in the labour force has declined. Workforce participation 

has declined and women’s participation has declined more. That has 

come out in the 2009/2010 data.  And why should women’s 

participation suddenly fall?  In my studies, I have found that women’s 

non market work rose....and that would lead to less time for them to 

participate in market work.  And this lowers their 

empowerment....where women can have more market access and 

income then they have more empowerment in decision making.   

Both of these quotes indicate institutional difficulties in measuring women’s 

work in India, in particular, if it occurs in the home.  India’s declining 

employment rates for women are an indication that while FDI may be 

contributing to overall economic growth; it is not increasing employment 

opportunities.   

These then are perceptions concerning the effect FDI has had on the overall 

economy.  The following section will examine stakeholders’ perceptions of 

the impact FDI has had on the domestic industry and businesses.   

9.3:  Impact of FDI on domestic industry 

As discussed in Chapter Two (see section 2.4.2), FDI is argued to spur 

competition within the domestic economy driving domestic firms to strive for 

higher productivity, lower prices, and more efficient resource allocation 

(OECD, 2002).  TNCs are also recognised as having the potential to 

stimulate spillovers in the form of knowledge, technology, research and 

development and management techniques (Held et al., 1999).  The counter-
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argument is that TNCs actually lower competition in domestic markets 

because they tend to raise the level of market concentration in host 

economies (OECD, 2002) as well as prevent spillovers or, furthermore, 

facilitate disadvantageous ones (Singh, 2002).   

Most of the respondents in this sample believe that the Indian business 

sector and business associations have evolved since the economic reforms 

in 1991 and are now well equipped to compete in open global markets.  

Several respondents in this sample concurred that competition from foreign 

investors has caused domestic companies to perform at a higher level.   PS 

is a Professor of macroeconomics with a multidisciplinary centre for 

advanced research and training in the fields of social and economic 

development.  His areas of speciality are development economics and 

international trade and finance.  PS suggests that TNCs have helped to 

improve the competitiveness of domestic companies and industries:  

I think with the economic reforms, we allowed MNCs to come in with 

their muscle and power, their financial power, technical knowhow and 

all that.  That has given a kind of boost to the domestic industries to 

improve their competitiveness...and the overall competitiveness of the 

Indian economy has improved.  And some of the Indian industries are 

doing much better now compared to before the reforms.  So the 

spillovers have been good with FDI.   

Some respondents stated the effect on domestic industries from foreign TNC 

presence is more contexts specific.  BN is a Professor of economics with an 

academic institution concerned with economic and social development.  His 
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research specializes in trade and foreign investment.  BN observes that in 

some cases the domestic companies may be better suited to compete in 

domestic markets against foreign TNCs, while in other cases the foreign 

TNC may prove too wealthy and powerful for smaller domestic companies to 

thrive.   He suggests, if the latter is the case, the sector should be opened 

more slowly or with some restrictions on investment to allow the domestic 

players to ‘catch up’:  

There could be small issues in every sector that FDI comes into. Now 

there are domestic players in India that are not very big or 

established...they are scattered, they are small, they are unorganised, 

and their R&D is not very strong.  Now when you allow a big investor, 

say an MNC, so then what happens is that there is always a threat to 

the domestic players...it varies from one sector to another.  It may be 

possible that in some sectors that the domestic players are more 

competitive than the foreign players.  In some sectors, the foreign 

players are too big and too developed for the domestic players. So 

sometimes the government needs to make policies so that there is an 

adjustment period...a period where the domestic players can get to 

the level of development and all that.  

One perception that was provided, in particular from liberal market orientated 

respondents, is that domestic industries do not have a choice in competing 

with TNCs.  As explored in Chapter Two (see section 2.2.3) there is a 

tendency to view globalisation as a phenomenon that is occurring naturally 

through the internationalisation of markets rather than from the political 
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decisions of governments and IGOs (Newell, 2002; Chang 2002; Stiglitz 

2006).  ‘There is no alternative’ or TINA (see section 2.2.3) is an example of 

this particular discourse.   

Carrying on from the previous quote, BN goes on to say that domestic 

businesses realize that they have to compete with global TNCs:   

So it is a sector specific issue but after 20 years of reforms, the level 

of competitiveness has grown and the Indian industry has realized 

that they are living in a globalized world and they will have to, at some 

point, compete with the MNCs.  So they know they have to face 

globalisation, if not today, then tomorrow. So now actually across the 

sectors, there is no such problem of allowing FDI...ok, so some areas 

you have to go a little slow and some you can go very fast ...but you 

have to go.   

SR is a Professor at a policy research organisation for industrial 

development.  His research specialities include industrial organisation, 

industrial clusters, and technology and employment.  He has done much 

research concerning FDI, spillovers and the automotive industry.  He 

remarked that there has not been much in the way of direct technology 

transfer.  Several respondents from my sample shared this belief and felt 

that, by and large, FDI has failed to produce significant technology transfer.  

He explains that the spillovers from FDI into the automotive industry have 

been more indirect in nature and have resulted from competition from 

automotive FDI which has propelled the domestic car producers to further 

upgrade their technology:  
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One aspect, I found, in terms of direct technology transfer ...I stress in 

the case of direct technology transfer, in the case of automobiles, we 

are not getting much advantage. But there are indirect effects.  Before 

1991 –before liberalisation—there were 2 or 3 domestic players.  

Now, after 1991 there are around 32, 35 models… companies of 

different types of cars have entered the auto market.  The indirect 

effect is that the domestic players who were also investing in 

technological upgradation because of increasing competition they are 

forced to invest in higher technologies.  So that is kind of indirect 

effect... when Honda is coming or when Mercedes is coming, 

domestic companies like TATA is forced to invest in new technology 

to compete with the foreign firms. So this is a kind of indirect 

upgradation that is happening. 

Research into positive spillovers from FDI often report that domestic 

companies that supply inputs to foreign TNCs often become more efficient 

and productive in their business operations (OECD, 2002; 2008).  It is 

thought that the domestic input supplier will have to produce both a greater 

quantity and a better quality product to the TNC which often has higher 

quality standards in producing for global markets.  This is known as a 

backward spillover effect.  BN, Professor of economics, discussed backward 

spillovers and linkages with global markets as positive results from TNC 

presence:   

I was recently in a conference and they were discussing backward 

spillover effect but the backward spillover effect occurs after a couple 
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of years and initially it does not have that much effect...but after a 

couple of years, the fact that the foreign investment has come to a 

particular industry tends to improve the productivity of the input 

suppliers because they then have to meet the higher standards of the 

foreign factory.  So in terms of productivity, this is good.   

As explained in Chapter Three (section 3.7) one way that countries try to 

ensure that domestic input suppliers gain from foreign investment is to 

implement sourcing requirements into domestic legislation (Moran et al, 

2005).  Sourcing requirements force foreign companies to purchase a certain 

amount of the input materials from domestic sources.  These requirements, 

however, are often disputed in the WTO as trade violations.  Prior to 

liberalisation and joining the WTO, India had stipulations that foreign 

investors had to purchase the majority of automotive parts from domestic 

Indian suppliers.  This is no longer a requirement as it was deemed a 

violation by the WTO.   One respondent (SR) explained that when sourcing 

requirements were in place, domestic component producers were able to 

improve their business operations and successfully supply components to 

TNCs.  He went further to explain that the repeal of domestic sourcing 

requirements has changed the way foreign companies work with domestic 

suppliers.  He remarked that often the major foreign players will bring in one 

of their input suppliers from another country into India and purchase the input 

supplies from them to produce for wider global markets.  He explained that 

the sharing of knowledge and technology does eventually occur but that 

spillovers used to occur much faster when there were domestic sourcing 
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requirements.  The repeal of sourcing requirements has lengthened the time 

it takes to benefit from FDI.   

India became a preferred destination for global pharmaceutical TNCs’ clinical 

trials and it was often argued that India will gain research capabilities from 

such trails (Srinivasan, 2009).  The majority of clinical trials in developing 

countries are being conducted through contract research organisations 

(CROs) who are TNCs themselves as in the case of Quintiles (Srinivasan, 

2009).  AG is a medically trained physician and has conducted extensive 

research in the areas of public health, pharmaceuticals policy and intellectual 

property rights.  AG concludes that knowledge and research capacity is not 

increasing in the domestic sector as a result from clinical trials in his opinion.   

He had previously explained that the Indian personnel involved in helping the 

CROs are only involved in simple processes such as data collection.  He 

compares India’s participation in this sector as well as IT to a type of low 

level indentured labour:   

And there is evidence to show that the CRO conduct all the trials...so 

this basically means that this is not research that you are 

doing...which is my answer to the idea that these clinical trials are 

increasing research capacity; it is not actually increasing any research 

capacity.  Because the protocols, the research question is being 

determined by the company… the foreign entity of the company which 

is outside India.  The data goes back to the foreign company.  So 

there is no enhancement of research capacity...so it is a different kind 

of indentured labour that you are using.  In fact you see the same in 
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the IT sector in India.... much of the IT labour is very low level.  One 

hundred years earlier you had indentured labour where you worked in 

the farms; now you wear coats and ties but it is essentially indentured 

labour.  You are not contributing to the productivity of Indian products.  

One of India’s most successful industries is the IT sector (see section 4.3.2).  

CC is a senior Professor of economics with a major university in India.  His 

area of expertise is development economics.  CC argues that although there 

has been significant foreign investment and foreign collaboration in this 

industry, the domestic Indian companies which are now very successful have 

not resulted from spillovers from foreign investment, but have developed 

their capabilities indigenously:      

Well, let me put it this way the most successful area, the area in which 

we are most successful globally is IT and ITES.  And most of those 

firms are Indian firms.  Firms like TCS and Infosys...these are all 

Indian firms and they did not have foreign collaboration.  They did not 

get their capabilities because of spillovers.  They got it because they 

hired people and trained them all in a period of time. Ok, this is not to 

deny that there can be some spillovers ...there are spillovers but it is 

very difficult to estimate the cost of getting this benefit but I would 

think that the cost we paid is too high.  

Another area for possible spillovers from TNCs to domestic industries is 

workforce practices and managerial styles.  TNCs are often perceived to 

have better management operations and employees who work for TNCs will 

learn this advanced way of management and will bring this knowledge to a 
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domestic firm when employed with them.  Several respondents, in particular 

with liberal market orientations, indicated that improved management 

techniques have occurred as a result of FDI.   DH is a Director with one of 

India’s business associations.  He explained that FDI has been very 

beneficial to the business culture in India:  

And this has affected India in a number of ways.  Because what 

comes along with FDI is a different kind of culture, for example Human 

Resource practices.  And also what happens is that employees that 

you employee here in your unit, they will also get out and work with 

Indian companies at some point in time.  Employers attitude has been 

hugely positively impacted or affected by FDI....management 

techniques have been improved.  FDI leads to an integration of 

cultures.  Let’s say you come all the way from the US and operate in 

India...so we learn from you and you learn from us and there is a kind 

of integration. And that integration is why we encourage import and 

export.....that we take advantage of each other’s specialization 

In summary, respondents in this sample agree that the Indian business 

sector is now very competitive although there were differences in opinion as 

to how much this has resulted from spillovers and competition with TNCs. 

The proceeding section will explore perceptions of how labour conditions and 

employment has been impacted by FDI. 
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9.4:  Impact of FDI on labour conditions and employment 

As discussed in Chapter Two (see section 2.4.4) TNCs have a global 

reputation of paying higher wages to employees in comparison with the 

domestic companies in the host country as well as providing better working 

conditions (OECD, 2002; 2008).  They have an equally conspicuous global 

reputation of driving down wages and causing a race to the bottom in terms 

of labour standards (OECD-ILO, 2008; Farnsworth, 2010).  These issues are 

often context specific in regards to the industry, the TNC, and labour 

regulations within the host country (OECD, 2008).  The aim of this section is 

to explore the perceptions of the costs and benefits to employees of foreign 

TNCs in India. 

As stated previously, TNCs are credited with paying higher salaries 

compared to the domestic companies in the host country.  It was largely 

believed by respondents in this sample that TNCs do tend to pay above 

average salaries in comparison to domestic companies.  Several 

respondents highlighted that this was done in order to attract the best talent 

from the labour force, a tactic they referred to as ‘cherry picking’.  RW, 

employment specialist with an international organisation that promotes 

decent labour standards, remarks that TNCs do pay higher wages compared 

to domestic companies in an attempt to attract better workers.  He goes on to 

state that often in developing countries, workers with higher levels of skill are 

in demand while those with fewer skills are not (see section 7.3.4 regarding 

skill deficiencies): 
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It is often hard to identify the effect of multinationals on employment 

but they are a source of employment, and they generally pay higher 

wages than the local companies so from a wage point of view, they 

are not necessarily causing a race to the bottom, they are often trying 

to get better workers and they are paying higher wages to get them.  

There is incredible competition for the best talent. And this is one of 

the great tragedies of developing countries, they have a shortage of 

labour at the high end and you have a surplus at the lower end. And 

this again is linked to the skills problem, this mismatch. The fact is if 

you are an engineer or IT, people are trying to snap you up...because 

they know that a highly skilled workforce is necessary to compete.     

The fact that TNCs pay higher wages, while positive for those who are 

employed for them, can be seen as a negative factor for domestic firms who 

see TNCs as driving up the wage base.  Thus, higher wages are positive for 

employees but not necessarily for the competing domestic employers as BN, 

Professor of economics specializing in trade and foreign investment, 

underscores: 

Now the bad aspect of this is that they [TNCs] may hike the cost of 

labour because they are ready to pay much more for the managers, 

supervisors, and for the workers...and this… by trying to draw from the 

local markets such workers often out of other factories where they are 

working, they can push up the cost of the inputs and thereby have an 

adverse effect. But whether you see this as good or bad depends on 

your point of view because of the point of view of the workers, it is 
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good that their wages are going up.  From the view of the local units, it 

is very bad because they now have to pay more for labour.  

GD is a specialist with the employers’ unit within an international organisation 

that works to promote fair labour standards. He suggests that the larger 

TNCs, by and large, have been a positive influence on working conditions 

and labour market regulations.  He acknowledges that TNCs have been 

accused of human rights abuses but in his experiences with TNCs, they have 

demonstrated a positive influence on labour market regulations:    

We work with employers organisations who have multinational 

members. But my own experience...my own experience is that the 

bigger MNCs, the big ones...because in 1977 there was a Declaration 

of Multinational Enterprises ...how they should operate...the ILO 

Declaration for MNCs in 1977 which set standards for how they 

should work in other countries.  So the larger MNCs, I must say, have 

been a positive influence on labour market regulations....that is my 

own experience. There are so many MNCs going around ...I know 

there have been various accusations and litigations against MNCs on 

the government front, especially in Africa ...and many from the human 

rights front...but all in all, in my personal experience, is that the larger 

MNCs have been a positive influence when it comes to labour 

regulations.  And also their working conditions are much better...Like 

Unilever...Unilever is one of the most attractive places to work for in 

the developing world. I would say that they have very good standards 

when it comes to labour. Most of these companies have subscribed to 



337 
 

the Global Compact. So I would say, all in all, MNCs have had a 

positive impact on labour relations...and they have often set a 

benchmark for national companies also to look towards and adopt.  

However BJ is not as complementary of TNCs.  BJ is a specialist on 

international labour standards and an expert on discrimination for an 

international organisation that promotes fair labour standards.  His areas of 

specialisation are social origin, Tribal and Indigenous peoples, and 

disabilities.  He had been speaking of poor working conditions and labour 

standards in South Asia, particularly for garment workers, and how they are 

expected to work very hard in poor conditions.  He then widened the 

generalization of poor working conditions to include industries such as 

automobiles and gave an example of the conditions in the Maruti Suzuki 

plant in New Delhi.  He compares the description of working conditions in the 

Maruti Suzuki plant to the movie Modern Times by Charlie Chaplin which is 

seen as a social commentary on the poor working conditions in the 

industrialization era:      

And the working pressure and the speed of working is very, very 

intense...so no toilets breaks.  Even in the automobiles or 

automotives...the Maruti-Suzuki plant here in Delhi… there was a 

huge strike which was again about...a union employees wanted...they 

wanted to create their own union and management said, “no, we have 

our own union.”  And if you read about working conditions, they are 

not allowed to speak to each other, they are not allowed to whistle, 

they are not allowed to laugh...they can only have limited access to 
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toilets.  So it’s like Charlie Chaplin’s Modern Times.  What joy is there 

to work if you can’t even whistle?  

An employment trend that is currently occurring in India is an increase in 

casual employment.  Even in the organized work sector, employers are 

increasingly hiring labour though contract employment agencies for shorter 

periods of time and without any employment benefits, many respondents 

argued.  This practice of replacing permanent labour with casual or 

contractual labour is happening with both domestic and foreign firms 

including global TNCs.  RW, research specialist in areas of informal 

employment and working poor as well as labour regulations, explains that 

deterioration of work conditions are linked to the overall structure of the 

global economy.  He suggests the nature of globalisation is causing firms to 

cut costs and increase casual labour, and, therefore, being connected to the 

global economy is causing countries to be more vulnerable to these global 

practices: 

Well at the official sort of level, we recognise that globalisation, in 

general, has contributed to decent work deficits and increasing 

casualization.  Globalisation, not just FDI, but also trade and being 

connected to the global economy makes countries more vulnerable...it 

makes cost considerations and competitiveness more of a driving 

issue. And this, of course, has economic benefits but the down side is 

that work conditions can deteriorate. 

This section has focused on working conditions within TNCs.  However, as 

the last passage suggests, there are also impacts for workers in being 
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connected to the global economy.   The next section will address exploitative 

working conditions in particular for those indirectly employed to TNCs though 

subcontracting chains.   

9.5:  Impact of FDI on labour exploitation  

As previously explored (section 2.2.1.1), TNCs are often accused of 

exploiting the citizens of the host countries in which they operate (Richter, 

2001; Farnsworth, 2010).  It is argued that one of the main motivations for 

operating in developing countries is to exploit low wages as well as lower 

labour and environmental regulations (OECD-ILO, 2008).  This section 

explores issues of labour exploitation in India by TNCs.  Several respondents 

discussed exploitation as being prevalent but not always openly visible, thus, 

there was a recurrent theme of ‘the invisibility of exploitation’ as one 

respondent termed it.  Outright open exploitation was not occurring as much 

in the visible top levels of the value chain but was very prevalent in home 

based work or in areas where there was not much media attention.   

As explained in Chapter Two and Three (see sections 2.2.1 and 3.5) TNCs 

often chose to subcontract production to other smaller firms in the host 

country rather than produce the product through wholly owned subsidiaries 

as this strategy is more economically efficient for diversifying and adjusting 

global production and involves few sunk costs (Nathan and Kalpana, 2007; 

UNCTAD, 2013).  Often the subcontracting firm in the host country, after 

receiving the order from the TNC, breaks the production process down even 

further and subcontracts different parts to units further down the supply chain 
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(Nathan and Kalpana, 2007).  Thus, there is a supply chain from the TNCs 

down to small and informal subcontracted units.  These subcontracting 

chains are reported to have exploitative working conditions, in particular, in 

the lower realms of the chain (UNCTAD, 2013).   

The lowest levels of subcontracting units are often based in the home where 

women and children take up parts of the production process.  These lower 

levels of the supply chain are informal; there is no regulation for working 

conditions, hours, or wages; and working conditions are often poor and 

exploitative.  Often, this is how TNCs become linked to child labour and 

exploitative working conditions; they will have numerous layers in their 

supply chain with poor working conditions in the lowest levels which, in India, 

often occurs in the homes of underprivileged families.   BJ, a specialist on 

international labour standards and an expert on discrimination for an 

international organisation that promotes fair labour standards, explains:   

The direct suppliers to the MNC are probably ok-ish but they keep 

adding to the supply chain and once you go down the supply chain it 

becomes very difficult to know where you get your stuff from and who 

is making what.  It really requires a detailed study and time.  

Elite policy stakeholders in this sample often discussed two industries that 

heavily utilise subcontract production methods:  the garment and textiles 

industries and the agriculture sector.  Within these sectors, child labour is 

often prevalent in the lower levels of the subcontract chain.  It is important to 

note the child labour laws within this context.  In India, the Child Labour Act 

of 1986 prohibits the employment of children under the age of 14 years in 
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hazardous occupations which are identified and listed by the government 

(Weiner, 1991).  Children under the age of 14 years are permitted by law to 

work in non-hazardous occupations (Weiner, 1991).  For example, working in 

factories, which is listed as hazardous, is illegal for children under 14 years, 

however, working on BT cotton fields, listed as non-hazardous, is legal for 

children of any age.  

 DN, specialising in subcontracting chains in the global garment industry, 

discusses the need to amend domestic child labour laws:   

So in household units, the labour laws do not apply like they do in a 

larger unit.  So there, working conditions would be bad.  It all depends 

on where you are on the value chain.  There is a lot of child labour in 

cotton seed production but it is allowed, unfortunately, by the law.  So 

we do need a change in the law.  It is coming down, there is no doubt 

about it.  The incidents of child labour are rapidly falling but it has not 

vanished.  So there is still something to be done. In the units that are 

at the top of the chain...where they are monitored more, children are 

not allowed to work under 18 years of age...even though the law says 

that they can.  

The end of DN’s quote highlights that in the upper tiers of the supply chain, 

where monitoring is prevalent, children are not allowed to work if they are 

under the age of 18 which is more acceptable to international labour 

standards.  If Indian domestic law permits children to work over the age of 

14, it is likely that this stipulation was made on behalf of the global TNCs who 

are being monitored by watch groups and NGOs.    
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There have been many public incidents involving TNCs having child labour 

and exploitative working conditions in parts of their supply chain.   This 

caused condemnation from many within civil society and NGOs which has 

forced TNCs to scrutinize their supply chains much more carefully than they 

did in the past.  SK is a child labour specialist for an international 

organisation promoting fair labour standards.  She explains that at one time 

TNCs did not feel the working conditions in lower levels of their supply chain 

were their responsibility.  She indicates that TNCs are now publicly reporting 

that they take responsibility for all levels of their supply chain. However, what 

is happening on the ground can be different to what is being stated in the 

corporate codes of conduct as SK observes:   

And the reason it is tied to globalisation and there is so much interest 

in it is because there was a time in the late 90’s when a lot of the 

multinationals said, “Ok well we are responsible for our formal 

factories but what happens down the chain is not our responsibility.”  

But that was back in 1997-98.  But that has changed...many industries 

are taking responsibility for what is happening right down the line, right 

down to the community and to the homes. At least that’s what their 

message is and that is what their code says and they are working with 

their suppliers on that.  But what is the reality on the ground still needs 

to change considerably.  Children are getting lost in these 

subcontracting chains and not everybody is putting in rigorous 

programs.  And there are companies, there are manufacturers, there 

are employers who have taken great action also [against child labour] 

but it needs to go to scale.  
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Child labour is prevalent in many industries in India but hybrid cottonseed 

production has the highest incident of child labour (Venkateswarlu, 2010).   

Children are predominantly used to cross pollinate a genetically modified 

hybrid cotton seed known as BT cotton (Venkateswarlu, 2001; 2010).  TNCs 

are heavily involved in BT cotton seed production in India and nearly all of 

them have been found to have child labour on farms in their production 

chains at one time or another (Venkateswarlu, 2001; 2010).   Child labour in 

cottonseed productions appears to have peaked in 2006-07 at which time 

the subject became heavily investigated and publicized (Venkateswarlu, 

2010).  This negative publicity, or informal sanction as Paternoster and 

Simpson (1993) define it (see section 3.3.5.3), has greatly helped to 

decrease the use of child labour, though it is still very prevalent.  In 2006-07 

one report concluded that there had been 70,400 children employed in 

cottonseed production in one state alone, Andhra Pradesh, the seed capital 

of India (Venkateswarlu, 2010).  Since this time many international and 

national NGOs, IGOs such as the ILO, UNICEF, UNDP, as well as the 

Government of India have become very active in trying to eliminate this 

problem as well as create international awareness of the problem.  

Venkateswarlu (2010) conducted a large study concerning child labour in 

cottonseed production in 2009-2010.  He concluded that because of the 

intense pressure on TNCs and the attention they garner, there have been 

significant changes in production from large commercial farms to small family 

based farms where child labour is less noticeable.  This shift in production 

may be a neutralisation technique known as ‘moral rules-in-use’ (Paternoster 

and Simson, 1993, see section 3.3.5.3) where a particular conduct within a 
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particular context becomes more acceptable.  Children employed on large 

commercial farms may be perceived quite differently to smaller numbers of 

children working on numerous small family farms.  Furthermore, 

Venkateswarlu (2001; 2010) observed that TNCs were relocating to areas 

where cheap labour is more readily available, such as tribal areas, and there 

is less public attention concerning child labour.   

SZ is an internationally renowned activist for children’s rights and the founder 

of an NGO in India that is proactive in combatting child labour.  She explains 

that her NGO has worked with projects concerning child labour and BT 

cotton seeds.  Similar to Venkateswarlu’s observations, SZ explains that 

once an area begins to be monitored for the use of child labour, the TNC will 

shift their main production to areas that are not being closely monitored.  She 

suggests that conceptualising child labour as a violation against children’s 

rights has not occurred for TNCs:   

My experience with MNCs has only been on the cotton.  I have 

worked directly with them with the BT cotton in Andhra Pradesh.  I 

think they [MNCs] have been so resilient, the manufacturers… that 

they quickly go into investment into areas where there is a more 

congenial atmosphere [towards child labour]. So there is a shift. So 

say, for example, there is pressure in say Andhra Pradesh, in certain 

places ...for example, in the areas where we have worked… they will 

then shift production where there is not pressure.  So it is not that they 

have internalized the problem of child labour…they have not fully 

internalized the morals that there is a violation of children’s rights and 
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they must not do it anywhere. They go to a place where there is not so 

much pressure on them and they continue to employ children.   They 

may as well go to Uzbekistan for all you know to produce cotton seeds 

if that is more congenial.  So the principle of violation of child’s rights 

is not something that MNCs have internalized.  Profits still remain 

more important than human rights.  

These issues relate to discussions of Paternoster and Simpson’s (1993) 

rational choice theory of corporate crime and the six conditions that make 

criminal activity more likely (see section 3.3.5.3).  This quote highlights four 

of the six conditions.  An upcoming quote will highlight the remaining two.  

First, seed companies move their production to areas where they perceive 

formal and informal penalties will be weak.  Second, this elite policy 

stakeholder remarks that seed companies have not internalised that children 

should not be used and, thus, they will not experience a loss of self-respect 

by employing children.  Third, TNCs have internalised situational rules-in-use 

that justify the act; profit is most important.  Fourth, as stated above, most of 

the companies have employed children in the past. 

Articles published regarding some of the projects that SZ’s NGO had 

conducted revealed that the organisation was able to work successfully with 

small farmers and big local farmers to discourage the employment of children 

but that they were not able to accomplish this with the farmers who were 

working with the TNCs.  When I enquired as to why the NGO was unable to 

encourage the famers working with TNCs to desist in using child labour, she 

explained that those farmers working with TNCs were often caught up in a 
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large network of debt that necessitates cutting labour costs to the point that 

children are employed.  Independent farmers, on the other hand, have more 

say in what and how they will grow the produce.  She clarifies:     

I think it is the incentives and credit that they get....see with the small 

farmers, the decision to grow cotton is their individual decision. They 

have greater autonomy in what they will grow, how they will grow, and 

where they will sell.  But if you are caught in a nexus with agents, sub-

agents, contractors, you are already borrowing for your investments, 

you are borrowing for your pesticides, you are borrowing for your 

insecticides.  Somewhere the big agents become your credit cards 

and then there is a pressure to repay. ...there is an economic 

compulsion to cut cost in your labour.  So you employ children.  But if 

you are a smaller farmer, making autonomous decisions, you are not 

linked to such an exploitative nexus. So it is easier to be persuaded 

not to employ children.  

Here it could be argued that farmers that are working with TNCs experience 

more organisational strain (Yeager and Simpson, 2009, Benson and 

Simpson, 2009; see section 3.3.5.2).  Also, perhaps farmers working with 

TNCs are caught up in an organisational culture that promotes goal 

attainment and cost control over legitimate actions in comparison to farmers 

who are not part of such corporate organisations.   

In BT cotton seed production contractors and/or seed farmers are employed 

to find and arrange labour for the seed cultivation (Venkateswarlu, 2001; 

2010).  Often seed farmers reserve the labour in advance by paying parents 
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in advance for his/her child’s labour (Venkateswarlu 2001; 2010). Because 

many families are in desperate need of money, there is pressure to take the 

advanced payment and then promise their child’s labour participation.  The 

practice of paying parents in advance not only encourages child labour, it is 

also in violation of domestic legislation.  Although it is legal for children to 

work in homes with the family or on cotton farms under the legislation of the 

Child Labour Act, there are other forms of legislation which should protect 

children from such labour as SZ explains in the upcoming passage.  First 

there is Bonded Labour Act which states that people cannot work under the 

duress of debt.  As TNCs are paying for the labour in advance and the 

parents of children are provided payment before the cultivating season 

starts, this is in violation of the Bonded Labour Act (Weiner, 1991; 

Venkateswarlu, 2001).  This criminal deviance can be used to highlight 

Benson and Simpson’s (2015; 2009) distinctive properties of criminogenic 

opportunities (see section 3.3.5.2).  First the seed companies have legitimate 

access to very poor rural areas where many families are desperate.  Second, 

the seed companies are separated from their child victims as they hire local 

seed farmers to contract and bond the children to the labour.  Third, the 

companies have a superficial appearance of legitimacy in that child labour 

does not violate the law; however, bonding them to the company is against 

the law.   

SZ argues that the compliance with another act, Juvenile Justice Act, should 

also dissuade corporations from exploiting child labour.  So while the TNCs 

may not be breaking the Child Labour Act, they are breaking the Bonded 
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Labour Act and Juvenile Justice Act and, she further remarks, should be 

made to abide by these laws as well as the laws their ‘home’ country: 

It is all PROFIT.  In fact, I think they should abide by the laws of the 

country of their home country and the host country. Our 

country...because many of these children are working against 

advances taken by the parents and that is a violation of the Bonded 

Labour Act...it will not violate the Child Labour Act but it certainly 

violates the Bonded Labour Act. Because the payment is in advance 

and they are bonded to the labour.  So I think the corporate social 

responsibility is a responsibility to go legal and go by law.  There is a 

Juvenile Justice Act which is, of course, in favour of children being in 

schools and not be exploited. They [MNCs] have to respect it. They 

don’t respect the Juvenile Justice Act, they don’t respect the Bonded 

Labour Act, and so there is a problem.   

SZ remarked that because children are cheap labour and the corporations 

are competing against each other, each uses the lowest possible price to pay 

the farmers and in order for the farmer to make any profit, they have to 

employ children.  If, on the other hand, the TNCs were to all agree on a 

baseline price which could enable profits for the corporation as well as the 

famer whilst hiring adult labour that this could greatly help to circumvent the 

need to use children:    

And it could have worked in a more positive manner if only the MNCs 

were convinced that the children must not work at all and they could 

have sent that message and they could have all gotten together...the 



349 
 

ones competing with each other...Monsanto, Syngenta, Unilever could 

have all gotten together and fixed a price together and then continued 

with their business.   Because now they say, ‘if I withdraw a child 

...then I lose all my profits. So why don’t you all get together and say, 

‘Ok, we are all going to only employ adults and make it still as 

competitive as our own business.  But that they have not done. They 

have come together to cheat but they have not gotten together to save 

children. 

Returning to Paternoster and Simpson’s (1993) theory of corporate crime as 

rational choice (see section 3.3.5.3); it can be argued here that seed 

companies have weighed the costs of employing adults with the benefits of 

not complying with national legislation.  Here SZ appears to suggest that: 

one, seed companies have deemed that complying with the law as too costly 

and, two, that the regulations are unreasonable.  These are the remaining 

two of Paternoster and Simpson’s (1993) the six characteristics that make 

criminal activity more likely.  When this happens, according to rational 

choice, the offense gains utility.  Also, as SZ highlights, there are other 

options available to seed TNCs to curtail the use of child labour yet profit is 

prioritised above all else.  This illustrates the theory of strain and anomie 

(Messner and Rosenfeld, 2012; Passas, 2004; Vaughan, 1998; Lilly et al, 

2015; see section 3.3.5.2). 

Many respondents linked the prevalence of child labour to circumstances 

within the domestic environment such as widespread poverty, lack of decent 

work for adults, shortage of decent schools, and faulty national legislation.  
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TNCs were blamed for exploiting these circumstances and profiting from the 

cheap labour of children.  However, many felt that the majority of change has 

to come from the government, national legislation, and full implementation of 

the laws.  The following quote from DN, specialist in subcontracting chains 

and the garment industry provides a summary of the supply and demand 

nature of child labour and the limitation of corporate responsibility in the 

supply side of the child labour problem:   

There is a demand side and a supply side.  The firms come in on the 

demand side: do they use child labour or not?  But the supply side is 

not in their hands...are the children coming into the market for work?  

So the poverty conditions, the low wages, poor education or dropping 

out of school...they are linked very much and that might lead to the 

supply of child labour.  Now what a firm can do, there is a limit in the 

sense that, ok, you can clean up your supply chain by saying, “Ok we 

will not allow any products or any part of our supply chain, we will not 

allow any child labour to be used.”  But then the usual question is:  

where will those children go?  Do they go to something worse or do 

they get into something better? That is where the manner of 

responsibility comes in.  You have to have ways of rehabilitating them, 

sending them to school, maybe providing their parents with a higher 

income, etc.  The government policy is such that it allows it to happen.  

In India we have the law which is not of the international standard in a 

way and allows it. 
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This was a common response from this sample: institutions must be in place 

and functioning properly for children.  If not, when a TNC clears children from 

their supply chain, it is likely they may go into more dangerous forms of 

labour.   

When asked what the best way forward is to eliminate child labour, SZ 

responded that the problem had to be addressed by national legislation.  She 

felt that if the elimination of child labour were to come from the pressure from 

outside forces such as IGOs or trade restrictions that measures would be 

taken to hide existing child labour even more than is happening presently:   

Uh, I feel there has to be a lot more domestic pressure on National 

Laws and amending them…and that will come by...it is something that 

has to evolve from an organic process from the country from within 

itself. It cannot be an externality to be imposed through sanctions and 

trade and things like that. Certainly not, because that again would just 

hide child labour and the government will be in a denial mode.  The 

best solution has to be internal through national laws...through an 

organic process where they are able to take a stand and tell 

corporate, both national and global, that you cannot exploit children.  

In summary exploitative working conditions and child labour are often found 

in the lower levels of the supply chains for TNCs.  In many cases, TNCs are 

committing corporate crime by bonding children to labour.  While it was felt 

that child labour is rooted in larger institutional forces respondents felt that 

TNCs should not profit from these circumstances.  The following section will 

explore the impact of corporate investment on land issues.   
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9.6:  Impact of FDI on land displacement  

Millions of people have been displaced in India as a result of corporate 

investment, leaving many in a permanent state of poverty after the loss of 

land which is a vital aspect of economic, environmental and social valuation 

in India (Mathur, 2011).  Any large corporate investment, including FDI 

projects coming to India, often requires large tracts of land.  However, as 

Mathur (2011) states, policy makers and investors have previously ignored 

the ramifications of land displacement to the detriment of the people.  There 

is increasing anger that land is being taken away from vulnerable populations 

such as poor farmers and tribal peoples and they are not being adequately 

compensated and assisted with resettlement.   

Land displacement as a result of corporate investment is a very emotive 

issue in India today and was stressed as a negative outcome resulting from 

both FDI and domestic investment in nearly every interview conducted.  

Several respondents highlighted that land displacement was not unique to 

FDI but corporate investment in general. “I don’t know of a study that says 

because of FDI, the rate of displacement has grown” (AB).    

In regards to FDI, there are two areas well known to displace people from 

their land: mining and Special Economic Zones (SEZs).  As mentioned in 

Chapter Six (section 6.6.2) the government of India enacted the Special 

Economic Zones (SEZs) Act in 2005 (Levin, 2012).  In the same vein as 

export processing zones (see section 3.5), the development of SEZs in the 
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mid-2000s, was a tactic employed by the government of India to attract FDI 

and large scale investments, both domestic and foreign, to these tax-free 

enclaves which would work to promote export oriented economic growth and 

job creation (Levin, 2012; Mathur, 2011).  SEZs require large tracts of land 

close to large cities with well-developed infrastructure and the land often 

acquired is prime farming land (Mathur, 2011).  The SEZ Act helped to spark 

a large wave of protests against land acquisition (Mathur, 2011; Rawat et al., 

2010).  Many of the protests have resulted in violence between the police 

and protestors.  The acquisition of land for private and public development 

purposes has occurred in India since the 1950’s, but what has ignited the 

current resistance to land takeover is the nature and extent of state 

involvement in taking the best agricultural land for private enterprise (Mathur, 

2001).   

CD is a Research Fellow at an applied economics research institute and she 

specialises in development economics.  She has conducted several projects 

concerning FDI and inequality.  She commented that the best lands are 

being taken from farmers.  As explained in Chapter Seven (see section 7.2.) 

farmers are struggling to transition into other livelihoods with limited skill 

development and having their lands taken is exacerbating the problem: 

And secondly, you are taking away land...land is either fallow or 

agricultural land and agricultural land is best connected to the market.  

So you want the land that is most connected to markets.  You take 

away agriculture land from the people, where are they going to go?  

They have no skills; you have not given them any skills.  It is 
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completely unfair.  And what kind of mechanism have they set in 

place?  

A serious contention with land acquisition is that, often, it is not being done in 

a participatory manner.  Often the government or corporate investors are 

only providing a one-off monetary compensation (if provided at all) for the 

price of the land.  Several respondents stated that a percentage of the profits 

should be offered.  GN is a Visiting Professor with a research institute 

concerned with issues regarding social development.  He has previously 

worked for several UN agencies specializing in displacement and 

resettlement issues around the world.  GN explains how sharing a 

percentage of the corporate profit can prove beneficial: 

The people should also get the project benefits...they should get a 

share of the profits.  We have seen that beneficiary projects in which 

the people get some of the profits has been done in many countries 

and has been very successful.  And now similar things are happening 

in India.  The government has done it...in states like Haryana and 

other states have done it.  So it is a participatory approach and the 

people feel a part of the project.  If you acquire land in the future you 

cannot just do it by law, by force...you have to treat people as partners 

in the project and share profits. 

LN is a Senior Fellow with an organisation concerned with energy use and 

sustainable development.  She also works with the World Economic Forum 

on issues concerning regulatory and governance issues that concern energy, 

minerals and the environment.   She observes that in India, most of the 
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mining areas are inhabited with people whose livelihood comes from the 

land.  The fact that land dispossession is not just a loss of a piece of land 

with economic valuation but is also a loss of livelihood and subsistence for 

those occupying the land is a crucial issue at the heart of land acquisition, 

displacement, and resettlement.  Furthermore, land has a special 

significance in India as it is tied to caste and class delineation as LN 

explains:   

See here it is not like someone is owning some hectares of land.  In 

India the situation is totally different...it is not just an asset for 

them...they treat land as their mother...and emotionally you are asking 

them to part [with it].   Land in India is not just a factor of production...it 

is a factor of production to the investor but it is not a factor of 

production to the owner.  It is actually a part of their social 

representation...what they mean in society is actually defined by the 

land that they own so to part with the land becomes a big issue. So it 

is not just an economic valuation, not just an environmental valuation, 

it is also social valuation.  

One of the biggest criticisms of land acquisition by respondents was that the 

government was using legislation from colonial times which was developed 

by the British to acquire land under eminent domain.  Until September 2013 

when a new land bill was passed into law, The Land Acquisition Act (LAA) of 

1894 was the legislation used to enable the government to acquire land 

(Mathur, 2011).  The LAA was criticized by respondents as being outdated, 

archaic, and a draconian law developed by the British to exploit Indian land.   
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However, The Right to Fair Compensation and Transparency in Land 

Acquisition, Rehabilitation and Resettlement Act, 2013 was approved by 

Parliament in September 2013 (Government of India, 2013).  The act aims to 

serve as collective legislation for both the acquisition of land as well as 

resettlement and rehabilitation (R&R) measures for all those affected in the 

process of such acquisition.  A salient feature of the act is the inclusion of not 

only land owners but others whose livelihood is dependent upon the land.  

Many people in India do not own land but work as labourers on the land or 

their livelihood is dependent upon the resources located on the land and the 

bill’s provisions for R&R include these groups of people as well as 

landowners (The  Hindu, 2012).  Minimum compensation for the land is 

double the market value for urban areas and two to four times higher for land 

in rural areas.  The R&R package includes a monthly allowance for one year, 

mandatory employment for one member of the family or further monetary 

compensation, a replacement house, resettlement allowance, and once acre 

of land for landowners.  The Bill also provides a stipulation that if the land is 

sold onwards within five years of purchase, the landowner will receive a 

share of the profits.  Another notable feature of the act is a mandatory 

consent clause for private companies and PPPs. Land acquisition involving 

private companies must have informed consent from 80 per cent of the 

landowners and 70 per cent consent in the case of PPPs.  There have been 

mixed reactions to the act from civil society and business associations with 

the latter stating it is too demanding and will delay projects and increase 

costs unreasonably.  Business has also expressed concerns regarding the 

consent clause stating gaining 80 or 70 per cent consent will prove too 
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difficult (Kanoria, 2012).  Many from civil society have stated that the act is a 

big step forward in adequately compensating project affected families for the 

land and helping with resettlement (Biswas, 2011).  However, others criticize 

the Bill for not going far enough (Sanhati, 2015).        

In sum, land displacement is a contentious issue and one that has fuelled 

social tensions (Mathur, 2011) as many feel excluded and, furthermore, 

exploited by the economic and corporate expansion occurring in India today. 

Hopefully, The Right to Fair Compensation and Transparency in Land 

Acquisition, Rehabilitation and Resettlement Act, 2013 can help to 

compensate, resettle and rehabilitate those whose lands are taken for 

corporate expansion.  

9.7:  Chapter summary 

In conclusion, many respondents discussed how the domestic business 

sector has become very competitive following economic liberalisation and the 

increasing competition from foreign MNCs.  In regards to direct spillovers, 

respondents did not report a significant amount of knowledge or technology 

had been acquired as a result of spillovers.  Some respondents stated that 

backwards spillovers for input suppliers would eventually take place after a 

delay of several years.  In the automobile sector such spillovers occurred 

faster when domestic sourcing requirements were in place.  Increased 

proficiency in management techniques was reported by several respondents.  

Respondents reported an increase in wages in sectors of the labour market 

that require higher levels of skill due to the presence of foreign MNCs.  
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However, several respondents reported an increase in casual and contract 

working contracts as a result of being linked with a global economy.  

Globalisation has also changed the nature of the production process for 

MNCs which has led to multi-layered subcontracting chains where poor and 

exploitative working conditions can be found at the lower levels.  In India, the 

lowest levels of the global value chain often take place in homes where 

entire families, including children work for piece rate wages.  The bonding of 

child labour to seed companies was examined to confirm criminological and 

sociological theories of corporate crime, specifically theories relating to 

organisational culture, criminogenic opportunity and rational choice.  Child 

exploitation is the result of corporate crime as well as state crime as it is 

failing to eliminate violations of the Bonded Labour Act or the Juvenile 

Justice Act.   Several participants discussed the problem of child labour as 

resulting from problems within the domestic environment and stressed the 

need for changes in domestic laws to bring them in line with international 

standards.  Utilising definitions of crime as violations of human rights 

(Ruggie, 2008) or social harms (Dorling et al, 2005), when children are 

exploited for labour, both the Indian government and seed corporations can 

be deemed guilty of criminal actions.    

Finally, every respondent stated that land displacement was a cost to India 

and its citizens as a result of both domestic and foreign investment.  The 

government and corporations were criticized for not providing adequate 

compensation for the land or assisting those displaced into new areas or 

livelihoods.  Several respondents discussed the need for land holders to be 
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offered a share of the investment profits as compensation for giving 

something very valuable for both livelihood and social identity. 
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Chapter Ten:  Conclusions 

10.1:   Introduction 

This thesis set out to investigate the social and economic impact of FDI on 

India and its citizens.  This topic has acute relevance because FDI brings 

wide-ranging social and economic implications, both helpful and harmful, to 

host countries.  Few qualitative studies have ventured to examine the social 

impact of FDI and the aim of this research was to help fill that gap.  In doing 

so, this research provided insight into the human experience of FDI which is 

broadly missing from the literature.  The findings here go beyond India to 

shed light on the impact of FDI on a developing country.  As FDI flows to 

developing countries are currently at a historical high (UNCTAD, 2015; 

2013), it is critical to investigate FDI in the context of development.  As 

developing countries clamour for FDI by offering incentives and constructing 

policy environments conducive to the needs of business, TNCs equally 

compete for profitable opportunities in developing markets.  As the courtship 

between the two ensues, it is often the citizens of the host country who are 

caught in the middle.   

This chapter is divided into four parts.   Section 10.2 will return to the 

research questions and explore the theoretical implications of the findings.  

Section 10.3 will discuss the original contributions to knowledge and, 

following this, Section 10.4 considers the limitations and critical reflections on 

this research project which may prove helpful for future research.  Finally, 

section 10.5 will examine the wider implications and policy recommendations 
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for other developing countries derived from the findings and lessons learned 

from this case study.    

10.2:  Research findings and the implications  

This thesis outlined five main research questions.  The findings from these 

research questions and the wider implications will be explored here. 

How is India selling itself to investors and what are possible 

implications for social welfare that are likely to flow from the Indian 

government’s investment strategy? 

Investment is crucial to economic development (Moran et al., 2005) and 

governments compete vigorously to induce business to enter or expand 

investment into their domestic markets.  The need for investment propels 

states to make domestic environments, social and economic, conducive to 

the needs of business (see section 2.2.2, 3.2, 3.6) (Thomas, 2011).  Through 

structural and agency power, developing countries experience direct and 

indirect pressure from business to frame policies with real and/or perceived 

business preferences such as low tax rates, financial subsidies and lightly 

regulated environmental and labour laws (section 3.2) (Thomas, 2011; Hill et 

al., 2013; Farnsworth, 2010).  However as this thesis has made clear, the 

ability of business to dictate policy outcomes is variable as there are factors 

that serve to promote and constrain business influence (Farnsworth, 2010; 

Hacker and Pierson, 2002; Bell and Hindmoor, 2013).  For example, the 

concepts of ‘mass politics’ and ‘elite politics’ whereby the government 

hesitates to go against the concerns of its citizens when political issues are a 



362 
 

high concern to the majority of its constituents (Murali, 2010; Varshney, 

1998) (see section 4.2.2, 6.3, 6.4) are of particular relevance here.  All of 

these factors come to the forefront when governments attempt to construct 

investment strategies and policies to ‘sell’ themselves to investors and entice 

FDI (section 3.7) (Thomas, 2011; Farnsworth, 2010; Chang, 2003).  What 

makes this process paramount is that the benefits of FDI do not 

automatically accrue and states need to carefully construct strategies and 

policies that can extract the potential benefits while mitigating for 

disadvantages (OECD, 2002, 2008; ILO-OECD, 2008) (see section 2.4, 3.7).  

More importantly, there are serious implications for the social welfare of 

citizens that are contingent upon the type of investment sought, the 

inducements offered to investors and the protections afforded within 

investment policies (Farnsworth, 2010; Thomas, 2011; Moran and Oldenski, 

2013).      

Analysing India’s investment bureaux revealed that India is adopting a two-

pronged strategy to entice FDI (section 6.2).  It is clear from promotional 

segments on these bureaux that it is targeting market seeking and service 

sector FDI by advertising highly skilled and English speaking labour as well 

as the burgeoning purchasing power of its middle and upper classes. 

However, the government is also employing functional strategies that 

promote abundant and cheap labour.  Enticing investment based on 

abundant and cheap labour runs the risk of keeping wages at depressed 

levels.  For example,  efficiency seeking firms which engage in high 

competition to save costs will be attracted to host countries with abundant 

and cheap labour but these firms are most associated with a race to the 
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bottom in terms of working conditions and wages (see section 3.5) 

(UNCTAD, 2006).  Investment bureaux analysis also revealed a recent 

concentration on and promotion of manufacturing investment.  This indicates 

a change in priority and strategy from service sector predominance to 

manufacturing.  However in this case, the government is enticing 

manufacturing investment with relaxed labour laws and financial incentives.  

Thus the government’s overall investment strategy appears polarised in 

trying to attract high end service sector FDI with skilled labour and 

purchasing power to suit the middle class and FDI with liberalised labour 

laws and low wages to suit the lower classes.   

The wider implication here is that this strategy will likely increase the dualism 

or “two track society” (Dreze and Sen, 2011) within India’s population.  By 

increasing the dualism and polarity within labour markets, this strategy may 

further increase the inequality and social tensions, two major social 

consequences of current investment patterns reported by elite policy 

stakeholders (see section 7.2).  The government appears to be trying to 

apply a ‘quick fix’ to the problem of insufficient manufacturing employment 

and FDI (see section 7.2), however, doing so with relaxed labour laws may 

create more insecure employment with poor working conditions, two 

conditions unlikely to create the pro-poor growth that India needs (see 

section 7.2).   

These findings were reinforced by the case studies presented in Chapter Six 

(section 6.3).  On the one hand the MBRT policy is targeting market seeking, 

service sector FDI with the escalating purchasing power of the middle and 
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upper classes.  The policy, it is argued, will modernise the retail sector, 

expand consumer choice and lower prices.  However, critics argue it will do 

so at the expense of the livelihoods of millions of small retailers and farmers, 

two socially disadvantaged groups in India.   

The NMP is an example of the government’s strategy to attract 

manufacturing investment.  This policy which is promising inclusive growth 

and increased employment opportunities to semi and unskilled labourers by 

offering investors liberalised labour laws and hire and fire policies within 

State provided, self-regulated autonomous manufacturing zones.  As found 

in Chapter Six (section 6.3.2) there is a risk that the liberalisation of labour 

laws in the NMP will create insecure and hostile work environments.  

The two policies contrast each other in the level of afforded social 

protections.  The Indian government implemented several stipulations into 

the retail policy to ensure greater positive spillovers and protection from 

investment.  Business groups have criticised the policy as being too 

demanding to attract investment.  It was argued that because the retail policy 

was very politically contentious and a ‘mass politics’ issue in India that 

business influence into the policy’s outcome was limited and protections 

were needed to ensure more confidence from the public.  The National 

Manufacturing Policy, on the other hand, afforded business associations all 

of their policy preferences.  The NMP is the first investment policy in India 

whereby national labour protections have been curtailed.  The lack of 

protections may have resulted because the policy did not draw the same 

level of public attention; it did not become a ‘mass politics’ issue (Varshney, 
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1998; Murali, 2010) and business was afforded more influence in the policy’s 

outcome.  Furthermore the government may have felt the need to provide 

incentives in the form of relaxed labour and environmental regulations to 

compensate for the other factors thwarting manufacturing investment.  

A major implication to these findings is that investment policies matter; they 

can have wide ranging and direct impact on the social welfare of workers and 

citizens.  In one respect, the findings illustrate that public engagement can be 

important in forcing the government to listen to the concerns of citizens as 

opposed to those of the business community.  However, in another respect, 

the findings here also illustrate that constructing policies that balance the 

needs of citizens, workers and business can be difficult to manage. The 

recent divestiture of FDI from the retail sector in India (UNCTAD, 2014) also 

illustrates that business will express displeasure by withdrawal from domestic 

markets if policies and investment climates become too demanding and 

uncertain.   

There are wider social implications that arise specifically from the NMP.  The 

most visible social policy concern is the future possibility and, perhaps, 

inevitable manifestation of labour market reform at the national level.  Murali 

(2010) argues that a key constraint to business influence in labour reform is 

Indian coalition politics, the fragmented decision making and the lack of 

consensus that coincides with the multiple political agendas of a coalition 

government.  However, in 2014 one political party, the BJP, won an 

overwhelming electoral majority at the national level.  This is the first time in 

35 years that India does not have a coalition government.  The BJP is known 
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for their “industry-friendly” stance and thus there are concerns that labour 

regulations will be curtailed (Mander, 2014).  This raises an important 

question:  If the curtailment of labour protections within the NMP is the first 

step towards national reform, will a more inclusive and efficient system of 

social welfare be implemented prior to reform?  The majority of respondents 

agreed that there is an urgent need for labour reforms but reforms that 

ensure more efficient protection of workers and not simply curtailment of 

existing protections (see section 7.3.3).  As one participant explained, the 

labour reforms debate often focuses on how labour laws are hindering 

business rather than how they are failing to protect workers.  As Harsh 

Mander (2014), noted Social Worker and activist argues: “India needs to 

amend its labour laws not destroy the weak safeguards that exist now but 

strengthen them.”    

 

Why do elite policy stakeholders feel India has attracted the type of FDI 

it has and what do they believe are the main social and developmental 

consequences that have resulted from the FDI India is attracting?   

TNCs basic motivations to internationalise operations is either to better 

exploit their existing competitive advantages or protect or increase their 

advantage (Dunning, 2002, 2008; UNCTAD, 2006).  FDI may be market 

seeking, efficiency seeking or resource seeking (see section 3.5).    Different 

types of FDI bring different capabilities to bring potential advantages and 

disadvantages (OECD, 2008; Rao and Dhar, 2011b; Forsgren, 2013).   
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Data from interviews and analysis from investment bureaux uncovered that 

the government is actively attracting market seeking and service sector FDI. 

From my interviews with elite policy stakeholders, it was revealed that India 

had high inequality at the time of economic liberalisation and a middle class 

with burgeoning purchasing power which attracted market seeking and 

service sector investment.  The government also provided IT parks which 

saved investors the hassles of acquiring land and other hurdles associated 

with greenfield investment. 

From my interviews with elite policy stakeholders, it is clear that there is a 

misalignment between the types of investment India is receiving and the 

types of investment that might bring greater benefits to the country.  Service 

sector led growth coupled with the stagnant manufacturing sector and 

unproductive agricultural sector has stunted the structural transformation of 

employment in India. This is particularly problematic as the majority of India’s 

population are situated in an unproductive agriculture sector with little 

opportunity for livelihood transition as the service sector requires a threshold 

level of skills and education that most in India do not possess.  Interviews 

with elite policy stakeholders relayed explicit concern that those transitioning 

out of agriculture with semi and low levels of skill were being forced into the 

informal realms of the service sector where employment is unstable and 

working conditions are poor.   

Elite policy stakeholders consistently revealed that India’s investment pattern 

of attracting predominately market seeking and service sector FDI (and 

insufficient manufacturing FDI) was linked to four main social and 
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developmental consequences: the majority of the population with lower 

levels of skill are excluded from productive employment, economic growth is 

not reaching or helping the poor, it is increasing inequality and increasing 

social tensions.  

There are two wider implications of these findings.  First, economic growth 

should not be the end goal itself; rather, growth needs to be associated with 

economic inclusion for all so that the benefits of economic growth reach 

those who need it most.  Economic growth needs to create sufficient 

employment opportunities for decent and productive work so that the 

structural transformation of the workforce can occur.  Second, FDI alone will 

not necessarily provide a solution to a country’s developmental problems. 

Elite policy stakeholders, both liberal market and human rights oriented 

revealed a clear perception that FDI will not fix a country’s development 

problems.  It will not ‘fill in the gaps’ or substitute the hard work needed for 

sustainable and inclusive growth.  As the OECD (2002) concludes, FDI can 

act as a catalyst for a country’s strengths and weaknesses, magnifying its 

advantages and its problems.  India has strength and comparative 

advantage of a wealthy middle class and highly skilled, English speaking 

labour and FDI is exploiting these resources and bringing employment 

opportunity, economic growth and an increased range of products to India’s 

middle class.  India’s weakness is its inequality with a large share of its 

population with lower levels of skill that are excluded from productive service 

sector employment.  FDI appears to magnify this inequality by providing 

opportunity for the minority but not the majority.  Furthermore, the OECD 
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(2002) concludes in Foreign Direct Investment for Developing Countries:  

Maximising Benefits, Minimising Costs (p.22): 

FDI-induced economic change may produce some adverse 

distributional and employment effects in the host country.  Both 

categories of problems should be temporary, but they can be 

prolonged and aggravated in the absence of appropriate policy 

responses.   

There is a clear risk that FDI may be heightening the adverse distributional 

effects India is experiencing such as a widening of class polarisation and 

deepening of inequalities, however, policy responses are needed to mitigate 

such effects.  Policies such as universal access to quality public education 

and skill training are needed and are further explored in an upcoming section 

(section 10.5).   

 

Do elite policy stakeholders believe that the Indian government is 

balancing the needs of business and citizens in its development 

strategy or is one prioritised over the other?  

Both citizens and businesses are dependent upon the state for needed 

provisions to function and thrive (Gough, 1979; Glasberg and Skidmore, 

1997; Farnsworth, 2012) (see section 3.6).  Farnsworth (2012, p.3) argues 

that it is helpful to contemplate welfare provision as a “continuum of need 

satisfaction” whereby social and corporate welfare are located at the extreme 

ends.  How host governments balance the needs of business and its citizens 
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and where they position policies along on the welfare continuum will help 

determine the impact of FDI to the citizens of a host economy.   

Elite policy stakeholders revealed an inclination of the government to 

prioritise the creation of high GDP over the creation of social welfare 

development. Every respondent discussed India’s lack of social welfare 

provisions and one respondent characterised social provision as an ‘add on’ 

or appendage to the economic policy (section 7.2).   The wider implication in 

prioritising GDP growth over social welfare is that the state has failed the 

majority of its citizens in the development of the social capital needed to 

compete in formal market opportunities.  One respondent stressed that social 

capital, in India, is derived from the individual’s capacity to invest in 

education and healthcare and this is something the middle classes can afford 

and lower classes cannot.   

By investigating the third research question, the nature of the Indian 

government-business relationship was explored.  The Indian government 

now pursues “a business led development” plan at the expense of everyone 

else’s needs, according to one respondent.  The favouring of economic 

growth over social welfare may have derived from the Indian government–

business relationship and the increased access to policy-making acquired by 

business since economic liberalisation, as discussed in Chapter Eight 

(section 8.2).  Kohli (2012) argues that the shift in development priorities to 

suit business needs has stymied the redistribution of economic growth as 

policy priorities towards the needs of the underprivileged are not facilitated or 
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promoted by business.  This is a major implication of the growing influence of 

business over the policy decision making in India.   

A further implication that arises from the increasing collusion of the state and 

business is the incidence and occurrence of corporate crime and state- 

corporate crime.  As explained in Chapter Three (section 3.3.3 and 3.3.5) 

corporations often have rationalisations and neutralisations ingrained in the 

corporate culture that facilitates the partial and selective adherence to 

regulations (Benson and Simpson, 2015, 2009; Clinard and Yeager, 2006, 

1986).  When the state and business share goals that would be hampered by 

regulation, the state may facilitate corporate criminal behaviour, undertaking 

what Kramer et al (2002) argue is state-corporate crime (see section 

3.3.5.4).  The empirical findings (section 6.3.2, 7.3.3) reveal that labour laws 

are being blatantly broken by business and that the state is complicit in this 

crime by not enforcing labour laws.  Additionally, elite policy stakeholders 

discussed the exploitation of child labour by TNCs in India (see section 9.5). 

There are widespread consequences of corporate crime and state-corporate 

crime.  It is argued that the political and economic power of corporations 

provides protection or a ‘corporate veil’ to conceal criminal acts (Lilly et al, 

2015).  This level of secrecy or non-transparency increases exponentially 

when the state is complicit in corporate harm and crime.  The government is 

the institution that is supposed to regulate corporate behaviour and ensure 

national legislation is followed.  When the state is complicit, facilitates or 

initiates corporate crime, there is a complete lack of accountability.  In this 

case, civil society can demand accountability from the government and 
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corporations.  Issues of the growing collusion between the state and 

business, as well as corporate crime and state-corporate crime needs to 

become a ‘mass politics’ issue where citizens make it politically unacceptable 

for the government to collude with corporations in harmful and criminal ways.  

This is currently happening to an extent in India.  In 2012 there was a large 

anti-corruption movement in New Delhi.  The movement has gathered 

momentum and in February 2015 the anti-corruption political party, Aam 

Aadmi Party (AAP), led by anti-corruption activist Arvind Kejriwal swept the 

Delhi state elections (Biswas, 2015).  While only a start, it is a hopeful step in 

the right direction for curbing state-corporate crime and corporate crime.                       

 

Do elite policy stakeholders perceive the government’s FDI policies to 

be effective in minimizing the negative effect of TNCs while maximising 

benefit to its citizens and economy?    

FDI is capable of bringing a range of costs, harm and crime as well as 

opportunity and benefit (see section 2.4).  The OECD (2002) stresses the 

importance of effective national policies in mitigating negative effects and 

maximising benefits (see section 3.7).  Chapter Eight (8.4) investigated 

respondents’ views regarding FDI policies and the government’s ability to 

construct effective policies to minimise disadvantages and maximise 

benefits.  Respondents’ were equally as pessimistic towards the ability of 

India’s FDI policies to mitigate harm and promote benefit as they were of 

India’s social policies to do so.  In congruence with the Indian government’s 

priority for high GDP above all else, respondents indicated the government 
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pursued FDI “come what may” as “FDI will cure all”.  These inclinations have 

led the government to privilege the quantity of investment over quality and 

the quality, respondents argued, is most important.  Some respondents 

reported problems with incorporating recommendations from think tanks into 

the policy and others stated that there were social protections within the 

investment policies but they were not being implemented on the ground.  

Several respondents commented on the discord within Parliament that 

hindered the approval of needed policies resulting in a policy paralysis within 

India.     

It was made clear in Chapter Seven (section 7.4) that elite policy 

stakeholders criticised the ways in which FDI is accessing Indian markets 

and participants linked these problems to India’s ineffective FDI policies.  

Several respondents spoke of the high levels of brownfield investment and 

round-tripping investment to India which is underrepresented in India’s 

official FDI statistics.  Brownfield and round-tripping were viewed, at best, as 

less beneficial than greenfield investment in delivering positive spillovers and 

at worst, a predatory form of investment with the intent to monopolise 

markets.  Private equities from institutional investors are an important source 

of FDI to India and a significant source of capital for the government in trying 

to finance its current account deficit.  It is criticized, by some, as being much 

closer to portfolio investment and incapable of bringing the positive spillovers 

that traditional FDI, arguably, can bring.  For others, it was a speculative form 

of capital that was adding instability to the economy.  The high level of M&A 

was of particular concern for the pharmaceutical sector where many of 

India’s domestic companies are being acquired by Global Pharma.  Many 
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participants discussed the worry that generic medications would be removed 

from the market causing a direct impact on access to affordable medicines.  

The large occurrence of acquisitions may also thwart the ability to use the 

flexibilities afforded in TRIPS legislation to manufacture life-saving 

medication prior to patent expiration as this will not be in the interest of 

Global Pharma.     

There are two wider implications derived from these findings.  First, what is 

clear from my interviews is that not all FDI is alike or equally beneficial to 

host countries (see sections 7.2, 7.4).  Elite policy stakeholders 

demonstrated clear opinions that different types of FDI carried different 

possibilities and policies were crucial to minimising negative consequences 

and maximising benefit.  Every respondent explained that FDI could be 

useful if it provided jobs, technology and other helpful spillovers; no one 

thought FDI should be restricted in all sectors across the board.  However, 

just as economic growth should not be the end goal in itself, neither should 

FDI.  The second implication is that the stakes can be very high regarding 

FDI.  Risks of harm can be much more detrimental than technology or 

managerial skills failing to spillover, issues of public health and access to 

medicines can hang in the balance, as explicated by respondents.      

 

What spillovers, both positive helpful and harmful, do elite policy 

stakeholders feel TNCs are bringing to the citizens, workers and local 

economies? 
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FDI is often purported to spur economic growth and decrease poverty; make 

domestic industries and firms more competitive and productive; facilitate 

technology transfer and create employment opportunities, often of high 

quality with higher wages (Borensztein, 1998; OECD, 2002; Nunnenkamp, 

2002; Moran et al, 2005) (see section 2.4).  Obtaining positive spillovers is a 

large reason why developing countries seek to attract FDI.  However, as 

observed, the empirical evidence for FDI and positive spillovers conclude 

that there are no universal relationships (Nunnenkamp, 2002; OECD, 2002; 

Lipsey and Sjoholm, 2005; Moran et al, 2005). Nevertheless, despite the 

wide-ranging variability in spillover studies, “policy makers seem to have 

made their own judgements that inward FDI is valuable to their countries” 

(Lipsey and Sjoholm, 2005, p. 23) and pursue FDI with vigour.    

Analysis of the spillovers revealed a mixed picture in terms of both benefits 

and costs brought to India from FDI.  In line with previous empirical 

discussions (6.2, 7.2), India’s current growth pattern which includes the 

increase in FDI following economic liberalisation is catering to the middle 

class consumer and employment needs.  In the higher productivity service 

sector realms, for example, FDI has increased opportunities and wages.  It 

has also helped to deepen India’s capital markets which India’s business 

class can access and benefit.  Several respondents listed increased 

proficiency in management techniques as one helpful spillover from TNCs in 

India.  In regards to direct spillovers of knowledge or technology, on the 

whole, elite policy stakeholders did not feel India had gained much from FDI 

in these respects.  In general, it was remarked by participants that FDI does 

not appear to bring much benefit for those in the lower social classes.  
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What’s worse, it is bringing costs such as land displacement and lower levels 

of global value chains which are rife with poor working conditions and 

exploitation.     

The theoretical implication here confirms that the benefits of FDI are not 

automatic or universal.  Furthermore, responses from participants were 

sometimes conflicting demonstrating that spillover research can be 

ambiguous and subjective.  As mentioned above, these findings indicate a 

need for effective policies to ensure the benefits are extracted and harms 

mitigated.    

These then are the research questions and the implications of the findings.  

The following section will discuss the original contributions to knowledge that 

are informed by this research.   

10.3:  Original contributions to knowledge 

The empirical findings of this research make an original contribution to 

knowledge by confirming and extending a range of academic theories.  The 

contributions are outlined here.  

The empirical findings of this thesis add to theories which contend the 

benefits to developing countries from FDI are far from automatic and there 

do not appear to be any universal guarantees of positive spillovers (OECD, 

2002, 2008; OECD-ILO, 2008; Moran et al, 2005; Nunnenkamp and Spatz, 

2004; Dunning, 2002, Lipsey and Sjoholm,2005; Moran et al, 2005 ).  My 

findings add to the inconclusiveness and contradiction that is present in FDI 

research (see section 2.4).  The interviews from this sample demonstrated 
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conflicting opinions with several of the opinion that India has given more in 

concessions to foreign investment than it has gained in direct spillovers.  On 

the other hand, other respondents, in particular, ones from Indian business 

associations indicated indigenous companies have gained much from FDI.    

Lipsey and Sjoholm (2005) and Gore (2000) argue that despite concrete 

evidence that FDI does much for development, developing country policy 

makers have made up their minds that FDI is key to fulfilling many 

development needs and that looking to global markets for development 

solutions is the way development ‘should’ occur.  A similar argument concurs 

‘there is no alternative’ (TINA) to globalisation and open global markets 

(Chang, 2003, 2014; Stiglitz, 2006; Newell, 2002) (see section 2.2.3, 2.5).  

The empirical findings here confirm this argument.  The majority of 

participants from this sample felt the Indian government believes whole 

heartedly in the power of FDI to solve its development needs and this 

investment must be sought “at all costs” and “come what may” regardless of 

the harm and costs it may bring.  Many participants felt the government’s 

vigour to attract FDI has resulted in reckless and maladapted policies that 

are neither capable of mitigating negative consequences or extracting 

potential benefit from FDI.     

The findings of this thesis add to academic debates which contend that 

mainstream development thinking continues to prioritise economic growth 

and the needs of private capital over social welfare (Marques and Utting, 

2010; Farnsworth, 2010) which is conceptualised as an ‘add on’ to future 

economic development (Mkandawire, 2004).  The majority of the elite policy 
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stakeholders in this sample stated the Indian government firmly believed in 

the strategy of ‘trickle down economics’ whereby if the economy grows at a 

certain rate then poverty will abate.  Participants reported that the Indian 

government’s development strategy is to attain high GDP growth and while 

market led development and social welfare are often both present at the 

policy level, there is “a constant tension between the two” with market led 

initiatives being emphasised and “implemented more at local levels.”   In line 

with mainstream development thinking, participants felt the Indian 

government conceptualises social welfare development as an ‘add on’ to 

economic development and this was resulting in fragmented social welfare 

policies and provisions in India.     

The empirical findings here verify debates that social welfare is a productive 

factor, necessary for sustainable economic development and for employment 

growth (Morel et al, 2012; Keynes, 1936, 1980; Gough, 2000; Kwon, 2014; 

Dreze and Sen, 2013) and that ignoring social welfare can hurt investment 

opportunities (Farnsworth, 2012).  The lack of social welfare is directly tied to 

four main consequences which have stifled sustainable economic 

development and manufacturing investment:  the exclusion of the majority of 

the population from skilled and productive employment opportunities, 

constriction of demand for manufacturing products, the lack of skills needed 

for a competitive manufacturing sector and inflexible and complicated labour 

laws.  

First, participants agreed that the service sector investment is catering to the 

middle class who are skilled due to their capacity to invest in their human 
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capital development.  The majority of the population, however, fall below the 

middle class and do not have the skill level to participate in the available 

productive market opportunities.  Dreze and Sen (1995) maintain that the 

structural inequalities in India were very extensive prior to economic 

liberalisation and, thus, when the markets opened, only a segment of the 

population could take advantage of the expanded market opportunities when 

they arrived post 1991.  Responses from my interviews confirmed this 

finding.   

Second, elite policy stakeholders explained that embedded structural income 

inequalities greatly narrowed India’s domestic markets as the suppression of 

real incomes for a large share of the population decreased the demand for 

goods and, in particular, manufactured goods.  The constricted pattern of 

demand also helped to propel the service sector as the increased incomes of 

the middle and upper classes who were able to participate in the high end 

growth segments of the market after liberalisation, resulted in their 

diversification of demand in favour of services (Ghosh, 2004, 2010; 

Mazumdar, 2011).   

Third, elite policy stakeholders listed lack of skills in the labour force as 

holding back the manufacturing sector.  Skill deficiency is directly tied to lack 

of quality public education.  Fourth, rigid labour laws were also argued to 

play a role in the stifling of manufacturing FDI.  It was argued by elite policy 

stakeholders that labour laws could be effectively amended to better protect 

workers and provide flexibility to employers if social security was afforded to 

workers.  Thus by prioritising economic growth and high GDP over social 
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welfare, the government has hurt the needs of investors as well as its labour 

force.         

The findings here, on one hand, negate structural transition theories but, on 

the other hand, confirm the importance of structural change in economic 

growth.  Historically, economic development and structural change entailed a 

linear transition from agriculture to manufacturing to a service sector-

dominant economy (Lewis, 1955; Kuznets, 1966; Cameron, 1993) (see 

section 4.3.1).  As economies develop, the theory holds, the agriculture 

sector’s productivity decreases and the shift of workers from agriculture to 

manufacturing increases growth, as productivity in the manufacturing sector 

is typically higher than agriculture (Cameron, 1993; Krueger, 2007).  This 

shift to manufacturing in turn promotes the productivity in the agriculture 

sector as surplus labour is absorbed (Cameron, 1993; Krueger, 2007; 

Mazumdar and Sarkar, 2008).  In time, labour begins to shift to the service 

sector along with a demand for services after a prolonged period of an 

industrial- dominant phase of development (Lewis, 1955; Kuznets, 1971; 

Papola, 2006).  However, India has not experienced a prolonged period of 

manufacturing led economic growth.  Respondents described India’s growth 

trajectory as having bypassed, or “leapfrogged,” the industrial-dominant 

phase of structural change and transitioned from agriculture to a service 

sector-led economy.  The findings here suggest a country’s development 

does not necessarily have to follow the three step linear transition to achieve 

economic growth.  However, the sustainability of India’s economic growth 

from a skewed service sector development model was repeatedly questioned 

by participants.  What was made clear by participants was that the lack of 
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structural transition in India’s employment was a main cause of economic 

exclusion for the majority of the labour force.  Thus the findings confirmed 

the importance of structural transition in employment.   

The empirical findings of this thesis confirm and extend debates concerning 

business power and its ability to influence and shape public policies.  

Participants in this sample concurred with Murali (2010) that businesses in 

India have direct access to policy-making in India and this access has 

become more palpable since economic liberalisation (see section 3.2, 8.2).  

In line with Fuchs (2005) and Farnsworth (2004, 2010) business power in 

India assumes different forms such as structural and agency forms but is 

variable in dictating policy outcomes.  Whereas some research (Pierson, 

1995; Vogel, 1996; Hacker and Pierson, 2002; Farnsworth, 2004) concludes 

that the ability of business to influence policy outcomes is variable across 

time and space, the empirical findings here found it can be variable within 

roughly the same time period and within the same country.  Farnsworth 

(2004, 2010) lists five factors that serve to promote or constrain business 

influence and this thesis analysed two investment policies whereby four of 

the five factors were constant, yet the outcomes of the policies in regards to 

the level of social protection afforded are very different.  It was the fifth factor, 

the relative power of other actors who have a vested interest in the outcome 

that appeared to make the difference in the level of business demands that 

were conceded within the policies.  Here, the empirical findings affirm 

Murali’s (2010) and Varshney’s (1998) conclusions that business influence 

on policy construction is influenced by the level of mass political appeal that 

is drawn to the issue.  Participants in this sample reported they felt the 
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government will not take unpopular decisions that may hurt them in 

upcoming elections.  For one of the investment policies analysed, the MBRT, 

it was a mass concern to much of the population and sparked widespread 

protest and condemnation for opening the multi-brand retail sector to FDI.  

For this policy, several conditions and stipulations were implemented into the 

bill to ensure better social protection.  The second investment policy, the 

NMP, did not become a mass political issue and, it is argued, the policy 

afforded business all of their requests and demands including the curtailment 

of national labour laws within manufacturing zones.  

The empirical findings here confirm and in one instance extended 

criminological and sociological theories of corporate crime, state and state-

corporate crime.  Specifically, the empirical findings as well as the research 

literature reveal that businesses, by and large, are not abiding by labour 

regulations in India (Sharma, 2006; Nagaraj, 2004; Bhattacharjea, 2006) 

(see section 6.3.2, 7.3.3).  Respondents from this sample, in particular ones 

from business associations, conveyed opinions that Indian labour laws are 

cumbersome, complex, rigid and are thwarting investment and growth.  This 

confirms Clinard and Yeager’s (2006, 1980) and Benson and Simpson’s 

(2015, 2009) theories of rationalisations and neutralisations ingrained in 

corporate culture whereby it is believed regulations can be adhered to 

selectively.   

It is also argued here that the widespread negligence of the Indian 

government to enforce labour regulations is also an example of state-

corporate crime as postulated by Kramer et al (2002) (see section 3.3.5.4).  
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Furthermore, it is argued that the empirical findings reveal that the state may 

have evolved from a position of state-facilitated corporate crime by not 

enforcing labour laws to state-initiated corporate crime with the 

implementation of the NMP in which labour laws are curtailed (see section 

6.3.2, 6.4).  Working conditions in manufacturing units where labour laws 

should be applicable were described by participants as exploitative and even 

violent.  Thus, this thesis questions whether exploitation will increase as a 

result of the liberalisation of labour laws within the Manufacturing Zones 

established by the National Manufacturing Policy.  Should this occur, the 

deviance resulting from curtailed labour laws is at the direction and initiation 

of the state and its policy, thus, it could be argued to be an implicit act of 

commission according to Kauzlarich et al’s (2003) continuum of complicity 

(see section 3.3.5.4).  This empirical finding would be an extension of 

Kramer et al’s (2002) theory of state-corporate crime.  Kramer et al (2002) 

divided state-corporate crime into two types but did not postulate that the 

state could evolve or transition from one position to another.  Bruce and 

Becker (2007), however, did find that the state emerged from initiator to 

facilitator in their research.  However, the empirical findings here 

demonstrate that the state can also evolve from facilitator (not enforcing 

labour laws) to initiator (devising a policy that could increase harm and 

exploitation to workers).  

Empirical findings here also concluded that seed TNCs are committing 

corporate crime by bonding children to labour, thus, violating two pieces of 

national legislation:  the Bonded Labour Act as well as the Juvenile Justice 

Act.  The bonding of child labour to seed TNCs confirmed criminological and 
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sociological theories of corporate crime, specifically, theories relating to 

organisational culture, criminogenic opportunity and rational choice (see 

section 3.3.5, 9.5).  The empirical findings regarding seed TNCs support 

Benson and Simpson’s (2015, 2009) opportunity perspective which outlines 

three characteristics that make criminogenic opportunity more viable (see 

section 3.3.5.2).  Specifically, the findings conclude that TNCs have 

legitimate access (first characteristic) to very poor rural areas where many 

families are financially desperate.  Second, seed TNCs are spatially 

separated from their victims (second characteristic) as they hire local seed 

farmers to contract and bond the children to the labour.  Third, the TNCs 

have a superficial appearance of legitimacy (third characteristic) in that child 

labour does not violate Indian law; however, bonding children to the work is 

against the law.   

These empirical findings regarding seed TNCs further validates Paternoster 

and Simpson’s (1993) theory of corporate crime as a rational choice (see 

section 3.3.5.3, 9.4).  One respondent who is an expert in the field and has 

worked with seed TNCs in regards to child labour indicated that they have 

weighed the costs of employing adults with the benefits of not complying with 

national legislation and decided complying with the law is too costly and 

would damage profits.  The respondent also stressed that seed TNCs have 

not internalised that children should not be exploited and, according to 

Paternoster and Simpson (1993), this would suggest the seed TNCs have 

adopted situational rules-in-use that legitimise their deviance.  Other aspects 

of Paternoster and Simpson’s (1993) theory are also confirmed by my 

findings:  seed companies move production where they perceive formal and 
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informal penalties will be weak, they will not experience a loss of self-respect 

and have broken the laws in the past.  Furthermore, my empirical findings 

regarding seed TNCs also confirm criminology theories of organisational 

strain (Messner and Rosenfeld, 2012; Benson and Simpson, 2009; Yeager 

and Simpson, 2009) in that local farmers working for TNCs are the least 

resistant to stop using child labour whereas local independent farmers were 

more willing to desist in using child labour.  This suggests that the farmer 

involved in TNCs experience greater organisational strain and possibly 

anomie (Messner and Rosenfeld, 2012; Passas, 2010).     

This thesis’ empirical findings also argue that child exploitation by seed 

TNCs is the result of corporate crime as well as state crime (Rothe, 2011; 

Rothe and Friedrichs, 2006) as the state is failing to eliminate violations of 

the Bonded Labour Act or Juvenile Justice Act.  

Having outlined the contributions to knowledge, the proceeding section will 

discuss the limitations of this research.  

10.4:  Limitations of the research   

While the strengths and the justifications for the thesis are outlined in the 

Introduction (see section 1.3), this section will explore the limitations of this 

research project.  One limitation is the lack of corporate perspective or 

‘corporate voice’ in the empirical findings.  The range of economic and social 

costs and benefits to India and its citizens from FDI is determined here by 

stakeholders’ perceptions as well as documentary and policy analysis, 

however, the perceptions and perspectives from the TNCs operating in India 
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are missing.  As stated in the Methodology (section 5.7) the initial research 

strategy intended for interviews with TNCs in India to explore how their 

investments have helped or harmed local communities and economies.  

However, I was unable to obtain interviews with TNCs.  I was able to access 

business associations but it was explained to me that TNCs had their own 

associations through which they work and lobby.  These associations are 

usually located in the host country of the TNC.  Thus, the US India Business 

Council is located in the United States.  By speaking with TNCs, I was 

hoping to obtain data regarding CSR activities and the corporate perceptions 

of how they are contributing to India’s development.  One way to 

compensate for lack of interviews with TNCs would be to access and analyse 

TNC corporate and CSR reports and include this analysis in the empirical 

findings.  Future research could benefit from adding this perspective to the 

research design.   

One reason corporate and CSR reports were not included in the empirical 

findings here is due to lack of available space.  This leads to another 

limitation of this research project:  the scope and variables analysed here are 

rather wide and expansive.  Future research projects investigating these 

issues may benefit from narrowing the scope and tightening the number of 

variables examined.  For example, a project could concentrate solely on 

working conditions or wages within one or two specific sectors.  In having a 

more narrow scope, the project would have more specific conclusions which 

could lead to more specific policy recommendations.  This thesis, on the 

other hand, investigated social and economic costs and advantages in 

general and this was done intentionally as I wanted to gain an overall 
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perspective or picture.  The benefits of a broad perspective are that it can 

lead to a wide range of implications for social welfare and social policies.  

However the wide ranging scope produced a breadth and volume of data 

that, at times, felt unmanageable.  The amount of data gathered in India 

essentially curtailed the ability to include a corporate perspective or analysis 

of corporate reports.   An alternative to this research design would be to 

delve deeper into fewer variables.         

The final section in this chapter will address the wider implications of this 

research project to other developing countries.   

10.5:  Policy recommendations 

As explained in the Methodology Chapter (section 5.3) case studies are 

driven by a curiosity towards a problem, examination of the problem and a 

framework of possible solutions (Baxter and Jack, 2008).  The essential 

problem investigated here is corporate harm derived from FDI to developing 

contexts and possible solutions include policies that can serve to mitigate 

disadvantages and maximise benefits.  Also, as explored in the 

Methodology, this thesis is an intrinsic case study as it focuses solely on 

India in the empirical analysis.  However, it does have elements of an 

instrumental case study (Stake, 1995; Silverman, 2007; Berg, 2007) as the 

intent is to provide insight into the larger issues of the costs and benefits of 

FDI to developing countries.  Given this, what are the lessons learned from 

this research that can serve as policy recommendations for India as well as 
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other developing countries?  I will relay the main lessons learned here in the 

form of policy recommendations.   

One of the main perceptions reported by respondents is that India now has a 

very successful and competitive domestic business class.  There were 

varying opinions as to how much this was derived from competition with and 

spillovers from FDI.  However, one factor clearly involved in the building of its 

domestic business industry is the way in which India implemented economic 

liberalisation.  India undertook a gradual liberalisation, opening sectors 

slowly and raising ceiling caps in a steady and measured manner.  It was 

explained by several participants that India opened its markets “at the right 

time” when the domestic business class was capable of engaging in 

competition with TNCs.  Although respondents heavily criticised the Indian 

government’s ability to implement effective policies, the ‘gradualism’ (Rao 

and Dhar, 2011b) of its liberalisation clearly succeeded in enabling certain 

domestic businesses and sectors to ‘catch up’ and become the competitive 

global businesses they are today.  This gradual approach was very different 

to the ‘shock doctrine’ employed in other developing countries in Latin 

America (Klein, 2001) where everything was liberalised at once, all controls 

removed which led to major financial crises in several of these countries 

(Stiglitz, 2002).  Thus, the first recommendation underscores the need for 

gradualism in economic liberalisation.  Similarly, a further recommendation 

stresses the importance of sequencing and pacing when opening to global 

markets.  Several respondents stated India had often failed in this regard and 

opened sectors without ensuring the appropriate safety nets and regulatory 

frameworks were in place.  However, to India’s credit, its capital controls 
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have remained largely intact and this greatly insulated its financial sector 

from the more devastating impacts of the global financial crisis of 2008 

(Rodrik, 2011).  Thus, learning from India’s mistakes and successes in 

regard to its liberalisation programme advances the recommendation to give 

considerable forethought and attention to matters of sequencing and pacing. 

Another lesson learned here, albeit largely from India’s mistakes serves to 

negate the hypothesis of ‘trickle-down’ economics.  Although neoliberal 

economists argue the opposite, the evidence obtained here is that while 

economic growth may occur, this does not assure pro-poor growth will occur.  

In fact, as one respondent stated, “We now know wealth trickles up.”  India 

has achieved high rates of GDP growth but the majority of its population are 

not benefitting from this economic growth.  The recommendation that follows 

is to pursue pro-poor economic growth not ‘trickle-down’ growth.  In doing 

this, three recommendations are derived from Ghosh’s (2011) comparison of 

poverty reduction in India and China.  First, policy makers need to ensure 

economic growth is not associated with growing inequalities and that the 

benefits of growth are reaching and helping the poor.  Secondly, policy 

makers must ensure economic growth enables and facilitates the structural 

transformation of the workforce from unproductive segments of the 

agriculture sector to productive, organised and decent non-agriculture 

employment.  Thirdly, states must intervene with markets in a way to ensure 

the provision of basic needs and access to universal social services.   

This leads to a fourth recommendation to prioritise the development of social 

welfare programmes.  As explored, this issue resonated with most, if not all 
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respondents that India was failing to provide appropriate social protection 

and welfare for its citizens.  In neglecting to do so, it has effectively 

marginalised the majority of its citizens from productive market participation.  

The exclusion of the majority from productive work is calling into question the 

sustainability of India’s current growth model.  An important policy 

recommendation is to implement a basic package of social security to its 

entire workforce, both formal and informal.  It also must create active labour 

markets with public institutions that are effective in providing human capital 

development for its citizens.  In particular, the substandard quality of 

employment and skills training services, basic elementary education and 

public health services are in need of remedy.  If these provisions are 

implemented then labour laws could be simplified, rationalised and 

consolidated to better protect workers while providing increased flexibility for 

business.  I will describe each of these recommendations briefly. 

First, it is recommended that India provide a basic package of universal 

social protection to workers.  Provisions should include unemployment 

insurance.  As identified by one participant, the unemployment provisions 

currently provided to the small minority of formal workers (assuming the 

employer does not ignore the law as is often the case) is well below the 

international average of three weeks.  Therefore it is recommended that all 

workers, both formal and informal, receive at least three weeks of 

unemployment insurance.  Second, workplace compensation is needed 

against sickness, injury and death. Thirdly, old age pension is recommended 

and fourthly, health insurance needs to be provided.  The responsibilities of 

these provisions need to be fairly distributed between the employers, the 
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government and the employee.  A national fund for social security is 

recommended and the government should liaise closely with business and 

trade unions in the establishment of social security programs.  Elite policy 

stakeholders identified that India’s current social security is fragmented, not 

implemented efficiently and leaking away through corruption.  In order to 

correct for the fragmentation and inefficiency; legal, financial and 

administrative coordination needs to be constructed to implement an 

inclusive and effective institution for social protection.  A monitoring system 

to ensure accountability and regulation must be administered to freeze 

corruption. 

Participants also discussed the need for active labour markets in India.  Part 

of ensuring active labour markets entails provision of employment services to 

provide support for finding employment and supporting workers when he/she 

loses a job or are in need of transitioning to new employment.  The long term 

goal is to reduce the informal work sector altogether and have an 

employment service that can assist workers with entry into skilled productive 

employment and/or facilitate the transition of workers from skilled labour 

employment to other employment opportunities for skilled productive 

employment.  Employment services should facilitate skills training by aligning 

participants with relevant training and education facilities as well as provide 

counselling and information to service users concerning labour markets and 

how to obtain employment matched to his/her skill level.  

Related to employment services is the need to increase skills training 

programs in India.  Elite policy stakeholders heeded the need to upgrade the 
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skill levels of the majority of those in need of transition out of agriculture and 

those occupied in the unproductive and informal realm of the service sector.  

The National Commission for Enterprises in the Unorganised Sector 

commissioned a report in 2009 titled:  Skill Formation and Employment 

Assurance in the Unorganised Sector.  The Commission set forth 

comprehensive recommendations for creating a skill development and 

training program that concentrates on Vocational Education and Training for 

informal sector workers with low levels of skill.  The report also contains 

suggestions for entitlements for unorganised workers to receive training 

placements to provide them with marketable skills.  It is recommended here 

that the government ensure the recommendations in the report are 

implemented fully and effectively. 

The research literature (see section 4.4) as well as my interviews explicated 

that women must carry more of the family burden during economic hardships 

(see section 9.2).  Therefore the government needs to address the problem 

of unpaid labour and devise effective schemes and the social infrastructure 

to help redistribute the responsibility.  Universal childcare is greatly needed 

to address women’s increased unpaid non-market work and to help provide 

healthy development for children (Hirway and Prabhu, 2011).  Also, as 

Hirway and Prabhu (2011) argue, separate employment targets and skills 

training should be provided for women to ensure their employment is not 

sacrificed due to gender discrimination.   

Effective provision of public education and health care are essential for 

human capital development. Elite policy stakeholders and the research 
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literature made clear that India is failing in many social indicators that are a 

direct result of inefficient public education and health system.  The Right to 

Free and Compulsory Education Act (RTE) was implemented in 2010 and, 

on paper, appears to be thorough, inclusive and a step in right direction 

(Kohli, 2012; Hirway and Prabhu, 2011; Setalvad, 2013).  RTE guarantees 

free and compulsory education for all children between the ages of 6 and 14 

years of age (Setalvad, 2013).  However, as Kohli (2012) argues, the quality 

of implementation is uneven across India.  The Act needs to be effectively 

implemented with regulatory and monitoring systems to ensure schools in 

both rural and urban areas are functioning productively and efficiently.  There 

must be a comprehensive curriculum evaluation of the content of education 

as well as regulations and monitoring to ensure safe and appropriate building 

infrastructure has taken place.  One respondent in this sample reported that 

schools were being built in rural areas to abide by RTE but are lacking 

electricity, running water, free lunches and toilets.  Naturally, as a result, 

parents were not sending their children to these unsafe and appalling 

facilities.  The funding of education needs to be effectively supervised by the 

central government with subsidies provided to poorer states to guarantee 

that all states receive equal budgets.  As explored (section 4.3.3.4 and 9.6) 

inequality between states is very problematic and RTE must ensure that 

poorer states are not left behind.  The availability of properly trained 

teachers, an appropriate ratio of student to teacher ratio as well as the 

provision of quality textbooks is a necessity.  Also as Hirway and Prabhu 

(2011) and Setalvad (2013) emphasise, there must be an accountability 

mechanism to prevent children from being pulled out of school for work.   
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The central government must also increase its funding for public healthcare 

and ensure that quality basic healthcare is provided and available to all its 

citizens.  Ghosh (2011) argues that the inadequate contribution of the 

government has meant that 85 per cent of total health expenditures are out- 

of- pocket.  Central government spending on health alone hovers around .1 

per cent of the GDP which is one of the lowest amongst developing countries 

(Ghosh, 2011).  Dreze and Sen (2011) argue that the prospects of 

constructing an efficient and inclusive public healthcare system in India will 

be challenged by powerful commercial insurance companies.  India has one 

of the most privatised healthcare systems in the world and with India’s level 

of extreme poverty, this is unacceptable.  Efficient healthcare is essential for 

a productive workforce and instrumental in human capital development.  

India needs a basic provision for healthcare for all of its citizens.  Certain 

states in India, such as Tamil Nadu, Kerala and Himachal Pradesh, are 

providing efficient public healthcare and education for their citizens and the 

systems developed and implemented within these states could be used as a 

template for a national healthcare system.    

Elite policy stakeholders discussed the need for labour reform, however, 

participants stressed this should not occur without prior implementation of 

social security provisions.  With the effective implementation of universal 

social protection coupled with active labour markets, labour laws could be 

amended to better protect workers while providing more flexibility for 

employers.  In other words, as Nagaraj (2005) observes, income security 

could replace job security for workers.  Participants described India’s labour 

laws as complex, outdated and ineffective.  There is a need to simplify, 
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rationalise and consolidate them.  This should be done with close 

collaboration between the government, trade unions, labour law experts and 

business (Sharma, 2006; Nagaraj, 2005).  A key aspect to labour law reform 

is not only implementing social security but also transforming the informal 

sector into an organised and formal work sector.  Participants explained that 

job protection within Indian labour law was needed because there are very 

few formal and organised jobs.  As Sharma (2006) stresses, the informal 

sector must be properly regulated to create more organised conditions such 

as higher productivity, decent working conditions and better wages.  

Interviews with participants made clear that labour laws are being blatantly 

ignored with the implicit consent of the government.  Therefore there must be 

effective implementation of labour laws and a system accountable to ensure 

enforcement.  Labour unions and civil society need to ensure accountability 

and make it politically unacceptable to ignore labour laws and entitlement to 

labour and social protection.     

The Right to Information Act was implemented in 2005 and grants the right to 

citizens to request and obtain information from a public authority.  Private 

companies, however, are not within the ambit of the policy.  However, as 

Dreze and Sen (2011) argue, the public must be able to act as watchdogs for 

the abuse of corporate power.  Therefore it is recommended that the Right to 

Information Act be revised to allow for citizens to gain access to information 

concerning corporate funding for political parties, CSR activities and 

compliance with environmental and labour standards.  Also one participant 

(RS, Org. 11) highlighted that business members are institutionalised within 

government ministries where policies are constructed and there is constant 
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delegation from business to the government in policy making issues.  She 

explained that the records of those meetings are very vague and there is no 

transparency as to what is discussed in those meetings.  A further 

recommendation is that clear and transparent records be made available to 

the public concerning consultations of policy matters between business and 

the government.        

A recommendation for developing countries in general is to implement 

strategic and selective investment policies whenever possible.  As such 

policies often make demands of foreign investors, for example sourcing 

requirements, they are often challenged by the WTO, and thus, the 

recommendation is prefaced with ‘when possible’.  However, while TNCs and 

IGOs place constraints on the ability to implement strategic and selective 

policies, the rise of this global governance power has not surpassed the 

nation state’s ability to define the role for TNCs in the overall development 

strategy and to restrict and monitor the entry of TNCs into domestic markets 

in adhering to the overall development strategy (Chang, 2003).  Nor has the 

state’s ability to regulate TNC behaviour to try and mitigate harm and 

promote positive spillovers been absolved as some narratives of 

globalisation contest (Gilpin, 2001).  In other words, the presence and 

involvement of TNCs in host countries does not have to be ‘all or nothing’ as 

it would be a mistake for a developing country to universally apply liberal FDI 

policies across all sectors (Chang, 2003, p.269).   The majority of 

respondents of both human rights and liberal market orientations stressed 

that the key to benefitting from FDI is to manage how and on what terms it is 

received.  Quality not quantity was emphasised as important.  However, 
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development prescriptions and IGOs often advance arguments that 

developing countries must be accommodating to TNCs (Stopford, 1994) and 

that investors choose host locations based on the amount of freedom 

provided in the regulatory framework and will not abide by selective policies 

(Chang, 2003).  However, as Lall (1997, p.408) concludes: 

On the empirical side, considerable evidence has been accumulated 

to show that selective interventions can be of vital significance for 

accelerating and deepening the process of industrial development, 

and that, under certain conditions, governments can and do intervene 

effectively.   

However, Chang and Grabel (2004) warn that selective policies have not 

worked for all countries.  They link policy failure with the absence of 

appropriate mechanisms for accountability and oversight.  Therefore it is 

recommended that policy makers establish performance targets and monitor 

the performance of TNCs to ensure they are abiding by the selective 

conditionalities set forth.   

The final recommendation delivered here is one of the OECD’s (2002, p.23) 

findings in Foreign Direct Investment for Development:  Maximizing Benefits 

and Minimizing Costs:  

Countries generally should not base their development strategies on 

the benefits of FDI.  Inward FDI should be seen as a valuable 

supplement to local efforts rather than a main source of growth.   
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Most respondents indicated that the Indian government was following a 

misguided notion that FDI would solve its development problems.   However, 

as illustrated throughout the empirical chapters, FDI has served as a catalyst 

for both India’s strengths and weaknesses.  FDI certainly has not solved 

India’s development problems and is not likely to do so for other developing 

countries.  Developing countries should assume full responsibility for social 

and economic developments and, only then, cautiously proceed to use and 

exploit TNCs to extract resources for development purposes.  Foreign direct 

investment may help development endeavours but only when developing 

countries regulate FDI in order to exploit and gain from TNCs in equal 

measure to the profit TNCs have exploited and gained from them.  While 

global institutions of power may add to the difficulty in achieving this 

reciprocity, it is the hope here that such challenge is not insurmountable with 

considerable forethought and planning.   
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January 2015 

• The Right to Fair Compensation and Transparency in Land 

Acquisition, Rehabilitation and Resettlement Act 2013  
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Appendix Two:  List of Interview Participants 

 

Initials Area of Expertise Organisation 
Number 

Type of 
Organisation 

Theoretical 
Orientation  

Description of 
Organisation 

AB Director of an 
NGO that works 
to promote social 
equity and justice.  
He is very active 
in advocacy, 
networking and 
coalition building 
with a focus on 
issues of 
governance and 
civil society from 
the perspective of 
rights and justice. 

12 NGO Human 
Rights 

An independent 
Indian foundation 
that is both a fund 
raising and grant-
making 
organisation to 
promote civil 
society action and 
public deliberation 
for social change.  
It uses 
development 
action and 
development 
communication to 
promote social 
equity and justice. 

AG A medically 
trained physician 
and has 
conducted 
extensive 
research in the 
areas of public 
health, 
pharmaceuticals 
policy and 
intellectual 
property rights.   

18 International 
NGO 

Human 
Rights 

A multidisciplinary 
global network 
that brings 
together 
grassroots health 
activists, 
academic and 
research 
institutions and 
civil society 
organisations 
under the united 
aim to tackle the 
global health crisis 
that has resulted 
from growing 
inequities within 
and among 
nations.   

AK Director of policy, 
research and 
campaigns with 
an international 
NGO that works 
to fight poverty 
and injustice.  
 

10 International 
NGO 

Human 
Rights 

An NGO working 
to promote human 
rights and justice.  
The organisation 
works to fight 
poverty and 
injustice by 
connecting 
grassroots 
programming to 
local, national and 
global advocacy 
and policy making. 

AM Professor of 
development 

4 Research 
and 

Both Autonomous, 
multidisciplinary 



466 
 

economics with a 
research institute 
that concentrates 
on economic and 
social 
development.  His 
areas of 
specialization 
include urban 
development, 
labour and 
welfare, and the 
informal sector.   
 

Academic 
Institution 

centre for 
advanced 
research and 
training in the 
fields of economic 
and social 
development. 

AMK Professor with 
one of India’s 
premier economic 
policy think tanks.   
Her research has 
directly 
contributed to 
India’s 
negotiating 
strategies in the 
WTO and her 
research interests 
include world 
trade, FDI, and 
the service 
sector. 
 

6 Research 
Organisation 

Liberal 
Market 

An autonomous, 
policy-oriented, 
not-for-profit 
economic policy 
think tank.  The 
main focus is to 
enhance the 
knowledge content 
of policy making 
by undertaking 
analytical research 
that is targeted at 
improving India's 
interface with the 
global economy.  
 

AS Senior Fellow for 
an applied 
economics 
research 
organisation.  Her 
areas of expertise 
are the informal 
economy, gender 
equity, and 
globalisation and 
development.  
Her research 
uses equilibrium 
frameworks to 
analyse the 
impact of policies 
and economic 
shocks to women 
in informal and 
service sectors.   

8 Research 
Institution 

Liberal 
Market 

Established as a 
registered society, 
it is an 
independent, non-
profit research 
institution that 
works to assist the 
government, civil 
society and the 
private sector with 
policy issues 
concerned with 
business and 
economics.  
Through its 
research, it aims 
to facilitate 
solutions that will 
contribute to 
India’s overall 
development. 

BG Senior Economist 
involved with 
research and 
policy analysis for 
a national 
business 
association.   

5 Business 
Association 

Liberal 
Market 

Not for profit, non-
government 
organisation that 
works to promote 
and sustain an 
environment 
conducive for 
growth for Indian 
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industry.  It serves 
as a liaison 
between industry 
and the 
government 
through advisory 
and consultative 
processes. 

BJ Specialist on 
international 
labour standards 
and an expert on 
discrimination for 
an international 
organisation that 
promotes fair 
labour standards.  
His areas of 
specialisation are 
social origin, 
Tribal and 
Indigenous 
peoples, and 
disabilities.   

1 IGO Human 
Rights 

An independent 
agency of the 
United Nations, it 
works to bring 
governments, 
employers, and 
workers together 
in the cause for 
decent work, 
social justice, and 
better living 
conditions. The 
branch in New 
Delhi serves to 
realize decent 
work for 
sustainable social 
and economic 
development in 
South Asia. 

BN Professor of 
economics with 
an academic 
institution 
concerned with 
economic and 
social 
development.   
His research 
specializes in 
trade and foreign 
investment. 
 

4 Research 
and 
Academic 
Institution 

Both Autonomous, 
multidisciplinary 
centre for 
advanced 
research and 
training in the 
fields of economic 
and social 
development. 

CC Professor of 
economics with a 
major university 
in India.  His area 
of expertise is 
development 
economics. 

9 University Both A public university 
located in New 
Delhi. 

CD Senior Research 
Fellow at an 
applied 
economics 
research institute. 
Her research 
interests are 
international and 
development 
economics.  She 
has conducted 
several projects 

8 Research 
Institute 

Liberal 
Market 

Established as a 
registered society, 
it is an 
independent, non-
profit research 
institution that 
works to assist the 
government, civil 
society and the 
private sector with 
policy issues 
concerned with 
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concerning FDI 
and inequality in 
Eastern Europe 
and America.  
 

business and 
economics.  
Through its 
research, it aims 
to facilitate 
solutions that will 
contribute to 
India’s overall 
development. 

CW Long-term expert 
on the issue of 
child labour 
involved in 
agricultural TNC 
operations.  He 
has conducted 
several large 
studies 
concerning the 
use of children in 
hybrid seed 
operations run by 
TNCs.  
 

22 NGO Human 
Rights 

A registered trust 
that works to build 
capacities within 
communities in 
both rural and 
urban areas for 
the abolition of 
child labour.  It 
works to 
universalize 
education and 
empower women 
and children. 

DA Professor of 
Science and 
Technology for an 
organisation 
devoted to the 
study of science, 
technology and 
developing 
countries.  One of 
his areas of 
expertise is 
intellectual 
property rights, 
TRIPS and the 
pharmaceutical 
industry. 

24 Research 
Institute 

Both A national institute 
devoted to the 
study of various 
aspects of 
interaction 
between science, 
society, and 
issues relevant to 
developing 
countries. 

DH Director of 
Economic Policy 
with one of India’s 
business 
associations.  He 
also serves as a 
consultant with 
the United 
Nations 
Conference on 
Trade and 
Development. 

5 Business 
Association 

Liberal 
Market 

Not for profit, non-
government 
organisation that 
works to promote 
and sustain an 
environment 
conducive for 
growth for Indian 
industry.  It serves 
as a liaison 
between industry 
and the 
government 
through advisory 
and consultative 
processes. 

DN Visiting Professor 
with an 
organisation 
concerned with 

17 Research 
Organisation 

Human 
Rights 

A non-profit 
autonomous 
research 
institution that 
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human 
development and 
empowerment.  
His areas of 
expertise include 
subcontracting 
chains in the 
global garment 
industry.   

works to integrate 
research with 
policy 
recommendations 
for greater 
empowerment of 
the people.    

DR High-ranking 
member of a 
national trade 
union that is 
politically 
attached to the 
Communist Party 
of India (Marxist).  
It is one of the 
largest trade 
unions in India.  
 

23 Trade Union Human 
Rights 

One of the major 
central trade 
unions in India.  
The union is tied 
to the political 
party, the 
Communist Party 
of India.  It 
supports the 
cause of the 
working class and 
economic 
sovereignty in 
India and opposes 
imperialist 
globalisation. 

FO Senior Economist 
with an applied 
economics and 
development 
research institute.  
The majority of 
her research 
concerns FDI, 
regional trade 
agreements, and 
trade policies of 
developing 
countries. 
 

8 Research 
Institute 

Liberal 
Market 

Established as a 
registered society, 
it is an 
independent, non-
profit research 
institution that 
works to assist the 
government, civil 
society and the 
private sector with 
policy issues 
concerned with 
business and 
economics.  
Through its 
research, it aims 
to facilitate 
solutions that will 
contribute to 
India’s overall 
development. 

GD Specialist with 
Employers’ 
Activities Unit.  
His and 
department works 
to organize and 
advance the 
collective 
interests of 
employers in 
India.   
 

1 IGO Human 
Rights 

An independent 
agency of the 
United Nations, it 
works to bring 
governments, 
employers, and 
workers together 
in the cause for 
decent work, 
social justice, and 
better living 
conditions. The 
branch in New 
Delhi serves to 
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realize decent 
work for 
sustainable social 
and economic 
development in 
South Asia. 

GK Legal advisor to 
an international 
NGO involved in 
North-South 
development 
issues.  His area 
of expertise is 
pharmaceuticals, 
access to 
medicines, and 
trade related 
intellectual 
properties.   
 

19 International 
NGO 

Human 
Rights 

An independent, 
non-profit 
international 
network of 
organisations 
involved in North-
South 
development 
issues.  The aim 
to promote the 
following:  the 
needs and rights 
of peoples in the 
South, the fair 
distribution of 
world resources, 
and sustainable 
development. 

GN Visiting Professor 
with a research 
institute 
concerned with 
issues regarding 
social 
development.  He 
has previously 
worked for 
several UN 
agencies 
specializing in 
displacement and 
resettlement 
issues around the 
world.   
 

15 Research 
Organisation 

Human 
Rights 

A leading 
institution working 
in the area of 
development 
research in India.  
The objective is to 
undertake and 
promote the study 
of social 
development and 
assist in 
integrating these 
needs with 
economic 
development, 
especially 
concerning the 
needs of the 
underprivileged 
sections of Indian 
society. 

JC Head of the 
Department for 
Human Rights 
and Law within 
an NGO 
concerned with 
socioeconomic 
development and 
human rights.   
 

3 NGO Human 
Rights 

An NGO with 
special 
consultation status 
with the Economic 
and Social Council 
of the U.N., it 
serves as a centre 
for research, 
training, and 
action for 
socioeconomic 
development and 
human rights.  The 
priority 
populations are all 
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the marginal and 
excluded 
communities, 
especially the 
Dalits, Tribals, 
Unorganized, 
landless 
labourers, and 
women. 

KD Actively involved 
with an NGO 
concerned with 
FDI and the 
corporate 
takeover of the 
retail sector in 
India. 
 

13 NGO Human 
Rights 

An NGO that 
works to build 
awareness and 
facilitate 
grassroots action 
to protect the 
corporate takeover 
of India’s retail 
sector. 

KT Distinguished 
researcher with a 
national-level 
policy research 
organisation in 
the public domain 
that concentrates 
on India’s 
industrial 
development and 
the corporate 
sector.  His area 
of specialization 
is FDI. 
 

7 Policy 
Research 
Organisation 

Both A national-level 
policy research 
organization in the 
public domain, it 
concentrates on 
India’s industrial 
development and 
the corporate 
sector. 

LM Lawyer and 
leading activist 
that has been 
involved in 
several high 
profile campaigns 
and litigation 
battles against 
pharmaceutical 
TNCs for access 
to Indian generic 
medications.   

2 INGO Human 
Rights 

An international 
medical aid 
organisation that 
provides 
assistance to 
populations in 
distress and aims 
to save lives and 
alleviate suffering 
by working directly 
with these 
populations. It acts 
with full 
independence and 
is free of all ethnic, 
political, religious 
or economic 
discrimination. 

LN Senior Fellow 
with an 
organisation 
concerned with 
energy use and 
sustainable 
development.  
She also works 
with the World 

16 Research 
Organisation 

Both A non-profit policy 
research 
organisation that 
assists in the 
development of 
solutions to global 
concerns 
regarding energy, 
the environment, 
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Economic Forum 
on issues 
concerning 
regulatory and 
governance 
issues regarding 
energy, minerals 
and the 
environment. 
 

and sustainable 
development. 

MC Professor of 
Sociology 
specialising in 
gender, feminism 
and media 
studies.   

9 University Both A public university 
located in New 
Delhi. 

NK Senior Research 
Associate for a 
research 
foundation that 
studies various 
issues of the 
economy.  Her 
area of interest is 
poverty and 
development.  
 

21 NGO Human 
Rights 

NGO with Special 
Consultative 
Status with the UN 
Economic and 
Social Council that 
aims to help 
provide health, 
education, rural 
development, 
poverty alleviation 
and empowerment 
to the citizens of 
India. 

PJ Professor of 
economics at a 
major university 
located in New 
Delhi.  His areas 
of specialization 
include labour 
economics, 
development 
economics, the 
agriculture sector 
as well as rural 
development. He 
has been a 
Visiting Professor 
in major 
universities in 
several countries 
including 
Germany and 
China and he 
was at one time a 
Senior Research 
Economist at the 
International 
Labour 
Organization.        
 

9 University Both A public university 
located in New 
Delhi. 

PS Professor of 
macroeconomics 
with a 

4 Research 
and 
Academic 

Both Autonomous, 
multidisciplinary 
centre for 
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multidisciplinary 
centre for 
advanced 
research and 
training in the 
fields of social 
and economic 
development.  His 
areas of speciality 
are development 
economics and 
international 
trade and 
finance. 
 

Institution advanced 
research and 
training in the 
fields of economic 
and social 
development. 

QC Programme 
Coordinator for 
Economic Justice 
for an 
international NGO 
that works to 
promote human 
rights and fight 
poverty. 
 

10 International 
NGO 

Human 
Rights 

An NGO working 
to promote human 
rights and justice.  
The organisation 
works to fight 
poverty and 
injustice by 
connecting 
grassroots 
programming to 
local, national and 
global advocacy 
and policy making.     

RC Senior Research 
Specialist in 
international 
trade, foreign 
direct investment 
and regulatory 
reforms.  He has 
over 35 years 
teaching and 
research 
experience with a 
prestigious 
university in India.  
He has been a 
Visiting Professor 
in several 
prestigious 
American 
universities as 
well. 
 

8 Research 
Institution 

Liberal 
Market 

Established as a 
registered society, 
it is an 
independent, non-
profit research 
institution that 
works to assist the 
government, civil 
society and the 
private sector with 
policy issues 
concerned with 
business and 
economics.  
Through its 
research, it aims 
to facilitate 
solutions that will 
contribute to 
India’s overall 
development. 

RO Representative 
of, and economist 
within an 
international 
organisation 
concerned with 
monitoring the 
global economy 
and the 
economies of 
member 

14 IGO Liberal 
Market 

International 
organisation that 
monitors the 
economic 
performance of 
member countries, 
provides monetary 
loans, and 
technical 
assistance to 
member countries 
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countries.   seeking support. 
RS Director of an 

NGO devoted to 
the promotion of 
inclusive civil 
society, 
democracy 
building and 
social action in 
India.  
 

11 NGO Human 
Rights 

An NGO devoted 
to the promotion of 
inclusive civil 
society, 
democracy 
building and social 
action in India. 

RW Senior 
Employment 
Specialist with an 
international 
organisation that 
promotes decent 
labour standards.  
His research 
specialities are in 
areas of informal 
employment and 
working poor as 
well as labour 
regulations.    
 

1 IGO Human 
Rights 

An independent 
agency of the 
United Nations, it 
works to bring 
governments, 
employers, and 
workers together 
in the cause for 
decent work, 
social justice, and 
better living 
conditions. The 
branch in New 
Delhi serves to 
realize decent 
work for 
sustainable social 
and economic 
development in 
South Asia. 

SK Senior Child 
Labour Specialist 
for an 
international 
organisation 
promoting fair 
labour standards. 
 

1 IGO Human 
Rights 

An independent 
agency of the 
United Nations, it 
works to bring 
governments, 
employers, and 
workers together 
in the cause for 
decent work, 
social justice, and 
better living 
conditions. The 
branch in New 
Delhi serves to 
realize decent 
work for 
sustainable social 
and economic 
development in 
South Asia. 

SS Visiting Professor 
with a policy 
research 
organisation for 
industrial 
development.  
Her area of 
expertise is 
globalisation and 

7 Policy 
Research 
Organisation 

Both A national-level 
policy research 
organization in the 
public domain, it 
concentrates on 
India’s industrial 
development and 
the corporate 
sector. 
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development.  
 

SSK Health Economist 
for an 
organisation that 
works to 
strengthen public 
health in India.  
His areas of 
expertise are 
pharmaceutical 
economics. 
 

20 Public-
Private 
Initiative 

Human 
Rights 

A public- private 
initiative of 
multiple 
constituencies 
including Indian 
and international 
academia, state 
and central 
governments, 
multi & bi-lateral 
agencies and civil 
society groups. It 
works to 
strengthen 
training, research 
and policy 
development in 
the area of Public 
Health. 
 

SR Professor at a 
policy research 
organisation for 
industrial 
development.  His 
research 
specialities 
include industrial 
organisation, 
industrial clusters, 
and technology 
and employment, 
FDI and spillovers 
in the automotive 
industry. 

7 Policy 
Research 
Organisation 

Both A national-level 
policy research 
organization in the 
public domain, it 
concentrates on 
India’s industrial 
development and 
the corporate 
sector. 

SZ The founder of an 
NGO in India that 
is proactive in 
combatting child 
labour.    

22 NGO Human 
Rights 

A registered trust 
that works to build 
capacities within 
communities in 
both rural and 
urban areas for 
the abolition of 
child labour.  It 
works to 
universalize 
education and 
empower women 
and children. 

TB Professor of 
Economics 
specialising in 
small scale 
industries, trade 
and policy 
aspects of 
industry and the 
institutional and 
political economy 

4 Research 
and 
Academic 
Institution 

Both Autonomous, 
multidisciplinary 
centre for 
advanced 
research and 
training in the 
fields of economic 
and social 
development. 
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of reforms.  She 
has authored 
several books 
and has received 
special 
recognition and 
awards from both 
the Ford 
Foundation and 
World Bank for 
her high quality 
research.      
 

 

  

  





478 
 

Appendix Four:  Information Sheet 
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Appendix Five:  Interview Consent Form 
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Appendix Six:  Interview Questions and Schedule 

 

1) Could you summarise India's present development strategy? [Do you 

think the government balances the need for economic growth and 

social welfare development?] 

2) To what extent will current economic policies help to tackle poverty? 

3) How can the government best use FDI to help development? 

4) What are the key factors that are holding India's economy back? 

5) Why do you think TNCs are investing in India? [What type of FDI is 

India attracting?] 

6) What are the key benefits / problems for India that have resulted from 

attracting TNCs? [social and development consequences from FDI] 

7) How do you assess the spillover effects from TNCs into the domestic 

environment?  [technology, management skills, research and 

development] 

8) What contribution do you think TNCs have made to India? 

9) What positive and/or negative aspects do you think there are for 

people working for a TNC?  For example, are the wages better, 

working conditions better than domestic companies? 

10)   What are the key problems that TNCs face in India? 

11)   How would you describe the Indian state-business relationship? [Any 

changes following economic liberalization?] 

12)   How do you asses the government’s ability to construct effective FDI 

policies?  [Do you feel they are able to minimize harm while 

maximizing benefit?] 




