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FDI in

Wul\ e liberalization in the Indian
telecom induntiy, the industy (8
aubjected to an intente competition,
expevially within the cellular aprvices,
Competition 8 likely 10 keop [ubacrip-
ion growth  high and pressute on
prices. It alzo requires opelatorg to ine
creasd capital investiwent 10 expand
getvices. The govermment has also -
creased the limit on Fomign Drect
Jvestment (FDI) in telecom: providers
from 49% o 74% ' This change may
also give many players access 0 more
capital in general and toreign capital In
particular for expansion ol Wheir net-
works, thus, Increasing competiion.

The Indian telecom service sector is
pecoming one ol the fastest Qrowing
seclors in the watld, As such India has
become the hith kargest network inthe
world in terms of number aof telephones
after China, USA, Japan and Garmany,
crossing more  than 100 million
telephone subscuptions by Apnl 13,
2005. Two chief tactors are responsible
for this great growth are: One, the
availability of choaper handsets  with
better functionality, which loweted the
entry barier and porfectly suited to In-
dian conditions such as dust resis-
lance, battery capacity. ote., and the
second, a significant dip in taritls from
a level of around Rs 16 & call and char
geable incoming calls o a low taif
regime of Rs 1 a call and handsets {ale]
have undergone a sea change, that is,
when mobile setvices werg launchoed
in 1994, mobile handsets cost upward
of Rs 40,000. Today, one can acquine
one for as low as H$ 2,500°,

Above all, the main issues pottain 1o
a) the strategic nature of the talecom
sector, b) the reason for shimilar caps
in olher countries ¢) whether there \8

* Dr.D. Chennappa s Associate Professor
of Commerce, Nizam College, Osmania
Univarsity, Hyderabad
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Telecom in India: A Study

By D. Chennappa*

a nood for FDIa of this magnitude In
viow of the heallhy balance shoota of
{he tolecom companios d) the nood for
indigonous  equipment  manufacturing
capabililies to bring down oquipmont

Among the listed countrios, most
of thom allow FDI aftor the
tolo-donsity and the per capita
incomas have gone up 1o certain
lovels, whon compared to thom,
India lags behind on both
tolo-donsity and per capita
income lovels. India, therefore,
noods to strengthen domestic
manufacturing units and niche
market first of all and Increasing
FOI cap is not sufficiont for
incroasing higher rural tolo-donsity.

costs. This study based on secondary
data, which is collected from Dopart-
ment of Telocommunication, Govormne-
ment of India, Telocom Rogulatory
Authority of India (TRAI),  Annual
roports, Journals and Nowspapors, And
suitable suggestions have boeen mado,
The dotails are as follow:

Tho main criticism on tho raising the
limits of FDI ceiling beyond 49% is that
once forelgn capital wrests control over
our lplecom companies, thore would be
no control whatsoover on the hindware
equipments imparted by thom. Informae
tion secutity of our Delense systom a8
well as sensilive economic entitivs like
the stock market or banks can, there-
tore, gel undermined”. Historically al-
mosl all countries rogardod telecom as
a statogic sector. The tolecom come
panies  wore pliher Slate owned  oF
under stict regulatory gontrols regard-
ing foreign ownership, The US and
Canada wute amony the few countiivy
that had private ownership ol telecom

and both had strict limits on foregn
ownorship.

The Europeans and most othef
countrins had state owned telecom
companies. Tharefore, they did not
nood any official caps on foreign
ownership.  However,  the inclian
socunty agencies have already put for-
ward tholr positions that the telecom
seclor Is a strategic one and foraign
conltrol of telecom cornpames nead 10
bo carelully circumscribed. Further,
Dopartimeont of Telecommunication,
Government of India receved rophos
from the Intelligence Bureau and the
Diroctorate of Revenue Inteligencs,
both of which emphasized that the 49
per cent limil should be relained, as
communication is a vital national n-
frastructure with a critical role in the
socurity of the nation®,

In this context, it may also be notod
that tho securily agencies have restnc-
tions on people using cell phones in
bordor arcas. 1 would be suspiGious if
owning of cell phones in border areas
by intorosts inimical to India 18 COM-
sidorod & secunty threat by the in-
wusion of loreign intorests  owning
tolocom notworks in India.

It tharo were reasons why tolocom
goclor's slratogic nature noeds 10 be
ovorriddon, then wo could consider the
samo. But we 800 no such overnding
concorn. And the other siclo, India 18
gonoraling onough 1o finance the
growth of tho lolocom seclor without
impacling other seclors. I this is 50, 15
thoro any roason why we should com-
promise with our securlty and hand over
wo-thirds of the existing GSM mobile
subseribors to loroign companios?

Restrictions on Forelgn Ownershiy
In Other Countries: Tho issuo horo |
pot that somo  countries  allow ur
rostrictod FDIs, Tho more importar
lssuo is why do countries such as U
restricta loroign ownership at all? 1t

‘
£
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US has foreign ownership restrictions
in cellular area, it has no such restric-
tion-in fixed landlines. Here we need
to remember an elementary fact that
Telecom fixed-line services in the US
were a monopoly, and a regulated
monopoly of AT&T (Bell), a US com-
pany. The issue of restricting foreign
ownership, therefore, did not arise for
the Bell system. In the US, the restric-
tion on foreign ownership on radio
licenses came in 20s when telegraph
and wireless were recognised to be of
strategic importance. In the US, Mar-
coni, who was a British citizen owned
radio licenses.

The US thought that this was not in
its strategic interest. It forced Marconi
to disinvest its share and this led to the
formation of RCA under the US
government's stewardship. RCA was
also given Marconi's US patents. The
question of similar restrictions on- fixed
landline telephony did not arise, as this
was already a home-grown Bell
monopoly.

As long as this scenario continues,
there is no need for the US to look at
foreign ownership  restrictions  for
landlines. In any case, they have other

laws. These are anti-monopoly
provisions; sizeable foreign invest-
ments in sensitive sectors need

Treasury clearances. In telecom, a
Committee on Foreign [nvestments in
the US (CFIUS), an intergovernmental
agency consisting of the Federal Com-
munications  Commission  (FCC),
Homeland Security, Central Intelligence
Agency (CIA), the Federal Bureau of
Investigation (FBI) and the Department
of Justice, etc., examines all such in-
vestments.

Foreign equity caps are only one
mechanism for restricting foreign con-
trol. Countries with higher FDI limits in
telecom companies had put in place
security mechanisms long before rais-
ing the limits. India is not an exception.
The issue for us is that this is the only
one we have currently in place and
relaxing, imposing no restrictions on
foreign control on Indian telecom com-
panies. In Canada, where US com-

30

panies were seen to be foreigners,
such restrictions applied to both fixed
and radio licenses.

In case of China, is yet to allow FDI
limits of 49 per cent, which would allow
only by 2007. It might be noted that in
China, Internet services are also
covered by the above restrictions unlike
India where 100 per cent FDI is allowed
in Internet and other data services.
China Unicom and China Mobile — the
mobile telephony operators are "State-
Owned Enterprises" with more than 70
per cent of their shares owned by un-
listed parent companies and ultimately
the Ministry of Finance.

China Mobile is the country’s most
valuable enterprise and is ranked in the
Fortune 500 list. China has more than
300 million subscribers against ap-
proximately 45 million in India at
present and accounts for 30 per cent
of the world's net addition in sub-
scribers. And this growth has taken
place without any FDI in areas such as
mobile, fixed telephony or long distance
services5. Hence, country wise foreign
capital restrictions in telecom sector
have been presented in table-1.

The key reason for restricting foreign
ownership in telecom is that the
telecom sector is related to country’s
security needs and, therefore, domestic
control is unavoidable. The security or
economic  communication  passes
through public communication net-
works using encryption, if secrecy is
desired. NSA's key role in communica-
tion intelligence comes in here6. If the
inteligence  agencies know the
telephone numbers of key government
officials, tapping their conversation is a
routine matter.

The need for larger capital investments

The finance ministry has claimed
that unless FDI limits are lifted, huge
investments of Rs 1,60,000 crore can-
not be made. However, this is clear
that the internal resources generated
by the telephone companies are quite
adequate to meet the needs of the sec-
tor. Therefore, the resources and
surplus of telecom companies have
been presented in Table-2.

Table-2 shows that the current ap.
nual surplus and reserves of gy
telecom companies — BSNL, MTN|
Bharati Televentures, Tata Telecom,
Reliance Infocom and VSNL are in the
excess of As 57,000 crore in the finan.
cial year of 2003 and Rs 65,834 crore
in 2004. It shows that Indian telecom
sector has been largely seff-financing,
the entire expansion carried out by the
erstwhile DoT was from internal resour-
ces. BSNL alone has made invest-
ments of Rs 66,372 crore in the last
five years, largely from internal re-
sources. It has a cumulative outlay in
Grass Fixed Assets of Rs 1,30,000
crore (March 2004), which is growing
at an annual rate of 15 per cent. If we
take this 15 per cent figures projecled
for next five years, the investment
reaches to Rs 1,30,000 crore. |f MTNL
surplus included the total investment
will obviously cross Rs 1,60, 000 crore.

Apart from BSNL & MTNL, the
private sector is put their investment in
this sector. And private telecom compa-
nies are projected to generate about
Rs.10,000 crore per annum for their in-
ternal resources, and, therefore, do not
require such large infusions from out-
side. And that FDI limits have no rele-
vance in either attracting foreign capital
or in expansion of the telecom network.

The biggest proof of this can be
found if we contrast the mobile and in-
ternet services in the country. In Inter-
net services, 100 per cent FDI is
permitted. We not only have yet to at-
tract foreign capital, our broadband ser-
vices are 60 times more costly than
Korea’' s where 30 per cent FDI is al-
lowed. Our Internet growth rates are
stagnant with VSNL concentrating after
privatisation on the more lucrative in-
ternational long distance telephony. In
the same period, with a 49 per cent cap
in FDI, we have grown at a pfienomenal
pace in mobile services. China, with an
even more stringent FDI policy, also
has grown at a staggering pace.

 Experience shows that a blind faith
in the market, coupled with relaxing FDI
limits, will not lead to increased telecom
penetration or expand telecom-
manufacturing base. The key here i
not FDI limits but the cost of services
and the thrust that the government is
willing to put into these sectors.
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Apart from the issue of manulactur-
ing protection or the infant industry ar-
gument, we need 1o be clear about
certain fundamentals. We bolieve thal
unless telecom equipment cosls are
brought down, the telecom services
costs will remain high. We look upon
domestic manufacture as a means of
lowering costs. This is the Chinese
model. If India has a market for 150
million new subscribers, then this must
be a larger market for new subscribers
than that of the US and the EU put
together, and at least 1o the Chinese
market in size. Considerably, if we do
not strengthen this market to build our
manufacturing strength, not only the
cost of telecom services will come
down but it also leads to huge outflows
of foreign exchange.

Let us take a quick look at the foreign
exchange outflows that would take
place if we do not build up telecom
equipment manufacture. Out of the 150
million additional lines, about 120 mil-
lion is expected to be cellular. For
handsets alone, there is an outflow of
$24 billion, if we add to this the 50 per
cent of the $28 billion towards the cost
of equipment; we are talking of another
$14 billion. In other words, we are
showing about an outflow of the order
of $38 billion for not having telecom
equipment manufacturing sector of the
type that China has built.

Telecom giant Nokia was established
manufacturing plant in India on April
1,2005 at Chenai in Tamil Nadu. By the
next year, the plant go to the stream
says Nokia President Pekka Ala-Pietila.
Nokia has been in Indian market for the
ten years but it has decided to
manufacture here only now. And El-
coteq, President and CEO of Nokia,
has promised to establish a research
centre in India. For this, the govern-
ment of India expects huge FDI to India
in telecom manufacturing sector. Hor-
rendously, it has forgotten the outflow
of the Forex reserves”.

Per Capita Income and Tele-Density

A comparison between India and
developed countries in terms of their
per capita incomes and tele-density
levels is presented in Table-3.

Table-3 shows there is no relation-
ship between per capita income and
tele-density. Many of the countries
listed have high levels of telephone
penetration with tele-density levels that
are many times higher than that of
India’s®. Most of these countries have

32

invitod £DI not for building basic In-
frastructure, bul to augmont compesti-
tion or improve tho quality of tolaeom
sorvices, Tho objoctivay that guidod
those countriot 10 invite Torgign Invéest-
monts worn antiraly diffearant Trorm thise
that have beon montioned by the Indian
government,

Moraover, many of the countrios
listae allowod FOI only altor the teolo-
donsity and the per capita incomaes had
gone up o cortain levals, India lags bo-
hind most of the othor countrios on both
tele-densily levels and per capila in-
comes. Not one among the countries
listod has allowed foreign investors 10
hold majority shares in their telecom
firms at per capita income and tele-den-
sity levels that prevail in India. Each of
these countries had significantly well-
astablished domestic  lelecom  com-
panies before FOI was introduced and
the attempt was to bring in FDI to intro-
duce greater competition. Many of the
developed countries in the list are the
very oneg the government on other oc-
casions avoids comparisons with, citing
incompalibility on socio-economic grounds.

Suggestions

1. Foreign Investment Implementa-
tion Authority (FIIA) mechanism has
been activated to ensure speedy
resolution of investment related
problems, which has bheen widely ac-
knowledged as an effective problem-
solving platform.

2. Liberal entry policy of FDI can go
a long way in encouraging foreign in-
vestment in infrastructure but not hack-
ing the FDI cap from 74% to 100%.

3, No remote access should be
provided to any equipment manufac-
turer or any other agency outside the
country for any maintenance / repairs
by the licensee.

4. India needs not as much an export
or FDI target as first where with all to
instill confidence among investors and
buyers.

5. India needs to strengthen domes-
tic manufacturing units and niche
market. Hence, increasing FDI cap is
not a panacea for increasing higher
rural tele-density, etc., it is sturdily sug-
gested that Indian government should
concenirate on basic needs such as
water, electricity and work rather than
telephones and foreign participation.

6. Experience shows that a blind
faith in the market, coupled with relax-
ing FDI limits, will not lead to increased
telecom  penetration  oOf expand

—
i

Inlnr‘,om‘-mnnufm:iuring hase. The key
hore 16 not FOL limits but the cost of
sarvicas and tha thrust that the govern-
mant i6 willing to put into these sectors,

Conclusion

Tha finance ministry has claimed in
hig budgat 2005-2006 speech that un-
lass FDI limits are lifted, huge invest
mants of Rs 1,60,000 crore cannot be
madae. Whereas, it is clear that the in-
srnal resources generated by the in-
dian telephone companies (Public and
Privata) are quite adequate to meet the
noads of the sector. Even, private
telecom companies are alone projected
to generate about Rs.10,000 crore per
annum for their internal resources, and,
therefore, do not require such large in-
fusions from outside, And that FDI limits
have no relevance in either attracting
foreign capital or in expansion of the
telecom network. Hence, the main
criticism on raising FDI ceiling beyond
49 % is that once foreign capital wrests
control over our telecom companies,
there would be no control whatsoever
on the hardware equipments imported
by them. Moreover, the security agen-
cies like the Intelligence Bureau in-
sisted on retaining the 49% ceiling on
FDI in the interest of national security.

Among the listed countries, most of
them allow FDI after the tele-density
and the per capita incomes have gons
up to certain levels, when compared to
them, India lags behind on both tele-
density and per capita income levels.
India, therefore, needs to strengthen
domestic manufacturing units and
niche market first of all and increasing
FDI cap is not sufficient for increasing
higher rural tele-density. It is, therefore,
suggested that Indian government
should concentrate on basic needs
such as water, electricity and work
rgther than telephones and foreign par-
ticipation.
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