L eft Parties Rgoinder To
The Finance Ministry’s Note On FDI In Telecom

The Finance Minidry, in its reply to the Note submitted by the Left Parties, has
addressed some of the issues raised by the Left even if it has disagreed with Left's
views on the sector.

The main issues that the Left had raised in its note earlier pertain to @) the drategic
neture of the telecom sector, b) the reason for smilar caps in other countries ¢) whether
there is a need for FDIs of this magnitude in view of the hedthy balance sheets of the
tedecom companies d) the need for indigenous equipment manufacturing cgpabilities to
bring down equipment codts.

While the Finance Ministry’s Note takes up the generd case in favour of lifting FDI
limits it does not address the issue of violations of the exising FDI limits by certain
Indan and foreign compenies. Without this, the lifting of FDI limits would be
construed as rewarding those who violate the law and send awrong message.

We give below our response to the issuesin the Finance Minisiry’ sNote.

Telecom: Is|t a Strategic Sector?

The key question that we need to address here is whether telecom is to be regarded as a
drategic sector. If it is then we need to put in safeguards regarding foreign control of
the sector. India has specific security needs. whether European or American companies
should be dlowed to own Indian tdecom companies is not a decison to be taken
without due ddliberation.

Historically almost al countries regarded telecom as a drategic sector. The telecom
companies were ether state owned or under drict regulatory controls regarding foreign
ownership. The US and Canada were among the few countries tha had private
ownership of tdecom and both had drict limits on foreign ownership. The Europeans
and most other countries had date owned telecom companies. Therefore, they did not
need any officid caps on foreign ownership.

Subsequent to introduction of mobile telephones and the dominance of neoliberd
economics in the Weg, there has been a change. Some European countries are now in
the process of privatisng ther public fixedline tddecom networks mobile companies
dso are dther under public or private ownership, depending on the country. In the US,
two changes have taken place. One is the rapid growth of mobile tdephony and
therefore entry of new players in tedlecom. The other is the breakeup of the Bel system,
the only landline tdecom company in the US, to a number of smdler “baby” Bdls. In
goite of these changes, a number of countries sill maintain control of foreign ownership
of the telecom network

With the technica changes teking place, the question is whether the concept of the
telecom sector being a drategic one has become obsolete? If the Finance Minidry is to
be beieved, there is o drategic sgnificance to the telecom sector anymore and it is a
matter of time before dl exiging controls in advanced countries dso disgppear. The
problem with this view is that it dos not match the redity: physcd and other non
physcd bariers to foreign entry in the tdecom sectors 4ill exig in many of the
advanced countries. Interestingly, the Indian security agencies have dready put forward



their pogtions that the telecom sector is a drategic one and foreign control of telecom
companies need to be carefully circumscribed.

There are a number of ways that foreign ownership can be redtricted. One is a smple
lawv limiting foreign equity; others could be security clearances of the concerned
companies, mandating locd citizens in management podtions in these companies, or
making the sde of equity and ownership conditiond on securing specid clearances, efc.
While for advanced countries, a more eaborae security procedure may not be difficult
to inditute, for most developing countries, Smple caps on foreign ownership diminates
needless bureaucracy and case-by-case clearanceswith dl its attendant problems.

About a year back, the NDA Government and its Miniger Arun Shourie made an
attempt to remove FDI restrictions in telecom (February 2003). The security agencies -
the Intdligence Bureau, and Home Minigry -- had suggested that increase of FDI from
49% to 74% should not be conddered, as it will mean management control getting into
foreign hands, ingead, the Fll route may be dlowed. Even then, they had suggested
safeguards indluding security assessment of the foreign invetments and mandatory
requirements of mgjority of the Board being gppointed by Indian shareholders.

We have information that the IB and the Ministry of Home Affars hadindsted that as
a security doctrine, communications is a vital national service and is critical to the
security of the nation. If the security agencies consder telecommunications as vitd for
national security, we see no reason for overruling therr concerns. If the reasons for not
lifting FDI caps were vaid a year back, we would suggest thet they ill continue to be
vdid.

The reply of the Finance Ministry on this count to the Left's Note does not address the
concerns raised by the security agencies. The arguments advanced are that as eectronic
aurveillance can be conducted without ownership of the tdecom network, therefore
foreign ownership is not an issue The key issue here is whether owning physca
tedlecom resources in another country helps in this dectronic survellance And the
ansver is an unequivocad yes In case the Fnance Ministry has any doubts on that
score, it has only to ask any of the security agencies. And if this is not o, why are the
security agencies concerned with foreign ownership of telecom companies at dl?

In this context, it may dso be noted tha the security agencies have redtrictions on
people usng cel phones in border aress It would be surprisng if owning cdl phones
in border aress by interests inimicd to India is congdered a security threst but not
foreign interests owning telecom networksin India

The second argument advanced is that countries such as Bangladesh, Pekisan and Sri
Lanka do not have FDI redrictions. The security concerns of Pekistan and Indias are
on a different level. Pakistan has security concerns visa-avis India Irrepective of FDI
limits, Indian companies cannot own companies in Pakigan. Indiads security concerns
are much wider. Therefore equating Pakistan and India on this score is an unfortunate
comparison. Nether can Bangladesh and Sri Lanka act as a mode for India It is time
we look at India s security from alarger strategic perspective.

The Finance Minigry’'s Note is dso mideading with regard to Pekisan and its
redricions on FDI. While Pekigan dlows 100% FDI to dart with, this proportion has
to be reduced to 60% within a stipulated time period.

Apart from security consgderations, the telecom sector is a drategic one as it is dso of
critical importance to other sectors of the economy. Without a large network coverage
and tdecom access, large parts of the country and large sections of the people will be



denied possbilities of economic growth. The importance of the tdecom sector, which
we have identified in our Note earlier, means it cannot be left to just the vagaries of the
market. The state must play an important role for this sector to develop, which in turn
will help other sectors to grow.

If there were reasons why telecom sector’s drategic nature needs to be overridden, then
we could consder the same. But we see no such overriding concern. As we will show
later, India is generdting enough surplus to finance the growth of the telecom sector
without impacting other sectors. If this is o, is there any reason why we shoud
compromise our security and hand over twothirds of the exiging GSM mobile
subscribers to foreign companies?

Restrictions on Foreign Ownership in Other Countries

The second pat of the Finance Minidry’s arguments is regarding foreign ownership
restrictions in many of the advanced and developing countries. The Left had provided a
table summarisng some of the redrictions on foregn ownership that 4ill exigs in
many countries. The Finance Minidry’s contention is thet this table is mideading, as it
does not give the full picture. They have in turn produced a table contaning countries
from Cote D’Ivoire to UK tha dlow 100% FDI’s. The Finance Ministry however, has
adso given another sat of countries that do not dlow FDI above 70%, thereby accepting
the Left's contention that there are a number of countries that sill have redrictions on
foreign ownership in tdecom sarvices. It might be noted that countries such as China,
Mexico, Turkey, Korea, Mdaysa, eic, who ae dl in a smila sage of deveopment,
al have redrictions on FDIs smilar or more stringent than ours.

The issue here is not that some countries dlow unrestricted FDIs. The more important
issue is why do countries such as US (and even the Finance Ministry accepts that in
mahbile telephony, US redtricts foreign ownership) restrict foreign ownership a al?

The Finance Minigry’'s Note argues that even if the US has foreign ownership
redrictions in cdlular area, it has no such redriction in fixed landlines. Here we need to
remember an eementary fact. Telecom fixedline services in the US were a monopaly,
and a regulated monopoly of AT&T (Bdl), a US company. The issue of resdtricting
foreign ownership therefore did not arise for the Bell system.

The Finance Minigry’s Note dates “the redtrictions on mobile sarvices are more due to
spectrum availability rather than any ideologicd or security consderations” The facts
are otherwise. In the US, the redriction on foreign ownership on radio licenses came in
20's when telegraph and wireless were recognised to be of strategic importance. In the
US, Marconi, who was a British citizen owned radio licenses. The US thought that this
was not in its drategic interest. It forced Marconi to disnvest its share and this led to
the formation of RCA under the US Government's stewardship. RCA was adso given
Marconi’s US patents. The question of smilar redtrictions on fixed landline telephony
did not arise, as this was dready a homegrown Bell monopoly. In Canada, where US
companies were seen to be foreigners, such redrictions gpplied to both fixed and radio
licenses.

Even today, there is no advanced country, which hes effective landline competition. In
the US, the baby Bdls have metamorphosed into powerful players combining cable
cdlular and fixed line sarvices Locd fixed services are dill baby Bdl monopolies (dl
are US corporations) and there is hardly any competition in landline services. As long
as this scenario continues, there is no need for the US to look a foreign ownership
redrictions for landlines. In any case, they have other laws There are anti-monopoly



provisons, Szegble foreign investments in sendtive sectors need Treasury clearances.
In tdecom, a Committee on Foreign Investments in the US (CHUS), an
intergovernmental agency condging of the Federd Communications Commisson
(FCC), Homedland Security, Centra Intelligence Agency (CIA), the Federd Bureau of
Investigation (FBI) and the Department of Judice, etc., examines al such invesments.
Foreign equity caps are only one mechanism for redricting foreign control. Countries
with higher FDI limits in tedlecom companies had put in place security mechanisms long
before raisng the limits  India has not. The issue for us is that this is the only one we
have currently in pace and rdaxing tha as wel means no redrictions on foreign
control of Indian telecom companies.

The Finance Ministry’s Note makes it appear that China has “thrown open the doors to
foreign capitd.” Without going into details of the same, it must be roted tha the China
has yat to dlow FDI limits of 49%, which it would dlow only by 2007. It might be
noted that in China, Internet services are dso covered by the above redrictions unlike
Indiawhere 100% FDI isdlowed in Internet and other data services.

China Unicom and China Mobile — the mobile tedephony operaors ae  “State-Owned
Enterprises’ with more than 70% of their shares owned by unlisged parent companies
and ultimady the Minigry of Finance. China Mohile is the country’s mos vauable
enterprise and is ranked in the Fortune 500 lig. China has more than 300 million
ubscribers againgt gpproximately 45 million in India & present and accounts for 30 %
of the world's net addition in subscribers. And this growth has taken place without any
FDI in areas such asmobile, fixed telephony or long distance services.

The foreign owned companies that carry oversees communication, according to the
Finance Ministry Note are AT&T and Alcad Shangha Bdl. A perusa of the webste
of Alcated Shanghai Bel will show that it is an equipment manufacturing firm and not a
savice provider. In India, FDI of 100% is dready dlowed in tdecom equipment
manufacturing. With regards to AT&T (China), according to Paranjoy Guha Thakurta
(Busness Line 25 and 26 October) “Contrary to wha the Finance Ministry's note
would imply, AT&T (Ching) is not an investor in telecom services but a representative
office tha deds with bilaterd longdistance phone traffic between China and the
United States. A smilar representative office is run by AT&T in New Ddhi.”
Therefore, it is ingppropriate to use the AT&T China or Alcad Shangha Bdll
examplesto argue for lifting of FDI limitsin India

Attracting foreign capitd depends on a range of factors incdluding market demand, the
regulatory framework, and a dable policy environment. These are the aress that we
need to address. We are not aware of any foreign investor in telecom that has sad the
“low” FDI cgp is the reason for not investing (or not choosng to remain) in India As
we have dready explained in our ealier note, a number of foreign companies invested
in telecom savices in a period when these cgps exided (32 joint ventures for mobile
telephony and 16 joint ventures for fixed telephony when some of the world's largest
and best-known teecom companies had bid for mobile and fixed line licenses with a
4% cgp in place in 1994 and 1995). Their departure had little to do with FDI caps but
the regulaory uncertainty under the previous NDA Govenment in which the
Department of Telecom, Government and private operators, TRAI, .were dl fighting
cases agang each other in the courts As the Table bdow will show, there is little
correation between FDI limits and actud investments.



License Versus FDI Status

License Type FDI Limit Foreign Availability of License
Invesiors

Fixed Line 49% Zero Off-the-9df

Nationd Long  Digance | 49% Zero Off-the-adf

(NLD)

Internationd  Long Distance | 49% Zero Off-the-df

(ILD)

Paging 100% Zero Off-the-9df

Internet  Service  Provider | 100% Zero Off-the-ddf

(ISP)

Mobile Tdephony 49% 3plus Not avalable

Equipment Manufacturing 100% Negligible Not relevant

The Need for Large Capital Investmentsin Telecom and FDI’s

The Finance Ministry has clamed that unless FDI limits are lifted, huge investments
required of the order of $ 28 hillion (Rs128,000 crore if we use the current exchange
rate, though the Finance Minigtry dso taks dsewhere of investments required to be Rs.
160,000 crore) cannot be made. The Note dso taks of edimates of $25 hillion per
annum of FDI requirements, though no caculations have been given to substantiate this
figure.

The Finance Minidry does not seem to have interacted with the Minisry of
Communications or has overlooked the cadculaions that we had furnished in our earlier
note. This would have made clear that the internd resources generated by the telecom
companies are quite adequate to meet the needs of the sector. Our earlier note dso
shows that the current annual surplus and reserves of 4 Tdecom Companies — BSNL
and MTNL, Bhaati Televentures, Tata Telecom and VSNL, ae in the excess of
Rs.15,000 crore. If we indude Reliance Infocom in this and project the annud surplus
for the next 5 years, we ae looking a an average anud internad generdtion of Rs
20,000 crore, even with the most consarvative of edimaes The exiding subscribers
will pay for dmogt the entire future expansion of the network!

These figures are not surprisng. The

Indian tedlecom sector has been largdy
«f-financdng. The entire tdecom
expanson caried out by the erswhile
Depatment of Telecom was from its
internal accruas. The current surplus of
BSNL and MTNL is of the order of
Rs9,500 crore and is ploughed back
entirdy into further network expanson.
Things would have been much better if
the previous NDA Government had not
sld off VSNL, with an additiond
annua surplus of Rs4,000 crore. BSNL
has made invesments of Rs 66,372

“Annud Investment in the network has
increased from Rs. 785 crores (US$ 17.44
million) in 1986-87 to over Rs. 12,057 crores ($
3.20 hillion) in 2002-03. This investment has
been financed mainly by the Department's
internal accruals.”
BSNL Website

“The capita expenditure during 2002-03 was
Rs 10.33 hillion as againgt Rs8.22 hillion in
2001-02 and the capitd expenditure for both the
years was fully met by internal resour ces.”
MTNL Website
(Emphasisadded)

($14.7 billion) crore in the lagt five years, largdy from its internd resources. BSNL has
a cumulaive outlay in Gross Fixed Assats of Rs130,000 crore (2004 March), which is




growing & an annud rate of 15%. If we take this 15% figure and see BSNL’s projected
investment for the next five years, it is of the order of Rs. 130,000 crore ($28 billion).
And this does not include MTNL'’s investments, which are of the order of another Rs.
1,000 crore per annum. With the huge cash surplus that MTNL and BSNL today enjoy,
they can finance their growth from their internd resources (See Box). Even if they need
to tgp ether the domedtic or the internationd loan market, this is not difficult with this
magnitude of surplus.

If we look a the last 5 years of tdecom expanson of the country, it has had an
investment of about Rs100,000 crore. Apart from the private sector, which had to put in
the initid invetments and is now geneaing a surplus the mgor pat of this
invetment came from public sector and was through internad generation. Therefore,
nather is this sum of $28 hillion as daunting as it reads nor is it likey to impact capita
formation in other sectors.

The Finance Minigry has termed the baance sheets of the tdecom companies in its
Note as “the socdled hedthy bdancesheets of Indian companies’. Contrary to the
misgivings of the Finance Minidry, the baance sheets of the telecom companies are
indeed hedithy.

The Finance Ministry’s Note dso taks about the debt equity raio being of the order of
161 or a bex 21, implying tha the tdecom sector is finandaly wesk and requires
more investments before loans can be raised. If the capitd invetments come largey
from internd accruds the debt: equity ratio is bound to be low; this is not an
expression of the weskness of the sector but its strength.

The Finance Minigtry’s note has shown a requirement of $17 hillion for public sector
and $11 billion for the private sector. The question of FDI in BSNL and MTNL, the
two public sector companies, would aise only if the Government is conddering
dignveting in these companies This is quite contrasy to wha the Minigry of
Communications, Dayanidhi Maan has sad. According to Maran, there will be no
privatisation of the state-owned telecom companies. And as we have shown above, the
public sector telecom companies do not need autside finanding.

The FDI requirements then are regarding private telecom companies, who according to
the Finance Minisry’s cadculdions reguire roughly 2 billion dollar per year to enhance
their tdecom infrastructure. By our edtimates, the private tdecom companies are
projected to generaie about Rs. 10,000 crore per annum from ther interna resources,
and therefore do not require such large infusons from outsde. The mgor players here
not only are not asking for lifting of FDI limits but aso have pudlicy dated thet it is of
no concern to them.

While we support the increase of Teledendty, we mugt adso point out the skewed nature
of the current expandon. With the private sector concentrating on the wdl-off
consumers and the high revenue urban aress, the rurd-urban divide is geting even
sharper: & present it sands a 1:11. TRAI, in its Press Release, October 27, 2004 has
dated, “despite severd attempts over the last more than ten years, the gap between
penetration of telephony in rurd (1.7%) and urban (19.7%) aress is widening.” Even
today, 70,000 villages are not connected to the network. Even the Finance Ministry’s
note accepts that the network coverage in the country is only 20%. While improving
Tdedendty is important, it is now becoming clear that unless immediate measures are
taken, the urbantrurd divide would continue to grow.



Increese of competition and new private players has not helped in increasing network
coverage or rurd tdephony. While wel-off urban consumers have benefited from the
increase in Teedendty, the growth of the network coverage has not kept pace it is
largely concentrated in areas that were aready connected.

The issue of FDI limits must be seen in the context of priorities in the tdlecom sector.
The urgent need is to expand the network coverage and extend rurd telephony. In both
these, private players have very little contribution. The private tdecom companies have
fulfilled only 10% of their rurd tdephony commitments. Therefore the issue of raisng
FDI limits hes little rdevance to the key issues of improving coverage and rurd
telephony. Regarding resource condraint, the key condraint is cgpitd for the expanson
of the rura network. Raising FDI limitsor FDIs are not going to addressthis.

The only company that has pursued rurd telephony is sate-owned BSNL. The Finance
Minigry, ingead of encouraging BSNL, is hampering its ability to provide rurd
telephony by not releasng the Universd Service Obligation (USO) Levy, which has an
unspent current cumuletive balance of Rs. 5,500 crore.

Some private operators are not paying BSNL the TRAI mandated Access Deficit
Charges, thus hampering BSNL's ability to provide rurd teephony. They are routing
long digance cdls through their nework and hiding the origin, tregting it as a locd
cal, which has a lower access charge than long distance cdls. Both BSNL and MTNL
have filed cases agang Reiance. The Government needs to expedite the release of
USO levy and come down heavily on such atempts to fraudulently bypess legitimate
access deficit charges. The Government aso needs to strengthen BSNL and MTNL's
competitive cgpabilities by a merger of the two, after proper vauation of BSNL.

The Finance Minisry dso argues that if we do not expand the market for buyers we
may be limiting competition and may end up with only one or two large players. This is
a veay surprisng datement as India has dready four mgor players, MTNL-BSNL,
Taas, Rediance and Bharatis, operating with unified licenses across various circles. |If
we include both GSM and CDMA, there are seven operators in mobile telephony. In
most circles, there are three land line operators, four in ILD services, three in NLD
savices and hundreds in ISP. Apat from mobile tdephony, where new license are
resricted by lack of spectrum avalability, in dl other aess licensss ae fredy
avalable (see Table License Versus FDI Status). It is one of the mogt competitive
makets for tdecom in the world, dlowing competition in the locd loop as wdl.
Something, which is yet to take off in the west.

The Finance Minisry has suggested that the advantages of competition outweigh the
cog of duplication of resources. Whether competition will bring down rates or it will
leed to needless duplication of infrastructure depends on the degree of competition
dreedy exiging in tha maket. Currently, Indian tdecom sector is dready highly
competitive. So much so that TRAI regards tariffs need no longer be regulated. Given
the highly competitive environment of the telecom scenario in the country, TRAI, in its
conaultative papers, has dso tadked of needless duplication of infragtructure. There is
little that competition can do a this Sage to bring down telecom rates. It may be seen
that the introduction of the 4™ cellular licensee did not bring down rates further.

We have argued in our erlier note as well as here that FDI limits have no relevance in
dther atracting foreign cepitd or in expanson of the tdecom network. The higgest
proof of this can be found if we contrast the mobile and Internet services in the country.
In Internet sarvices, 100% FDI is permitted. We not only have yet to dtract foreign



capitd, our broadband services are 60 times more codly than Koreds. Our Internet
growth rates are stagnant, with VSNL concentrating after privatisation in the more
lucraive internationa long distance tdephony. In the same period, with a 4% cgp in
FDI, we have grown a a phenomend pace in mobile services. China, with an even
more stringent FDI policy aso has grown a a staggering pace.

Experience shows that a blind faith in the market coupled with rdaxing FDI limits will
not lead to increased tdlecom penetration or expand tedecom manufacturing base. The
key here is not FDI limits but the cost of services and the thrugt that the Government is
willing to put into these sectors.

Indigenous M anufacture

The Left had dso raised concearns that unless equipment manufacturing is indigenised,
the cost of equipment will not come down, impinging ultimately on the cost of telecom
sarvices. The Left had pointed out that a& present we offer reverse protection in the
Indian market; we have higher duties for raw materids than for finished goods, leading
to the destruction of the indigenous tdlecom industry. The Chinese example is jugst the
opposite. They have used their very large internd market to develop a manufacturing
base, which is now one of the largest in the world. The Finance Minidry cdls it the
“infant industry” mode but the fact is that this Chinese “infant” is currently the biggest
player in the globd cdlular market. It manufactures the largest number of handsets in
the world, and is giving globd MNCs a run for ther money in the more sophisticated
equipment such as switches and routers, etc. Having 100% FDI has not attracted
dgnificat capitd into Indian tdecom equipment maenufecturing sector. In  contradt,
China, has secured very subgtantid FDIs in manufacturing, with the presence in China
of dmog dl the mgor tdecom equipment manufacturing companies such as Nokia,
Erricsson, Alcatd, etc.

The manufacturing sector in China is growing enormoudy and it is likdy to be mgor
supplier of tdecom equipment internationdly — from mobile handssts to more
sophigticated network equipment. This has been possble due to a holigic view of the
telecom sector it took: from manufacturing to services. This has not only helped China
in building manufacturing capabilities, but dso resulted in chegper tdecom  equipment
and thus chegper expansion of the tdecom network.

In India, in contragt, we ae providing negative protection to indigenous industry: we
have higher duties on raw materids and intermediale goods than on the finished
products. No wonder Indian industry is in the doldrums while huge amounts flow out of
the country for import of dmost every thing in the tdecom sector, from mohbile
switches to handsets. The premier switch manufacturing company, ITI is now sSck.
There is no manufacture of mobile handsets taking place, in spite of the huge cdlular
market. One can understand this being the policy of the NDA Government, where the
trading interests had a drong lobby, but not for a Government that has promised
employment and support to indigenous indudsry. These polices of continuing
discrimingtion againgt Indian industry mugt be rectified if Indian industry hes to grow
and prices of telecom services brought down.

Apat from the issue of manufacturing protection or the infant industry argument, we
need to be clear about certain fundamentas. We beieve tha unless tdecom equipment
cods ae brought down, the tdecom sarvices cods will remain high. We look upon
domestic manufacture as a means of lowering cogs. This is the Chinese modd. If India
has a market for 150 million new subscribers, then this neans a larger market for new



subscribers than that of the US and the EU put together, less only to the Chinese market
in gze. If we do not use this market to build our manufacturing strength, not only will
the cost of tedecom sarvices not come down, but it will dso lead to huge outflows of
foreign exchange.

Let us take a quick look a the foreign exchange outflows that would take place if we
do not build up tdecom eguipment menufecture Out of the 150 million additiond
lines about 120 million is expected to be cdlular. For handsets done, this means an
outflov of  $24 hillion! If we add to this the 50% of the $28 hillion as cost of
eguipment, we are taking of another $14 hillion. In other words we are taking about
an outflow of the order of $38 hillion for not having tdecom equipment manufacturing
sector of the type that China has built. While the Finance Ministry is concerned about
how to secure foreign capitd of the order of $11 billion, it does not seem to be worried
about this much larger outflow thet is projected to take place.

The tedlecom equipment manufacturing, tddlecom services and their cost must be seen in
a holigic way. This is what the NTP 94 and 99 had promised. This is what the Left is
arguing the Government must do.

Legalising Violations of the 49% FDI Cap

The key question here is whether the breaching of FDI limits by Bharati and Hutch
illegd or not? If it is legd, then there does not seem to be any argument for lifting of
the caps. If it is not, should violators be rewarded by legdisng ther illegd acts?
Unfortunately, the Finance Ministry’s Note adds little light on this question.

The issue of lifting FDI limits in telecom sarvices needs to be de-linked from that of
violations of the exising cap of 49% on FDIs The vidations are a matter of law and
the Government needs to take appropriate steps of ether pendisng these companies or
plugging the exiging loopholes. After plugging the loopholes, the concerned companies
should be asked to dilute their foregn holdings and bring it in line with the 49% FDI
cap. Policy should not be changed because there have been violations.

We mugs dso emphasse tha if foreign cgpitd comes in to buy exiging shareholder
holdings, this does not go towards new telecom investments of the type tha the Finance
Minisry has dated the country requires. Indeed, it is a kind of portfolio investments
that go to the pockets of the exiging shareholders and generate windfdl profits for
them. Good policy should encourage productive investments. Ingteed, the current
proposd of lifting FDI will encourage speculaive profits and reward those who have
violated the existing FDI caps.
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