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Dialling up growth

Introduction of the production-linked incentive (PLI) scheme, together with enhanced technology support led by the
adoption of open radio access network (RAN) and investments in 5G telephony, is expected to ring in a course
reversal for Indian telecom companies (telcos), which have been largely import-dependent and reliant on global
vendors for their network roll-outs.

So far, imports have accounted for 75-85% of the total telecom equipment market. While some global vendors
have their manufacturing bases in India, majority of equipment has been imported from East-Asian countries such
as China, Malaysia, South Korea, and Vietnam.

East Asiadominates telecom gear imports
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The nascent domestic equipment industry, on its part, has been catering mainly to public sector undertakings
(PSUs).

All that is expected to change now, with the government extending the PLI scheme to the telecom equipment
sector to boost domestic manufacturing and attract investments in the target segments of telecom and networking
products.

Under the scheme, 10 MSMEs and 10 non-MSMEs (of which at least three are domestic companies) will be
shortlisted on the basis of their investment commitment. The shortlisted companies will then receive incentives for
incremental sales generated over the base year, fiscal 2020.

The government has earmarked ~Rs 12,200 crore for the scheme, and expects investments of ~Rs 3,000 crore,
with an incentive to capex ratio of 4:1, which is the highest among all PLI schemes.
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PLI and 5G to boost the telecom equipment industry
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The fledgling domestic equipment industry missed the last wireless capex boom over fiscals 2016-2021, which saw
telcos pump Rs 3 lakh crore to strengthen their 4G networks, as they were largely dependent on global vendors for
their core, radio and transport network rollouts.

5G networks, however, are expected to see significantly higher investments as they entail at least 70% tower
fiberisation levels (30-35% presently) and 4-20 times higher radio site deployments compared with 4G. This would
lead to higher investments in optical and radio networks, respectively. With PLIs covering major telecom
equipment, except optical fibers, domestic gear manufacturers can leverage a Rs 50,000 crore market opportunity,
which is expected to double by fiscal 2025.

Additionally, the advent of open RAN, which seeks to end the proprietary RAN set-up, will resultin the
disaggregation of hardware and software at radio sites, allowing domestic gear makers to manufacture and
innovate in individual modules, such as antennas and remote radio heads, or more contemporary forms of radio
nodes, such as small cells.

The PLI scheme has been timed well ahead of the 5G launch, and provides the much-needed policy boost to the
domestic telecom manufacturing ecosystem. It has the potential to reduce the share of telecom imports in overall
demand to under 50% (from 75-85%).

However, it can be constrained by low cap on R&D investments, pricing pressure in the telecom industry and delay
in 5G auctions.
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Cap on R&D investments to resultin lower value-add
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In our view, the scheme is a good starting point for providing the much-needed uptake for the domestic equipment
industry. The need of the hour is to provide a phased manufacturing policy support over an extended period of at
least 10 years incentivising high value-adds to create domestic champions in telecom gear manufacturing and
make Indian telcos self-reliant.

Key monitorables for the success of PLI scheme
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Core, access and transport networks, which form the bulk of network capex, require a majority of investment
in R&D by domestic companies in the initial phase, especially in the Open RAN era. Thus, a cap on R&D at
15% of total investment in the PLI scheme will result in significantly lower share of value-adds.

Currently, 85-90% of domestic telecom gear demand is driven by wireless network investments by telcos.
Despite a consolidation in the industry over the last three years and one round of tariff hikes in December
2020, telecom ARPUs remain far below sustainable levels as competitive pressures continue to delay tariff
hikes. Thus, steep tariff hikes remain crucial to telcos having sustainable ARPUSs, raising additional funds
and making timely investments.

5G auctions in India have been delayed due to unfavourable industry conditions, with telcos having faced
severe hurdles over the last four years, including intense competition, pricing pressure, AGR order, etc. A
further delay in auctions can lead to India falling behind in technology.

Also, the telecom industry has raised issues such as high reserve prices, low mid-band spectrum availability
and inclusion of mmWave to be considered before the next auctions, which can help them plan their 5G
investments optimally.

Source: DOT, CRISIL Research
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About CRISIL

CRISIL is aleading, agile and innovative global analytics company driven by its mission of making markets function
better.

It is India’s foremost provider of ratings, data, research, analytics and solutions, with a strong track record of
growth, culture of innovation and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers.

It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks,
analytics and data to the capital and commodity markets worldwide.
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CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and
analysis on the Indian economy, industry, capital markets and companies. We also conduct training programs to
financial sector professionals on a wide array of technical issues. We are India's most credible provider of economy
and industry research. Our industry research covers 86 sectors and is known for its rich insights and perspectives.
Our analysis is supported by inputs from our network of more than 5,000 primary sources, including industry
experts, industry associations and trade channels. We play a key role in India's fixed income markets. We are the
largest provider of valuation of fixed income securities to the mutual fund, insurance and banking industries in the
country. We are also the sole provider of debt and hybrid indices to India's mutual fund and life insurance
industries. We pioneered independent equity researchin India, and are today the country's largest independent
equity research house. Our defining trait is the ability to convert information and data into expert judgements and
forecasts with complete objectivity. We leverage our deep understanding of the macro -economy and our extensive
sector coverage to provide unique insights on micro-macro and cross-sectoral linkages. Our talent pool comprises
economists, sector experts, company analysts and information management specialists.
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