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Govtplans to control
buyout to ensure
availability of drugs
at affordable prices(/q
KHOMBA SINGH

NEWDELH!

VA
he government may approve
T acquisitions of local drug-
makers by global firms o a
case-by-case basis oncertain condi-
tionstoensure availability of imedi-
cines af affordable prices, despite
calls for restrictions on such deals
in the wake ot a spate of takeovers
inthelastthree years.
Multinationals may have to move
buyout proposals through the Fov-
eign Investiment Promotion Board
(F1PB), allowing the government to
understand the firm’s rationale for
buying alocal firm, a person famil-
iar with the matter said. They will
also be asked how the acquisition
will build capability of Indian in-
dustry such as manufacturing,
R&D, sourcing or bring new tech-
nology “This idea will be akin to
the moral suasion policy adopted
by thé Reserve Bank of India,” he
said, requesting anonymity. Moral
suasion is a strategy adopted by au-
thorities to influence and pressure,
but not force players into adhering
toapolicy.
The existing policy allows 100%
automatic foreign direct invest-
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ment (FDI) to encourage capacity
building in the sector. But the gov-
ernment was under pressure to cap
foreign drugmakers’ stake in Indi-
an firms after a series of acquisi-
tions that saw MNCs snapping up
some largelocal players.

A ministerial group that is being
setup will take afinal call on this is-
sue. Faced withlossof revenues d#e
to the expiry of patents on their
best-selling drugs, global drugmak-
ers look to buy Indian firms that
make cheaper versions of off-pat-
ent blockbusterdrugs.

The last three years saw a number

of such deals in-

st cluding  Daiichi
MNCs may Sankyo'’s acquisi-
havetomove tion of India’s
buyaut largest drugmak-
proposals er Ranbaxy and
throuvghthe Abbott’'s deal to
FiPB, buy the domestic
allowing the formulation busi-
government ness of Piramal
tounderstand  Healthcare.

the firm's Consultancy
rationalefor firm Ernst and
buyingalocal Young, appointed
firm " by the commerce

ministry, has sug-
gested case-by-case clearance of
takeovers in a report submitted to
the governmenta few weeks back.
There is another proposal to cap a
foreign drugmakers shareholding
inan Indian firm through buyout at
49%. “An MNC can have control
over pricing and marketing deci-
sion even with a 49% cap. Besides,
such a policy sends a wrong signal
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to global investors,” an industry ex-
ecutivesaid.

MNCs’ share in the country’s Rs
47,000-crore drug retail market has
risen to about 25% from 10% three
yearsago. Industry analystsbelieve
this could touch 50% if the trend of
MNC takeovers continues.

Indian drugmakers and health
groups fear that once global MNCs
get a dominant position in the mar-
ket, they may focus on exports, stop
selling low-margin drugs and mar-
ket costly patented medicines in In-
dia, thus threatening availability
of low-cost medicines. Global
MNCs say equity holding hasnore-
lation tocost of medicines, which is
monitored by local drug priceregu-
lator. Besides, there i1s enough com-
petition in the market to check the
prices. “A rollback of the open FDI
policy regime would be retrograde
and hurt India’'simage as an invest-

ment destination,” said Ranjit
Shahmi, presideut of OPPI, the as-
sociation of overseas drugmakers
inIndia.

Daara Patel, president of the Indi-
an Drug Manufacturer's Associ
ation (IDMA), says local drugmak-
ers are in favour of a 49% cap.
“MNCs can increase prices by im
porting the existing brands to es-
cape price control,” Patelsaid.

Indian government regulates
prices of medicine made using any
of the 74 bulk drugs. If they are im-
ported, the price regulator fixes the
prices of such drugs by merely giv-
ing a margin of up to 50% on top of
the landed cost provided by the im
porter. Another industry executive
said there are several companics
whose acquisition may not have a
undesirable iinpact, and a uniform
cap would prevent promoters from
sellingthem.





