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Foreword

Though not to the same extent as the telecom se¢htoautomobile and auto-component
industry has also emerged as one of the recenessigtories. As in all other countries,
the Indian automobile industry is one of the keywehs of industrial growth and
employment which will further gain in importancetime coming years. Its recent record
of rapid output growth, productivity improvementsidaexpanding share in global
markets has perhaps not been so well documentesl.siudy fills that gap. The study
will help us understand how the industry’s sucéesgiite directly linked to the trade and
industrial policy reforms initiated in the early 4®. More importantly, the study will
identify the critical constraints that prevent tinelustry from further expansion in the
global share and emerge as one of the major produahd export hubs in the coming
years.

This analysis is based on a comprehensive revievseabndary literature and an
extensive fieldwork which covered the major autoiteassemblers and auto-component
manufacturers across all the three tiers so asot@rcthe largest and the smallest
component producers. This has allowed us to makenescspecific policy
recommendations which have been discussed witmthestry representatives more than
once. Theses recommendations, if accepted andnmepled, could contribute to India’s
emergence as one of the major automobile produetngomies in the world. Given our
domestic demand and the entrepreneurial talestywbuld be a natural outcome.

The study has been supported by the National Maturiag Competitiveness Council
(NMCC) and the Automobile Component Manufactureissdciation (ACMA). Their
support was not limited only to the financial resms they provided. We were fortunate
to interact with NMCC on a regular basis and geirtinputs for required mid-course
changes. ACMA was very forthcoming with all the sedary data and support for the
fieldwork undertaken. Its elder sister associatitre Society of Indian Automobile
Manufacturers (SIAM) also helped with data, adwacel spirited arguments which have
helped to sharpen and correct the focus of sommupnfecommendations. | am indeed
grateful to NMCC and ACMA for their generous sugporvolvement and for the inputs
of their members in the study.

Given the importance of the automobile industry tfeg progress of the manufacturing
sector and indeed for the Indian economy, ICRIER @antinue its work in this area.
This study should, therefore, be seen also asagirase of an ongoing enquiry. We are
hopeful that the recommendations included here m#rit the attention of both the

government and the industry.

Rajiv Kumar
Director & Chief Executive

January 18, 2008



10.

Executive Summary

This study analyses the determinants of competiéige in the Indian auto industry.
It is based on a field survey and a quantitativelyais of secondary data. The field
survey covers 45 firms all over India, of which &® auto-component firms and 14
are Original Equipment Manufacturers (OEMS).

From 2001-02 to 2005-06, the Indian automobdeta has grown at an average
annual rate of over 18 per cent in terms of vali®wput at constant 1993-94
prices and the auto-component sector has growha@it&®6 per cent. During the
same period, in terms of domestic sales in numitexs,wheelers have grown at
over 13 per cent per annum; three-wheelers at niame 15 per cent commercial
vehicles at about 25 per cent per annum and thédeuai passenger vehicles by 17
per cent per annum.

Vehicle exports at constant 1993-94 prices lggoan at an average annual rate of
more than 55 per cent from 2001-02 to 2005-06, evhailito-component exports

have grown at 21 per cent. Two-wheeler exports leeen an annual average
growth rate of 27 per cent; passenger car exp@ie lgrown at 80 per cent; and

commercial vehicles at about 55 per cent.

The effective rate of protection on automobilemisch higher than on components.
For example, during 2006-07, while nominal customies were 60 per cent for
automobiles (other than commercial vehicles), 1@ cent for commercial

vehicles and 12.5 per cent for auto-componentgctivie rates of protection were
183.5 per cent, 12.5 per cent and 10.1 per cesgentively.

With the higher countervailing duty and other ceflegies, the effective rate of
protection for automobile sector would be even &rgh

This differential rate of effective protection dids resource allocation and
investment pattern in the industry.

The auto-component sector has much higher emm@nigeneration potential and
export-intensity than the auto assembly segmenthefsector. The component
manufacturers are now globally competitive and @s® maintaining reasonable
profitability levels despite a tariff protection ofly 7.5 per cent.

The import tariff for the assembled vehicles ispg® cent. Given the low level of
protection both for the auto components and CKD/S#iB, this clearly reflects a
policy bias in favour of auto assemblers.

The reduction in import duties on assembledsumiay be undertaken in a phased
manner and after ensuring that Indian automobitapamies get comparable access
to ASEAN and Chinese markets.

The anti-dumping mechanism should be strengtheaegtdvent the dumping of
vehicles in the Indian market.
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The government must also ensure that the largastnircture deficit faced by this
important sector is addressed urgently so that asyerse impact of macro-
economic policies is avoided. These are importtagssif import duty structure is
to be rationalized.

Materials cost is the major component in productiost and its share is increasing.
Policy measures to reduce domestic indirect tareallanputs for the auto industry
would be a welcome step to enhance competitiveidss.Chinese auto industry
faces a flat 17 per cent indirect tax incidencepap aim should be to reach that
level.

Significant scaling up is required at all levelstie Indian auto-component sector
so that economies of scale are gained and cosbdtiption reduced.

One of the major constraints for the smaller awoyoonent manufacturers in
increasing their scales of production is lack additr availability at interest rates
comparable to other countries. This is also cordrhy our econometric analysis.

R&D expenditure as a share of turnover is low i ltidian auto-component sector
ranging between 0 and 1.5 per cent while it isPer cent for the automobile
sector. In fact, most of the smaller auto-comporients and a few of the bigger

ones do not have an R&D facility. Policy intervemtis urgently needed to improve
the R&D activities in the Indian auto industry. &nfiscal incentives are not
working, a scheme of special credit for R&D woulel tseful to induce the R&D

activities.

India’s current levels of tariff on capital good® digher than those in the ASEAN
and China. Thus, these tariffs should be broughivnddurther to enhance
competitiveness.

The Indian auto industry does not possess goodjaéacilities. The Government

needs to significantly strengthen non-proprieta®DRand design capacity that has
strong connections with research institutes likeslIThis could be used by all the
players in the industry to develop new models, cedmnaterial costs and become
more competitive.

Skill shortages and skill mismatches have emergedh anajor constraint. To
address this critical concern, the proposed Natigh#to Instituté should be
quickly established with active participation oivate industry players.

There is a significant and increasing use to cohirerkers in the industry. Labour
reforms, aimed at more flexibility, are widely cateyed among the industrialists as
an essential step. This will encourage firms to lesmand retain more permanent
workers and improve learning and raise productilatsels.

! National level Automotive Institute for trainirm automobile has been proposed in Automotive Missi
Plan. This should preferably be established inradjor auto hubs in India. In addition to regulande
term courses such as diplomas and degrees, it dstadsb provide short-term specialised training
programmes for personnel already working in the audustry.



20. It is important to recognize that labour reformge axpected to increase overall
employment in the auto sector and will also hetmd in the organised sector to
scale up.

21. The unorganised sector contributes 30 per cerdtéd émployment, 15 per cent to
fixed assets and only 1.5 per cent to output io andustry in India. This sector has
much lower capital and labour productivity than trganised sector. The share of
power/fuel cost in total costs are much higherha unorganised sector. Hence,
policy measures are required to incentivise thesaller firms to use power and
fuel more efficiently, by adopting better technotsgand taking steps to minimise
wastage.

22. In the econometric analysis, foreign equity papation is found to be correlated
with technical efficiency. Therefore, both centmedastate governments should
create a conducive environment for attracting niidé

23. The trend of mid-sized vehicles capturing a largerkat share is expected to
continue in the foreseeable future.

24. A detailed roadmap for strict implementation of sswn standards that are
harmonised across states should be drawn up. dhbld go a long way in ensuring
that the entire automotive supply chain upgradeditguand technology.

25. While the implementation of VAT is a positive stegmaining differential in
indirect taxes should be eliminated by moving ® @&ST. The currently prevalent
region-specific fiscal concessions are creating tmsustainable locational
distortions in the industry.

26. So far, India’s FTA with Thailand has resulted imet trade gain for India. The
government must, however, ensure comparable, ipregerential, market access to
domestic firms in partner countries, especiallythe Asia-Pacific region, while
negotiating FTAs.

27. The principles pertaining to the rules of origawk to be strictly implemented.

JEL Classification: L62, F14, 025, D24
Key Words: Indian Auto Industry, Competitiveness, Efficieranyd Indian Auto Policy.

Views expressed in this paper are those of the authors and may not necessarily reflect the
views of the organization




1. Literature Review*

1.1 Introduction

The automobile sector is a key player in the gladradl Indian economy. The global
motor vehicle industry (four-wheelers) contributesper cent directly to the total
manufacturing employment, 12.9 per cent to thel tot@nufacturing production value
and 8.3 per cent to the total industrial investménalso contributes US$560 billion to
the public revenue of different countries, in terofigaxes on fuel, circulation, sales and
registration. The annual turnover of the globaloamtustry is around US$5.09 trillion,
which is equivalent to the sixth largest economshmworld (Organisation Internationale
des Constructeurs d'Automobiles, 2006). In addjtitve auto industry is linked with
several other sectors in the economy and hendadisect contribution is much higher
than this. All over the world it has been treatedadeading economic sector because of
its extensive economic linkages.

India’s manufacture of 7.9 million vehicles, incind 1.3 million passenger cars,
amounted to 2.4 per cent and 7 per cent, respggtiokglobal production in number.
The auto-components manufacturing sector is anolesr player in the Indian
automotive industry. Exports from India in this meaose from US$1.0 billion in 2003-
04 to US$1.8 billion in 2005-06, contributing 1 peent to the world trade in auto-
components in current USD.

In India, the automobile industry provides direntpdoyment to about 5 lakh persons. It
contributes 4.7 per cent to India’'s GDP and 19qest to India’s indirect tax revenue.
Till early 1980s, there were very few players ire tindian auto sector, which was
suffering from low volumes of production, obsoleted substandard technologies. With
de-licensing in the 1980s and opening up of thidaseto FDI in 1993, the sector has
grown rapidly due to the entry of global players.

A rapidly growing middle class, rising per capitacomes and relatively easier
availability of finance have been driving the védidemand in India, which in turn, has
prompted the government to invest at unprecedetgeels in roads infrastructure,
including projects such as Golden Quadrilateral &lwith-East-South-West Corridor
with feeder road$. The Reserve Bank of India's (RBI) Annual Policya®ment
documents an annual growth of 37.9 per cent initcfledv to vehicles industry in 2008.
Given that passenger car penetration rate is pmite8.5 vehicles per thousand, which is
among the lowest in the world, there is a hugem@kdemand for automobiles in the
country.

* We are grateful to Dr. Rajiv Kumar, Director & CECRIER, Dr. Ramesh Chandra, Professor, ICRIER
and Ms. Nisha Taneja, Senior Fellow, ICRIER, faithvaluable comments and suggestions. The usual
disclaimer applies.

2 However, the road infrastructure still remainscimbelow global standards.

% Although credit availability may have boosted ioh demand, the recent monetary tightening ané hik
in interest rates may adversely affect vehicle dema



There are two distinct sets of players in the Indiato industry: Automobile component
manufacturers and the vehicle manufacturers, whieh also referred to as Original
Equipment Manufacturers (OEMs). While the formet iseengaged in manufacturing
parts, components, bodies and chassis involvedtomabile manufacturing, the latter is
engaged in assembling of all these componentsam&@utomobilé.

The Indian automotive component manufacturing sectmsists of 500 firms in the
organised sector and around 31,000 enterpriséginriorganised sector. In the domestic
market, the firms in this sector supply componetatsvehicle manufacturers, other
component suppliers, state transport undertakidgfence establishments, railways and
even replacement market. A variety of componengsexiported to OEMs abroad and
after-markets worldwide.

The automobile manufacturing sector, which involvessembling the automobile
components, comprises two-wheelers, three-wheeferg;wheelers, passenger cars,
light commercial vehicles (LCVs), heavy trucks amases/coaches. In India, mopeds,
scooters and motorcycles constitute the two-wheetsstry, in the increasing order of
market share. In 2005-06, the Indian auto sector fraduced over 7.6 million two-

wheelers and 1.3 million passenger cars and utiétyicles.

India is a global major in the two-wheeler indugbrpducing motorcycles, scooters and
mopeds principally of engine capacities below 200itcis the second largest producer of
two-wheelers and 13th largest producer of passeogey in the world. Tata figures
among the ten largest global manufacturers of LQ¥Msvy trucks, buses and coaches,
while it is among the top 25 in passenger car nmactufing.

The two-wheeler industry in India has grown at anpounded annual growth rate of
more than 10 per cent (in number) during the lastyears and has also witnessed a shift
in the demand mix, with sales of motorcycles shgwam increasing trend. Indian two-
wheelers comply with some of the most stringentssian and fuel efficiency standards
worldwide. The passenger car segment has been rgyoatia rapid pace -- from over
6,50,000 vehicles sold during 2001 to over a millieehicles sold during 2004-05,
showing an annual growth rate of 17.36 per cent.

With this general introduction, Section 1.2 presemtreview of recent literature on the
Indian auto industry and appraises it criticallgcton 1.3 attempts to identify the gaps in
the literature and highlights the contributiongho$ study.

1.2 Literature Review

As noted by NMCC (2006), competitiveness of manufidéeg sector is a very broad
multi-dimensional concept that embraces numeroyseas such as price, quality,
productivity, efficiency and macro-economic envinent. The OECD definition of
competitiveness, which is most widely quoted, alsonsiders employment and

4 However, many OEMs also provide or upgrade tedgieb of auto-component manufacturers to build
up supply chain.



sustainability, while being exposed to internaticc@mpetition, as features pertaining to
competitiveness. There are numerous studies on iadtestry in India, published by
industry associations, consultancy organisatioesearch bodies and peer-reviewed
journals. In this section, various studies on thgidn auto industry are reviewed, under
different heads pertaining to competitiveness, namglobal comparisons, policy
environment and evolution of the Indian auto indysproductivity, aspects related to
supply-chain and industrial structure and technplmggd other aspects.

1.2.1 Global Comparisons

The Investment Information and Credit Rating Agentyndia (ICRA, 2003) studies the

competitiveness of the Indian auto industry, by bglo comparisons of macro-

environment, policies and cost structure. This daetailed account on the evolution of
the global auto industry. The United States waditeemajor player from 1900 to 1960,

after which Japan took its place as the cost-efficieader. Cost efficiency being the only
real means in as mature an industry as automotulestain or improve market share,
global auto manufacturers have been sourcing flendeveloping countries. India and
China have emerged as favourite destinations ferfitist-tier OEMs since late 1980s.

There are only a few dominant Indian OEMs, while tumber of OEMs is very large in

China (122 car manufacturers and 120 motorcycleufaaturers).

According to this study, the major advantage of lih@dian economy is educated and
skilled workforce with knowledge of English. Our sddvantages include poor
infrastructure, complicated tax structure, infldgiblabour laws, inter-state policy
differences and inconsistencies. The drivers oh€e economic growth are FDI, labour
productivity growth, which was 1.5 times higherrhtaat in India in the last decade, and
domestic demand. Fiscal pressure is mounting oiCtheese government, while India is
in a better state. Based on comparisons of cospaesition to pinpoint the areas in which
the Indian auto industry is at a disadvantage, shigly recommends a VAT regime,
speedy procedures, imports duty cuts on raw méer@mmmon testing and design
facility, labour reforms, upgradation of design agmgineering capabilities and brand
building.

ICRA (2004a) analyses the implications of the IRIBEAN® Free Trade Agreements for
the Indian automotive industry. ASEAN economies gl@bally more integrated than
India. The current size of Indian and ASEAN marketautomobiles is more or less the
same but the Indian market has a larger growthnpiatehan the ASEAN market due to
the low level of penetration. The labour cost is/ lm India but the stringent labour
regulations erode this advantage. The level ofastfucture is better in India than
Indonesia and the Philippines but worse than thabther ASEAN countries. The
financial and banking sector is better in Indiantha the ASEAN countries. The study
notes that there is a huge excess capacity in ASEAMtries, in comparison with that in
India, which will help them to tackle the excessnded that may arise in future. The
study finds a 20-30 per cent cost disadvantagelrfdian companies on account of
taxation and infrastructure and 5-20 per cent labmst advantage over comparable

® Association of South East Asian Nations.



ASEAN-member-based companies. Similar findings amted in a study by the
Automotive Component Manufacturers Associationrafid (ACMA, 2004), particularly
in comparison with Thailand.

ICRA (2004b) analyses the impact of Preferentiahder Agreement (PTA) with
MERCOSUR on the automobile sector in India. This study $irdsignificant threat of
imports in sub-compact and compact cars and ced@aio-components. There is huge
excess capacity and intense competition in MERCOSU&tries, propelling them to
look for export opportunities. This is true esp#giaf Brazil, which has a well-
developed auto-component sector with huge econoofissale. Further, weak currency
in all MERCOSUR countries provides a natural tapiirrier. In addition, MERCOSUR
countries have an equitable arrangement within sedres to have a balanced trade, with
fair level of exports and imports. The Indian autdustry could gain from this PTA with
MERCOSUR only if it is assured of the balanced ¢tads MERCOSUR countries
practise among themselves.

ICRA (2005) studies the possible impact of FTA wBouth Africa on the Indian
automobile industry. The study finds that there arfew policies in South Africa that
indirectly subsidise the auto industry, unlike Bdin terms of financial grants. Hence it
is suggested that India could minimise losses dntygoes for inclusion of certain auto-
components, which involve huge logistic costs opams, creating a natural protection
(for example, stampings, glass, seats, plasticyaed) and those in which India enjoys
economies of scale and is cost-competitive (e.gtirggs and forgings) in this FTA. If
South Africa is ready to discontinue the schemeh sas Motor Industry Development
Programme (MIDP), India could include all autometisomponents in this FTA. There
should be a minimum local content of 60 per ceut thie agreement should not be trade-
balancing as India will not gain much in that case.

1.2.2 Policy Environment and Evolution of I ndian Auto I ndustry

In this section, studies on the policy environmpettaining to the Indian auto industry
and its evolution over the years have been reviewed

Pingle (2000) reviews the policy framework of Indiautomobile industry and its impact
on its growth. While the ties between bureaucratd the managers of state-owned
enterprises played a positive role especially stheelate 1980s, ties between politicians
and industrialists and between politicians and ladeaders have impeded the growth.
The first phase of 1940s and 1950s was charaatebgesocialist ideology and vested
interests, resulting in protection to the domestito industry and entry barriers for
foreign firms. There was a good relationship betwgeliticians and industrialists in this
phase, but bureaucrats played little role. Develammof ancillaries segment as
recommended by the L.K. Jha Committee report inO1®&&s a major event that took
place towards the end of this phase. During therskphase of rules, regulations and
politics, many political developments and econopriablems affected the auto industry,
especially passenger cars segment, in the 19604 @r@s. Though politicians picked

® Southern Common Market, which comprises Latin Aoser countries.



winners and losers mainly by licensing productithis situation changed with oil crises
and other related political and macro-economic trairgs.

The third phase starting in the early 1980s wasathe@rised by delicensing, liberalisation
and opening up of FDI in the auto sector. Theséiesl resulted in the establishment of
new LCV manufacturers (for example, Swaraj Mazd&@MDToyota) and passenger car
manufacturerd. All these developments led to structural changeshe Indian auto
industry. Pingle argues that state intervention @wdership need not imply poor results
and performance, as demonstrated by Maruti Udyaogited (MUL). Further, the non-
contractual relations between bureaucrats and Midtatgd most of the policies in the
1980s, which were biased towards passenger carsldhdn particular.

However, D’Costa (2002) argues that MUL’s successat particularly attributable to
the support from bureaucrats. Rather, any firm ihais good as MUL in terms of scale
economies, first-comer advantage, affordabilitypdurct novelty, consumer choice,
financing schemes and extensive servicing netwaikdd have performed as well, even
in the absence of bureaucratic support. D’Costaokiaer criticisms about Pingle (2000).
The major shortcoming of Pingle’s study is thaigitores the issues related to sector-
specific technologies and regional differences ssthe country.

Piplai (2001) examines the effects of liberalisation the Indian vehicle industry, in
terms of production, marketing, export, technoldggrup, product upgradation and
profitability. Till the 1940s, the Indian auto ingtey was non-existent, since automobile
were imported from General Motors and Ford. Inyed®40s, Hindustan Motors and
Premier Auto started, by importing know-how from m@eal Motors and Fiat
respectively. Since the 1950s, a few other compgagméered the market for two-wheelers
and commercial vehicles. However, most of them eeittmported or indigenously
produced auto-components, till the mid-1950s, whedia had launched import
substitution programme, thereby resulting in ailcsly separate auto-component sector.

Due to the high degree of regulation and proteatmothe 1970s and 1980s, the reforms
in the early 1990s had led to a boom in the awastry till 1996, but the response of the
industry in terms of massive expansion of capaciied entry of multinationals led to an
acute over-capacity. Intense competition had lgoritte wars and aggressive cost-cutting
measures including layoffs and large-scale retmereett. While Indian companies started
focusing on the price-sensitive commercially uselieles, foreign companies continued
utilizing their expertise on technology-intensivehicles for individual and corporate

uses. Thus, Piplai concludes that vehicle induséty not gained much from the reforms,
other than being thrusted upon a high degree afsiamable competition.

In August 2006, a Draft of Automotive Mission Pl&tatement prepared in consultation
with the industry was released by the Ministry okady Industries and Public

" Maruti Udyog Limited (MUL) was the only new enttan passenger car segment from 1982 to 1993,
after which foreign firms such as Hyundai, Hondaydta, etc., started entering. This was despite the
fact that many CV manufacturers had entered iryd&®80s. Pingle takes this as an evidence forahe f
that the relationship between bureaucrats and neasag MUL played a role in protecting MUL.



Enterprises. This was finally released as a repomecember 2006. This document
draws an action plan to take the turnover of theraotive industry in India to US$145
billion by 2016, accounting for more than 10 pentcef the GDP and providing
additional employment to 25 million people, by 20A6special emphasis is laid on small
cars, MUVs, two-wheelers and auto-components. Mesassuggested include setting up
of a National Auto Institute, streamlining govermtieducational/research institutions to
the needs of the auto industry, upgrading infrastine, considering changes in duty
structure and fiscal incentives for R&D. SimilarNMCC (2006), which lays down a
national strategy for manufacturing, recognisesitimgortance of the Indian automobile
and auto-component industry, particularly the fatées a competitive knowledge-based
industry with immense employment generation poéénti

McKinsey (2005) predicts the growth potential oflimrbased automotive component
manufacturing at around 500 per cent, from 2002Q&5. This report describes the
initiatives required from industry players, the @owment and the ACMA to capture this
potential. This study was based on interviews andkshops with 20 suppliers and 7
OEMs and survey with ACMA members. Increase in costssures on OEMSs in
developed countries, coupled with the emergenakitiéd, cost-competitive suppliers in
Low Cost Countries (LCCs), is likely to facilitatarther acceleration of sourcing of
automotive components from LCCs. The analysis ifleatstrong engineering skills and
an emerging culture of cost-competitiveness asmhgr strengths of the Indian auto-
component sector, while its weaknesses include giowth in domestic demand and
structural disadvantages such as power tariffdragticect taxes.

The policy recommendations of this study includeTVinplementation, lower indirect
taxes, power reforms, tax benefits linked to exmanmnings, duty-cut for raw material
imports, R&D incentives for a longer period, esistinnent of auto parks, benefits for
export-seeking investments, human resources dawelopand modernisation fund for
new investments in auto clusters. Industry playerge been advised to improve their
operational performance, determine their stratpgsture as one among those identified
in the study, improve capabilities in line with ithposture and invest very rapidly in a
planned manner. ACMA needs to promote India asaadyrenable sourcing from India
by global customers and promote the quality anddyctvity efforts of the auto-
component firms in India.

ACMA (2006) notes that India’s joining the WP (Worg Party) 29: 1998 Agreement
for global harmonisation of automotive standarasjpted with the funding of National

Automotive Testing and Research Infrastructured2tqNATRIP) by the Government of

India, has increased prospects of the Indian awdtositry rising up to global standards in
the near future, in all aspects.

Narayanan (1998) analyses the effects of deregulgtolicy on technology acquisition
and competitiveness in the Indian automobile ingudtiring the 1980s and finds that
competitiveness has depended on the ability talliadhnological advantages, even in an
era of capacity-licensing. In a liberalised regirties would depend on firms’ ability to
bring about technological changes, as inferred ftbenbehaviour of new firms in the



sample considered. Further, vertical integratiomldtcscore over subcontracting in a
liberal regime. This is probably because of theyeaf new foreign firms that produce
technologically superior and guaranteed qualityicleh and choose to produce most of
the components in-hou&eNarayanan (2004) analyses the determinants of tgraf
Indian automobile firms during three different pgliregimes, namely, licensing (1980-
81 to 1984-85), deregulation (1985-86 to 1990-91) Eberalisation (1991-92 to 1995-
96). Unlike the prediction by Narayanan (1998)s thiiudy finds that vertical integration
is detrimental for growth in a liberalised regime ia potentially limits diversification.
Narayanan (2006) also finds that vertical integratplays a positive role in a regulated
regime, while it is not conducive for export conifre¢ness in a liberal regime.

Kathuria (1995) notes that the time-bound indigetian programme for commercial

vehicles in the 1980s facilitated the upgradatibmemdor skills and modifying vehicles

to suit local conditions, which demand functionéficeency, overloading capabilities,

fuel economy, frequent changes in speed and easy rend maintenance. Kathuria also
mentions that the choice between vertical integratand subcontracting crucially
depends on the policy regime: In a liberal regivegtical integration may not work.

1.2.3 Productivity

Sharma (2006) analyses the performance of the riraligo industry with respect to the
productivity growth. Partial and total factor prativity of the Indian automobile
industry have been calculated for the period fr&@80t91 to 2003-04, using the Divisia-
Tornquist index for the estimation of the total ttacproductivity growth. The author
finds that the domestic auto industry has registeae negative and insignificant
productivity growth during the last one and a hddéficade. Among the partial factor
productivity indices only labour productivity hases a significant improvement, while
the productivity of other three inputs (capitalesgy and materials) haven’'t shown any
significant improvement. Labour productivity hasreased mainly due to the increase in
the capital intensity, which has grown at a rat®.4#4 per cent per annum from 1990-91
to 2003-04.

1.2.4 Aspects Related to Supply Chain and Industrial Structure

In this section, the studies that examine the dspeertaining to local and global auto
supply chains as well as the structure of the Imdiato industry are reviewed.

Humphrey (1999) compares the impact of globalisatin supply chain networks in the
auto industry in Brazil and India. According to Hpinmey, global auto industry hubs
were situated in three regions, namely, North AogriVestern Europe and Japan. Brazil
and India are examples of the countries which cdeleklop the indigenous auto industry
despite not being situated very close to any ade¢hregions. Hence, Humphrey compares
the auto industries in these two countries. Thigdytconsiders auto industry as a

8 However, as Narayanan (2004) notes, vertical matemn was gradually replaced by subcontracting,
because Indian auto-component sector could emerge a@mpetitive sector after the entry of foreign
firms.



producer-driven commodity chain, wherein globaloaassemblers control the entire
supply chain from components to dealerships.

While the global auto assembly majors used to predi0-70 per cent of the value in-
house till the 1980s, various phenomenal developsneave started taking place since
the 1980s, such as the emergence of independdetsiaad rise of catalogue suppliers
who supply their standard and indigenously desigoedchponents/modules to many
assemblers. Brazil and India had liberalised ant@stments and tariff structure since
1990. Prior to 1991, India had a much more pradedtt regime than Brazil, in terms of
licensing and quantitative restrictions on both ame and domestic production. Inflows
of auto FDI occurred in both the countries sinee ithid-1990s. Further, Brazil and India
have emerged as preferred suppliers for global assemblers. When the global auto
assemblers entered India and Brazil, the phenomaiotfiollow-source® was also
happening. Now, there are parallel global netwooksboth assemblers and Tier-1
suppliers. Even Indian component suppliers haveodppities to enter the global auto
supply chains, mainly in low technology productsdedo detailed drawings but the
space for domestic industry is diminishing. Witte tglobal centralization of product
engineering, skill requirements are likely to bemense in process engineering,
particularly in assemblers and Tier-1 componentufeturers.

Sutton (2000) compares the auto-component supg@inshn India and China, based on
field surveys. In both these countries, the sugpigin has developed very rapidly at the
level of car makers and Tier-1 suppliers, with gydkevels close to world standards,
largely driven by the entry of multinational car kees. But, the Tier-2 suppliers are still
not up to the global standards. The domestic conmtuirements, based on the infant
industry argument, have helped the internationahtakers in enhancing the production
capabilities of the domestic players effectively,shown by increases in auto-component
exports from India and China. Of the top ten expgrfirms in India and China, five and
six are domestic ones, respectively. Enhanced gwghalin capabilities have benefited
the domestic auto-makers as well, such as MahiadcaMahindra in India, who have
been able to capture a sizeable market share Wwah tndigenously designed and
assembled MUV.

Some leading component producers in China and Isidédegically use highly capital-
intensive technigues such as robotics, occasigndéigpite the low wages, mainly on
account of their concerns to achieve high levelgjdlity. This in combination with
employing high-quality workforce even at shop fla®@another strategic choice of a few
leading firms in India, to promote exports. Manyeffl firms follow the standard
Japanese work practices to improve quality andmig@ costs. Interactions between car-
makers and component suppliers have also helpddttbeimprove quality.

Addressing a larger question of the impact of FpreDirect Investment (FDI) on the
domestic industry and economy, Tewari (2000) studie automotive supply chain of

® When global auto majors invest in India, theirfered suppliers elsewhere in the world are also
encouraged entering India as the wholly-owned slidrseés of these suppliers. This phenomenon is
called ‘follow-source’.



Tamil Nadu, based on field surveys. Studies sudduasphrey (1999) show that entry of
global auto majors in India and Brazil have impedethestic firms, because of ‘follow-
source’, while this study shows evidence for thet that medium-sized firms, which
entered in the mid-1990s in Tamil Nadu have formetivorks with smaller domestic
suppliers and helped them upgrade their techndodibese medium-sized suppliers
require more support from the government, sincg thlay a crucial role in facilitating
the development of the domestic auto industry.tdeentures and technical tie-ups with
overseas suppliers have been the strategies tmatfalowed by well-performing auto-
component manufacturers, long before the globab angjors entered India. These
relationships and the entry of foreign OEMs notygmlomote employment and income,
but also diffusion of technologies and knowledgehe entire supply chain, including
smaller firms.

Veloso and Kumar (2002) provide an overview of thajor trends taking place in the
global automotive industry, emphasising on the Agiaarket. Consumer preferences,
government regulations and intense competition heesn driving the firms towards new
technologies, modernisation, research and changefesign and production. Market
saturation in Triad regions (the United States, ¥f@sEurope and Japan) and rapid
emergence of markets in Asia have led to increadingrsity in market needs. As a
result, there are many models and segments corpingpidly.

Auto majors have started adopting a global persgeend reorganising their vehicle
portfolio around product platforms, modules andtays. They are also minimising the
number of suppliers, by opting for bigger ones, ebason cost and quality
competitiveness, R&D capacity and proximity to depenent centres. Mergers and
acquisitions are taking place for consolidationp8iers have been taking new roles, as
systems integrators, global standardiser-systemsufaeturers, component specialists
and raw material suppliers. These roles are basedeix focus, market presence, critical
capabilities and types of components and systems.

The automobile industry in India had been facing pioblem of overcapacity by 2000
and the auto-component sector was not so develaped be able to deliver products of
world-class quality. Chinese tariff and quota peks coupled with local content
regulations protect the auto industry in China imsaty. However, the Chinese auto
industry suffers from fragmentation, lower qualilgck of technological upgradation and
managerial skills. Consolidation and liberalisatibat are happening recently in China
are expected to promote its auto industry. Autagtdes in the ASEAN and Korea have
recovered quickly from the Asian crisis of 1998isTreport concludes with some aspects
that any study on auto sector should focus on, sschvaluation of the capabilities of
auto-component supply chain — both large and ssogipliers, strategies of OEMs, cost,
delivery, dependability, quality, product developmeprocess development, flexibility,
facilities/equipment, technology, process, workfoled organisation, logistics and
supply chain, research and engineering and intesfac

ACMA (2006) presents the recent trends in the In@iato industry as a whole and their
implications for automotive supply chain in Indiihe market-oriented growth and



growing automobile industry in India have ensuredti prospects for the Indian auto-
component sector, which is vibrant and competithhege future growth potential of the
automobile industry and increased access to consfimaace may lead India to a place
among the top five automotive economies by 2025st\dbthe ACMA members have at
least one standards certification. They are embgaevorld-class modern shop-floor
practices. The auto-component sector has been spowigh rates of growth of
production and exports, with a comprehensive prbdacrange, transforming as an
attractive OEMs Tier-1 supplier. Many leading OEM®l Tier-1 companies have plans
of sourcing from Indian auto-component manufactjreho are scaling up, establishing
partnerships in India and abroad, acquiring foreigmpanies and establishing greenfield
investments overseas.

Proficiency in understanding technical drawingsdenstanding of different global
standards, appropriate automation, flexibility imadl-batch production and use of
Information Technology (IT) for design, developmemd simulation are some of the
growing capabilities among Indian auto-componenhurf@cturers. India is expected to
emerge as the next big automotive R&D base, givenT capabilities coupled with
automotive domain knowledge and shifting of autawsoidesign centres to India, by
global MNCs, as it is a potentially excellent b&seprototyping, testing, validating and
producing auto-components.

1.2.5 Technology and Other Aspects

Kathuria (1996) analyses the Commercial Vehicleg)(@@dustry in India in a detailed
manner, dwelling on the concepts of vertical iné#ign and subcontracting, production
technology and technological change. After an aeervof the global auto industry,
Kathuria traces the developments in the Indian adastry from the 1950s to 1991. To
evaluate the competitiveness of Indian commerciahictes manufacturers in the
domestic market, growth trends, structural trendsarket shares, profitability,
productivity ratios, prices, quality, dealer netwand performance are analysed. Macro
and micro performance of India’s vehicle exportthwnajor markets and Indian vehicle
characteristics have been outlined, along with aalysis of global demand patterns.
Domestic resource costs and global comparisonioéqrcredit and service are the other
international trade-related aspects analysed is shidy. On vertical integration, the
analysis leads to the conclusion that the Indian i@dUstry needs to learn from the
international experience to get into subcontracéing buying-in. Lack of scales and high
inventories had impeded the competitiveness ofamdV firms in the 1980s.

R&D capabilities and new product ranges were tiselteof the challenges arising from
time-bound indigenisation programme, but still brditechnology frontier remained far
below global levels. Further, different firms haedlowed very different strategies and
hence the impacts on their technological capadslitvere also very different. However,
success of Indian firms despite such a wide rarfgstrategies is partly due to the
protection available to them in the domestic marketthuria concludes that the Indian
auto industry in general, and CV industry in pauttc, have a lot to learn from the global
auto industry, in terms of best-practice technolagg vertical integration and supplier
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relationship. The study rightly predicted that thdustry would see heightened activity
and recommended that the government should ensatr¢hie domestic firms do not lose
out because of the unrestricted entry of highly petitive foreign firms.

Narayanan (1998) finds that during the 1980s, teldgy acquisition through imports of
technology and in-house R&D efforts explains mutHifferences in competitiveness, as
measured by changes in market share, at the fireh, e the Indian automobile industry.
Based on an econometric analysis, which consiéersblogy acquisition, skill intensity,
component imports, firm size, product differentati age and vertical integration as the
determinants of competitiveness, Narayanan finds cbmpetitiveness has depended on
the ability to build technological advantages, eirean era of capacity licensing. This is
facilitated by complementing imported technologyhwin-house R&D efforts.

Narayanan (2004) uses two-way fixed effects estonaif the firm growth as a function
of variables capturing technology, such as R&D exiitere as a proportion of sales,
foreign equity participation and import of capitgdods. Role of technology depends on
the technological regime in which the firm operatesa licensed regime, firms with
foreign equity grow faster because of better actesesources and technology. In a
deregulated regime, import of capital goods has lee technology-related variable that
triggered growth. In a liberal regime, growth isspively influenced by the intra-firm
technology transfer.

Narayanan (2006) analyses the determinants of exptnsity of Indian automobile
firms using a Tobit model, taking the variablescdssed in Narayanan (1998) and
Narayanan (2004) as the determinants. This stubdgsed on the premises that there is a
systematic difference in the characteristics antbpmance between the firms that export
and those which sell in the domestic market, maimlterms of technology acquisition,
which in turn depends on the policy regime. Tecbgglacquisition, firm size, vertical
integration, capital intensity, imports of compotseeand policy regime are found to be
the main determinants of export competitivenesghlsyanalysis.

The studies reviewed so far were of a wide rangeernms of objectives, methodologies
used and conclusions arrived at. Some of them &istuadying very specific aspects of
the Indian auto industry such as global comparisorexamine the implications of FTAs,
productivity, technology and supply chain, whildhets dwell on more general aspects
such as strategies, competitiveness, evolutioheofrtdustry, structure of the industry and
policy aspects pertaining to the Indian auto industhese studies are based on field
surveys, interviews, secondary data sources, eocemmicmanalysis and descriptive
analysis. Their conclusions vary widely on spesifigut there is almost a consensus that
the Indian auto industry has a bright future duevadous factors considered, except
Piplai (2001), who argues that the competitionhie tuto industry in India is highly
unsustainable.

The studies by ICRA, ACMA and McKinsey, which focas global comparisons and

policy environment of the auto industry, are based quite realistic and practical
approach, but lack analytical and quantitative urgowhen looked from a neutral
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perspective, it clearly emerges that most of thdifigs of these studies seek some degree
of protection for the auto-component sector. Theyjastified in some ways because of
the immense protection offered to the auto-compbsectors in the competing countries.
However, a more analytical and quantitative apgdroacrequired to arrive at concrete
conclusions on protection, because tariff barnghsbe removed at some point of time in
future and the industry needs to gear up to fagedrte trade regime.

Narayanan (1998, 2004 and 2006) studies the iggleged to technology in the Indian
automobile industry econometrically. These papess lzased on sound econometric
theories and the results have been critically @malybased on evolutionary theoretical
framework. However, these studies suffer from a f@wmmon problems. First, the
dataset used, which is CMIE Prowess database,dbe®ver all the major players in the
automobile industry, including Toyota. Hence, tsiisdy could have been supplemented
by an analysis on the major companies that have befe out, through field surveys,
interviews or annual reports. Secondly, consideanpmobile industry in isolation is not
sufficient, since the auto-component sector indngias been playing a key role in the
automobile industry, throughout the period congden these papers.

Thirdly, vertical integration is proxied by the sbaf value-added in total sales, in these
papers. This may not be sufficient because verittagration and sub-contracting are too
complex to be captured by a single variable basedatue-added. Value-added could be
high, as a share of output, despite the absengertfal integration, because of the fact
that several activities other than component-manufang such as painting, assembly
and welding take place within the assemblers’ faeso Further, the conclusion by

Narayanan (1998), that vertical integration is efgmred strategy in a liberal regime,

based on the premises that foreign firms, whiclereintthis regime, produce technology-

intensive and high-quality products, for which theged to produce components in-
house, is likely to be misleading. This is becanfstne fact that these foreign firms have
imported the components and have not produced tvdrouse for this purpose.

Piplai (2001) studies the policy environment argliihpact on the Indian automobile
industry. While Piplai appears to be justified ayisig that there has been excess capacity
in the auto industry and the auto majors are fadiffgculties in aggressively marketing
their products, it is probably not correct to card, as he has done, that the current
levels of competition resulting from liberalisati@re unsustainable. As noted in the
introduction, car penetration levels are very lowindia and hence the future potential
for demand is very high. This would ensure that jgetition is quite sustainable as there
will be enough consumers, given the rapid econgroeth that is taking place.

The quantitative analysis of productivity indicesquite rigorous in Sharma (2006), but
this study suffers from some major inadequacies$ ithelude absence of analysis of
disaggregate data and lack of consistency withreéléty. For example, the conclusion
that there has been no significant improvementadyctivity of materials and energy in
recent years is incorrect, since the reality i$ dveing to cost pressures, firms have been
increasing their productivity with respect to thagauts.

12



1.3  Contributions of the Study

A few aspects have not been given sufficient attanin the literature. First, there has
been almost no study that has covered a wide rahgeto-component producers as well
as vehicle manufacturers in its field survey, astio them have focused on a few and
very specific categorie€. Second, unorganised sector within the auto-conmosector
has been widely ignored in the literature. Third, study has examined all possible
determinants of competitiveness in an econometaiméwork. The econometric studies
reviewed in this Chapter have rather focused oniqodar issues such as technology
acquisition. Fourth, none of these studies havenex&d all the relevant aspects in supply
and demand-side in an integrated framework, basetietd surveys, quantitative and
econometric analysis, to draw conclusions and polioeasures on improving
competitiveness of the Indian auto industry. Fifthere has been no study that has
analysed the Effective Rates of Protection in d#ffé segments of the auto industry -
automobiles (excluding Commercial Vehicles) andoagmponents over the years.
Keeping these gaps in mind, the main objectivehisf $tudy is to go into various aspects
of competitiveness of the Indian auto industry &amauggest some policy measures to
improve it and make India a major auto hub.

The scheme of the study is as follows. In ChapteaBous supply-side aspects related to
organised and unorganised segments of the Indieniadustry are analysed. Chapter 3
examines the issues related to domestic demandChapter 4, recent trends in
international trade of auto products in India axplained. Some global comparisons are
made, in terms of production shares, tariff strigturade performance and macro-
economic environment in Chapter 5. The next chagtenmarises the objectives,
methodology and results of the field survey coneddor the purpose of this study.
Chapter 7 discusses recent policy development9t€h8 deals with impact of taxes and
tariff, especially effective rate of protection, ¢ime Indian auto industry. Econometric
analysis of various determinants of cost-competitess and market shares of the Indian
auto industry is described in Chapter 9. This remoncludes with a set of policy
recommendations enumerated in Chapter 10.

19 We have covered 31 auto-component firms and ldnznhile assemblers, manufacturing a wide range
of products, in our field survey.

™ Das (2003), using input-output table, calculat&PHor some categories in the Indian manufacturing
sector at three-digit level of National Industi@kssification (NIC)-1998. Consequently, motor \obts
and parts are taken as a single category. In oulystve calculate ERP at a much more disaggregated
level, using annual reports of the companies aaddhults of our field survey.
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2. Supply Side Features of Indian Auto Sector

In this chapter, various supply-side features efltidian auto industry are examined. The
first part of this chapter deals with the organisedo sector, while its second part is
about the unorganised sector. Industrial structymeduction-related aspects, cost
structure, role of foreign equity, import contemdaexport intensity of the organised
sector are covered. The chapter also examines riaugtion-related aspects and cost
structure in the unorganised sector and compareghtthe organised.

2.1  Organised Auto Sector in India

While the Original Equipment Manufacturers (OEMsg at the top of the auto supply
chain, it should be noted that there are a few OBMSdIndia which supply some

components to other OEMs in India or abroad. Méshe Indian OEMs are members of
the Society of Indian Automobile Manufacturers (BIA while most of the Tier-1 auto-

component manufacturers are members of the Autden@opmponent Manufacturers’
Association (ACMA). All of them are in the organiseector and supply directly to the
OEMs in India and abroad or to Tier-1 players abtiroa

Tier-2 and Tier-3 auto-component manufacturersrelaively smaller players. Though
some of the Tier-2 players are in the organisedoseenost of them are in the
unorganised sector. Tier-3 manufacturers includeaaio-component suppliers in the
unorganised sector, including some Own Account Meturing Enterprises (OAMES)
that operate with one working owner and his fanmigmbers, wherein manufacturing
involves use of a single machine such as the lathe.

Auto-component manufacturers cater not only to @&Ms, but also to the after-sales
market. In the recent years, there has been a tamdformation in the character of the
automotive aftermarket, as a fast maturing orgahiskill-intensive and knowledge-
driven activity. Hence, the auto industry in Ingi@ssesses a very diverse and complex
structure, in terms of scale, nature of operatimoarket structure, etc.

While output, emoluments and Gross Value-Added ((R#&ve been growing in both the
automobile and auto-component industries, employnseon the rise in the latter and it
is declining in the former, as Table 2.1.1 showvall i employmeni despite growth in
total emoluments is a matter of concern in the motule sector. This also indicates that
the real labour costs are increastiighe growth rate in gross value-added has beeg quit
impressive in both sub-sectors, more so in theraakile manufacturing sectdf:

2 This is because both automobiles and auto-compsnam® becoming more mechanised to ensure
consistency and quality, especially for exportsisTobservation also explains why labour intensgy i
falling in both these sectors, as shown in Figuie22

13 This is probably due to high costs of retaininggle for whom opportunities are rapidly expanding i
India. This is confirmed by the results of our dislurvey, which show that there is a lot of atiritin the
Indian auto industry.

14 Details on data sources and definitions, alont sitme illustrations are given in Appendix 1.
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Table 2.1.1: Recent Annual Average Growth Rates imdian Auto Industry

Particulars Manufacture of Automobiles Manufacture of Auto-
(except 2/3W) Components
200102 tc 200:2-04 tc 200102 tc 200:2-04 tc
2003-04 2005-06 2003-04 2005-06
Gross Value of Outpt 19.31 17 25.8¢ 26
Gross Valu-Addec 32.2:¢ N.A. 22.1¢ N.A.
Capita -11.3¢ 17 28.3¢ 14
Employmen -2.7¢€ -2.2¢ 9.27 12.72
Total Emolument 7.8¢4 N.A. 11.8¢ N.A.

Source: Calculations from Annual Survey of Industries (394 to 2003-04), SIAM and ACMA
Statistics

Note: Gross Value of Output, Gross Value-Added, Capitedl Emoluments are in Rs. crore at
Constant 1993-94 Prices and Employment is in number

In order to examine the level of concentration aks in the Indian auto industry, the
Herschman-Herfindahl's Index (HHI) was usédFigure 2.1.1 shows that market
concentration has been lower in the two-/three-tgisesector than in the other
automobile sectors. While it has declined in thd-a®90s in the latter, it clearly emerges
from this figure that there is an increasing trehdnarket concentration from 2000-01 in
the Indian automobile sector. Even in the Indiartoaomponent sector, market
concentration has been rising since 2003-04, hasatiained the high levels of 1990-91,
showing that some companies are scalind’up.

Figure 2.1.1: Market Concentration (HHI) in Indian Auto Industry
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Source: Calculations from CMIE-Prowess and Indiatrades &lmtse

15 HHI of a segment is the sum of squares of matketes of the companies in the segment. We calculate
this based on the firm sample available in CMIEViR&r®s database, taking imports as an independent
entity, based on CMIE Indiatrades database. Far-eonponent firms, our sample consists of 228 firms
comprising 70 per cent of the total sales in th®-womponent segment. The sample consists of 14 and
12 firms, respectively, in the two-/three-wheelansl other automobiles segment, comprising overed0 p
cent of total sales in each of these segments.

% However, it should be noted here that the firmgeced in this analysis do not comprise their retpec
segments in totality, and to that extent thesengdéis are expected to have an upward bias, imptiity
market concentration is slightly lower than whaillisstrated here. Nevertheless, this analysis shihe
trends in market concentration using a time-coestssample.
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To assess the importance of the sub-sectors instefnremployment generation, it is
essential to analyse the labour intensity of treedesectors. This analysis shows that the
auto-component sector is much more labour-inteniga the automobile sector (Figure
2.1.2). However, labour intensity, defined as numbk employees per Rs. crore of
output, has fallen even in the auto-component séam around 24 in 1999-2000 to 11
in 2005-06. For the automobile sector, it is veny (less than 1) and has been decreasing
over the years. This shows the significance of d@é-component sector from the
viewpoint of employment generation.

Figure 2.1.2: Labour Intensity in Indian Auto Industry (number of employees per
Rs. crore of output at constant 1993-94 prices)
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Source: Calculations from SIAM, ACMA, ASI, Annual repodfsauto companies and CMIE
Prowess

There is a concern in the industry that wages amewigg without proportionate
improvements in labour productivity. This claim vags empirical investigation. Table
2.1.2 summarises the comparative growth rates ioliements per employee and labour
productivity in the recent years in automobile asmato-component industries. This
illustrates that the growth rate of real emolumgr@semployee has been lower than that
of real labour productivity, except in the automelsiector from 2001-02 to 2002-03.

Table 2.1.2: Comparison of Growth Rates in Emolumets and Labour Productivity

Industry Period Growth in Growth in Differential in
Emoluments | Labour Wage-

per Employee | Productivity | Productivity
Growth Rates

Automobile 200¢-01 to 200-02 5.6% 30% -24.40%
Manufacture 2001-02 to 2002-03 18.35% 8.33% 10.02%
2002-03 to 2003-04 7.92% 14.29% -6.37%
Manufacture o 200(-01 to 200-02 -3.09% 2% -5.09%
Parts, Bodies and 2001-02 to 2002-03 6.11% 29.41% -23.30%
Accessories 2002-03 to 2003-04 4.68% 16.67% -11.99%

Source: Calculations from Annual Survey of Industries @@ to 2003-04)
Note: Emoluments is in Rs. crore at constant 1993-9degsi Labour productivity is the ratio of output in
Rs. crore at constant 1993-94 prices to employrmentimber
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Breaking up the total inputs into various cost comgnts is useful to analyse the cost
structure of an industry over the years. We analyse by considering five cost
components: materials consumed (expenses on raeriaiatand intermediate inputs),
capital cost (expenditure on rents, depreciatiahiaterest), emoluments (salaries, wages
and welfare expenses for the workers), power amdl dosts and services consumed
(outsourced production or subcontracting, trangpiom, distribution and all other
miscellaneous expenses).

Figures 2.1.3 & 2.1.4 show that materials and sessiconsumed have increased their
cost shares in the total cost in the recent ysdnge others have reduced their shares, in
manufacture of automobiles, two-/three-wheelers #mr accessories. Figure 2.1.5

shows the same trend in the case of the componemifixcturing sector, but the material

cost share is a lot lower in this case. From &l ittustrations, a major observation is

about falling share of emolument costs and rishmaye of material costs.

Figure 2.1.3: Composition of Input Cost: Manufacture of
Automobiles (Excluding Two/ Three-Wheelers)

2000-01  2001-02  2002-03  2003-04 2004-05  2005-06

0O Cost of Capital <1 Emoluments m Senices Consumed

| Fuels Consumed B Materials Consumed

Source: Calculations from Annual Survey of Industries @1 to 2003-04),
Annual Reports of Auto Companies and our Field 8urv
Note: All costs are in current prices

Figure 2.1.4: Composition of Input Cost: Manufacture of
Two-/Three-Wheelers and their Bodies, Parts & Accewries
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Note: All costs are in current prices
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Figure 2.1.5: Composition of Input Cost: Manufacture of Bodies, Parts &
Accessories of Automobiles (Excluding Two-/Three-Wéelers)
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Source: Calculations from Annual Survey of Industries (@1 to 2003-04)
Annual Reports of Auto Companies and our Field &urv
Note: All costs are in current prices

Figure 2.1.6 shows that the capacity utilisation heen rising in the recent years in the
Indian automobile manufacturing sector. The inagehas been more conspicuous in
commercial and passenger vehicles (CV/PV) other thva-/three-wheelers. From 65 per
cent in 1997-98, it has increased to over 85 pet iLte2005-06 in CV/PV sector. It has
increased from about 65 per cent in 1997-98 to ntba@ 70 per cent in two-/three-
wheeler sector in 2005-06. Since 2003-04, capatiligation has been higher in CV/PV
than two-/three-wheelers, mainly because of higitewth of domestit and exporf
demand for CV/PV.

Figure 2.1.6: Capacity Utilisation in Indian Automobile Industry
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Source: Calculations from SIAM and Annual Reports
Note: Ratio of actual production to installed capacityhumber of vehicles

7 Chapter 3 shows that sales growth has been high\ftPVs than for two-/three-wheelers.
18 Chapter 4 shows that export growth has been hiighe@V/PV than for two-wheelers.
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It is interesting to examine whether the level ofdign Equity (FE) participation has
played a major role in the aspects related to stracfeatures and performance of the
Indian auto companieé\ priori, given the structure and capabilities of Indiadigenous
auto industry in the past, one would expect tha&t dguity participation of foreign
promoters could have enhanced efficiency and tdogres, but could also have made
the Indian industry more dependent on their coastaf origin, in terms of imports from
supplier-base in their country. They could alsoeheome to India, viewing it as more of
a market base, rather than a production base ¢o watheir global requirements. Further,
it is also necessary to analyse whether their drdasybeen beneficial and not harmful for
all sections of the society, particularly the wark&ass. This question is important since
these companies are more capital-intensive andmatiion-oriented and there are
possibilities that workers may suffer job losses.

Hence, an objective analysis should address th&sstigns and arrive at conclusions on
the behaviour of foreign auto players in India &sis the Indian ones. Figure 1.2.7
illustrates the results of this analysis. Whilehbekports and imports are more prominent
among automobile firms that have higher equity ipigition, import content is much
higher than export share in sales, for firms tlaateh75-100 per cent Foreign Equity (FE).
However, there is no clear role of foreign equigytgipation in export/import behaviour
of auto-component firms.

R&D expenditure share in total sales appears tddadining in the automobile industry,
with a rise in foreign equity participation. This probably because of the fact that most
of the foreign firms have R&D facility in their pamt country. R&D cost share remains
almost invariant with respect to FE participatiorauto-component firms. Fuel cost share
does fall with a higher FE in both automobile antbacomponent sectors.

Emoluments’ share in total costs falls in autom®litms with higher FE, perhaps
because of the fact that most of the foreign OEMSsIndia have high levels of
automation. However, it increases with FE for acmaaponent firms, indicating that
foreign auto-component firms probably want to exploe low-cost advantage of Indian
labour. Higher FE participation corresponds to Iloweventory share, which is
attributable to better market research, productitamning and efficiency of the foreign
auto firms in India.

Appendix 1 contains a detailed analysis of firmaviaspects in terms of growth in
production, sales, inventories, R&D expenditure olerments, export share, R&D cost
share and profit rate. Emolument growth has bedatively stagnant over the years,
despite fluctuations in sales, indicating an advémgpact of stringent labour regulations.
Inventories growth rate is comparable to growthesain sales and output for most
companies. R&D expenses growth and share in t@ksshave been low, though
improving over the years for some companies. Offi@n Hyundai, most of the CV/PV
manufacturers are less export-oriented than twedtwheeler manufacturers (Tables
Al.2.4 and A1.2.5).
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Figure 2.1.7: Role of Foreign Equity Participationin Indian Auto Industry (2000-01 to 2005-06)

1 a) Exports and Imports in Automobile Assembly

b) Exports and Imports in Auto-components
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With recent reduction in auto-component tariffs amtjoing FTA negotiations, Indian
auto-component manufacturers are concerned abeytdssibility of imports replacing
their production. Hence, it is useful to examine itnports of auto-components as a share
of total auto-component productions in India. Arportant observation from Table 2.1.3
is that the ratio of imports to total productionaafto-components in India was declining
till 2002-03, but it increased steeply in 2003-@¢hich is the period when the Indo-
Thailand FTA was implemented, though it fell slighith 2005-06. This increase in the
share of imports to production of auto-componestpadrtly attributable to the growing
imports of auto-components, on account of costmiayy Indian subsidiaries of global
OEMs and even Indian OEMs. Hence, there are pdisisibiof auto-component imports
substituting the domestic production, due to FTAl aariff cuts for auto-components.
Though India has the advantage of low labour cpstécy frameworks in other countries
need to be studied, to ensure that our goods arsufigect to unfair competition as a
result of FTAs. However, this may not lead us tooaclusion that entry of MNCs to
India is affecting the prospects of Indian auto-poment industries, because of the fact
that most of these MNCs play a vital role in upgngdhe skills and technologies of the
Indian auto-component manufacturers.

Table 2.1.3: Import Content of Indian Auto Industry

Year Domestic Production Imports of Auto- Import/Total
of Auto-components components (US$ Auto-components
(US$ Million, Current Million, Current (%)
Prices) Prices)

1996-97 3278 356.15 10.86
1997-98 3008 258.49 8.59
1998-99 3249 225.22 6.93
1999-00 3894 315.57 8.1
2000-01 3965 257.4 6.49
2001-02 4470 258.93 5.79
2002-03 5430 255.71 4.71
2003-04 6730 616.28 9.16
2004-05 8700 777.29 8.93
2005-06 10000 820.39 8.2

Source: Calculations from ACMA and DGFT

To leverage the sub-sectors in the auto industsgd@n their contribution to exports, it
is essential to analyse the export intensity of¢hgub-sectors. Figure 2.1.8 shows that
export intensity (percentage of exports in outfath in Rs. crore at constant 1993-94
prices) has been higher in the auto-component iséitém in the automobile sectbr.

9 Since labour cost is lower in India and the awimyponent sector is labour-intensive, it is probably
advantageous to export them from India.
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From about 12 per cent in 1999-2000, it has ine@ds 18 per cent in 2005-06 in auto-
component sector. However, it has increased frooutaB.5 per cent in 1999-2000 to

only 9 per cent in 2005-06, in the automobile sediwen in terms of absolute value of

exports, as shown in Chapter 4, auto-componentrexpoe almost as high as those of
assembled units. Hence, even in terms of expoentation, the auto-component sector is
much more important than the automobile manufaatusector.

Figure 2.1.8: Export Intensity in Indian Auto Industry
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2.2 Unorganised Auto Sector in India

The unorganised sector consists of enterprises dhatnot registered under certain
sections of the Factories A.In this section, data on the unorganised manufiacu
sector from the National Sample Survey Organisafd8SO) is used. As Table 2.2.1
shows, the unorganised auto sector in India hasrgio terms of number of enterprises,
employment, output, capital, capital intensity daldour productivity. However, capital
productivity has fallen considerably. Very simita@nds are observed in OAME, NDME
and DME? in rural and urban areas. However, it is evidbat the growth of this sector
has been quite low in the rural areas than in tbaruareas.

Rural-urban disparities are even more striking ffbable 2.2.2. It is clear that the rural

unorganised sector is very small compared to ismrcounterpart in the auto industry.
However, rural areas still have a major part of CAMhus, it could be inferred that

only tiny players, even among the smaller firms emthe unorganised sector, prefer
doing business in rural areas. These observatioim$ fpwards the importance of making

rural areas more attractive for all industries|uding the auto industry, by enhancing
infrastructure and introducing incentives, givee turrent levels of urban congestion and
corresponding infrastructure bottleneck.

%0 Enterprises not registered under the sections iPr& @m (ii) of the Indian Factory Act 1948 are
considered as unorganised.
2 Definitions of these are available in Appendix 1.
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Table 2.2.1: Annual Average Growth Rates in Unorgaised Auto Sector: 1994-95 to

2000-01
Variable | Region OAME | NDME | DME | All Enterprises
Enterprises Rural 24.36 -7.07 -3.42 8.77
Urban 41.85 44.62 39.96 42.35
Total 31.53 34.93 32.89 33.46
Workers Rural 1.92 -6.24 5.68 1.03
Urban 51.72 41.95 29.13 33.77
Total 20.65 33.30 26.39 27.95
Output Rural 27.38 40.29 26.46 29.31
Urban 57.71 22.92 51.32 42.16
Total 49.02 23.47 50.03 41.49
Fixed Assets Rural 46.08 35.68 135.03 84.41
Urban 147.59 249.38 73.55 126.40
Total 115.06 237.77 75.79 124.19
Labour Rural 23.23 67.65 16.18 26.86
Productivity Urban 1.67 -6.14 9.03 3.12
Total 13.96 -3.69 10.19 5.65
Capital Rural -5.66 1.65 -14.01 -10.56
Productivity Urban -10.73 -16.81 -4.75 -11.51
Total -9.78 -16.63 -5.38 -11.47
Capital Intensity Rural 40.29 60.96 100.73 79.12
Urban 26.74 66.97 18.08 40.95
Total 46.45 76.72 21.30 46.89

Source: Calculations from NSSO (1998) and NSSO (2004)

Table 2.2.2: Performance of Unorganised Auto Sector

Variable Year Rural Unorganised Auto Sector Urban Unorganised Auto Sector

OAME | NDME | DME Total OAME |NDME DME Total
Enterprises | 1994-95 1489 927 699 3115 1035 4019 3589 8643
(in No.) 2000-01 3303 599 580 4481 3201 12985 10760 26946
Workers (in | 1994-95 3230 3273 4502 1100p 194f7 14975 33957 50879
No.) 2000-01 3540 2251 5781 1157p 698p 46382 8342 B678
Output in 1994-95| 330.51] 445.18 1492.49 226818 82224 1886227277.35| 41762.1]
Rs. crore 2000-01 | 783.05] 134190 3466.y9 559175 3195.02 22982 97271.91| 129789.88
Fixed Assets | 1994-95 | 266.40] 340.4( 529.35 1136/14 564/95 5922.09006.41| 20493.45
in Rs. crore | 2000-01 | 880.12] 947.71 4103.30 5931{12 4733.97 79165%5512.85| 150011.98
Labour 1994-95| 10232 13602 33152 20673 42281 91236 80329 2083
Productivity | 2000-01 | 22119 59612 59966 48319 45762 632p1 1166034886
Capital 1994-95 1.24 1.31 2.82 2 1.46 2.3] 1.95 2.04
Productivity | 2000-01 0.89 1.42 0.84 0.94 0.67 0.37 1.48 0.87
Capital 1994-95 8248 10400 11758 10341 29016 39547 41247 98B5
Intensity in 2000-01 | 24861 42100 70976 51252 67805 171976 78532109670
Rs./Person

Source: Calculations from NSSO (1998) and NSSO (2004)

23



In Table 2.2.3, the organised sector is comparéhl the unorganised sector in the Indian
auto industry. While the share of employment ofuherganised auto sector in the entire
auto industry has grown from 16 per cent in 1994930 per cent in 2000-01, the share
of the unorganised auto sector in total value @b awtput has grown only from 2 per
cent to 3 per cent. The share of the unorganiséd sector in total capital stock
employed in the auto industry has grown from 4qastt to 8 per cent, during this period.
In 2005-06, the number of enterprises in the unusgal sector was about 10 times
higher than that in the organised sector.

Figures of labour productivity in this table showat the unorganised sector is about 30
times less labour-productive than the organisetbseCapital productivity is almost 10
times lower in the unorganised auto sector, whilegnterprise averages of employment,
output and capital, are respectively, 23, 678 ahdrie$? higher in the organised sector
than the corresponding figures for the unorganssexdor. All these observations illustrate
one major point: the unorganised sector consiststimf enterprises, which are,
nevertheless, quite significant for the auto seatoa whole, in terms of employment and
to some extent also for sectors output and cagitgdloyed.

Table 2.2.4, shows that the growth rates of alnadistariables has been higher in the
unorganised sector, than in the organised sectoe. dnly exceptions are output per
enterprise, labour productivity and capital produdtst. This indicates that scales of
operation and productivity measures in the unogghiauto sector in India are not
growing as rapidly as they are in the organised aattor.

Table 2.2.3: Comparison of Organised and UnorganiskeAuto Sectors

Variable 1994-95 2000-01 2005-06
Organised | Unorganised | Organised | Unorganised | Organised | Unorganied
Sector Sector Sector Sector Sector Sector
No. of Enterprises 2318 11758 3443 31428 3738 38342
Employment (Lakh) 2.78 0.62 (16%) 3.44 1.48 (30%) 314 1.83 (30%)
Capital 5448 216 (4%) 18639 1559 (8% 14408 21384)
Output 2221¢ 440 (2% 39491 1351 (3% 13416! 2027 (1.5%
Capital Intensity 1.96 0.31 5.41 1.05 3.34 0.87
Labour Productivit 7.9¢ 0.71 11.4% 0.91 31.1¢ 1.11
Capital Productivity 4.08 2.04 2.12 0.87 9.31 0.96
Employment per 120 5 100 5 115.3012 5
Enterprie
Output per 958.52 3.74 1147 4.3 3589.22 5.29
Enterpris
Capital Per 235.04 1.83 541 4.96 385.45 5.49
Enterprise

Source: Calculations from NSSO, Ministry of Small Scakéustries, RBI, ASI, SIAM and ACMA
Notes: 1. Capital and Output are in Rs. crore at consta®®3-94 prices.
2. Capital productivity is the ratio cépital to output at constant 1993-94 prices.
3. Labour Productivity is the ratio aitput in Rs. lakh at constant 1993-94 prices to legnpent.
4. Capital intensity is the ratio of ¢@gbin Rs .lakh at constant 1993-94 prices to esgpient.
5. Output per enterprise and capital per enterpase in Rs. lakh at constant 1993-94 prices.

% These figures were directly calculated from tHeiedy dividing the figures for the organised sedip
those for the unorganised sector, so as to inféroenbig is an average factory in the organisetosein
comparison with one in the unorganised sector.
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Table 2.2.4. Comparison of Growth rates of Organisg and Unorganised Sectors:

1994-95 to 2005-06

Variable Organised Unorganised
Number of Enterprises 9.71 33.46
Person Engaged 4.75 27.95
Capital 48.42 124.19
Output 15.55 41.49
Capital Intensity 35.28 46.9
Labour Productivity 8.73 5.6
Capital Productivity -9.61 -11.5
Employment per Enterprise -3.34 0
Output per Enterprise 3.94 3.01
Capital Per Enterprise 26.06 33.95

Source: Calculations from NSSO, Ministry of Small Scaldulstries, RBI, ASI, SIAM and ACMA
Note: All the notes in Table 2.2.1 are applicable foe thariables in this table as well.

Comparison of the cost structures of organised wmatganised auto sectors in India
shows that emoluments and fuels comprise a higbsrahare in the unorganised sector
(Figure 2.2.1). Higher share of emoluments is pbbbbecause of the fact that the major
part of the inputs involved in the unorganised @erst labour, while that of fuels could be
explained by the fact that these smaller firms ugel-inefficient and obsolete
technologies. Thus, irrespective of whether orthese firms aspire to grow bigger, it is
in their interest to invest more on technologied #re government could play a role in
promoting such investments.

Figure 2.2.1: Comparison of Cost structure in Orgaised and Unorganised Auto
Sectors

1994-95

100%

90%

80% -

70%
60% -

50%
40% -

30%

20% -

10% [

0%

Organised Unorganised

25



2000-01
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Source; Calculations from Reports of NSSO Schedules omgdngsed Manufacturing and
Annual Survey of Industries
Note: All costs are in current prices

Conclusions

The ggllowing points could be inferred from the Bs& in this section on the supply-
side:

Employment has not grown as rapidly as output ampital in the Indian auto
industry. It has been falling in recent years ie tfehicle manufacturing sector,
while it has been growing steadily in the auto-comgnt sector.

Two-wheelers are the major vehicle category produndndia, in quantity terms,
while the production of other vehicles also hashhieereasing every year.

Market concentration has been increasing in botlhiclee and component
manufacturing sectors.

The ratio of the import of the auto-componentshi® auto-components produced in
India has risei? indicating that this sector may face threats freaper imports.
Wage growth has been lower than labour productmibwvth in this industry.

Capital productivity, labour productivity and Tot&actor Productivity have been
higher in two-/three-wheeler manufacturers tharCMWPV manufacturers, while
capital intensity has been higher in the lafteAll these measures have been
growing for all sub-sectors in the entire auto sty in India.

% Appendix 1 includes a detailed analysis based lichwsome of these conclusions are arrived at.

% This could also be because of the higher quality @chnology requirements of some foreign firms in
India.

% Here, various sub-categories of auto manufactimetsde their respective component manufacturers.
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Capital productivity, labour productivity, Total €ar Productivity and capital
intensity have been higher in vehicle manufacturdr@n in auto-component
manufacturers in the recent years. However, the-eanponent sector has always
been more labour-intensive and export-oriented tih@nautomobile sector. This
shows the higher potential of the auto-componeatosein terms of employment
generation and export expansion.

Over the years, for the entire auto industry, niateost has remained the major
component in the total costs, while cost of sewicensumed is increasing its share,
indicating the increasing dominance of outsourcihtpreover, emolument cost
share is declining. Profit rates and capacity s4tion are increasing in the recent
years.

For the automobile sector, emolument growth has bekatively stagnant over the
years, despite fluctuations in sales, indicatingadwerse impact of stringent labour
regulations. Inventories growth rate is comparablegrowth rates in sales and
output for most companies. R&D expenses growth stmate in total sales have
been low, though improving over the years for soceenpanies. Other than
Hyundai, most CV/PV manufacturers are less expogted than two-/three-
wheeler manufacturers.

The unorganised sector contributes 30 per cerdtéd €mployment, 13 per cent to
capital and 1.5 per cent to output in the Indiato andustry. This has grown more
rapidly in urban areas than in rural areas, pogsibe to lack of rural infrastructure.
This sector has much lower scales of operationpraductivity measures than the
organised sector. Emolument cost and fuel coseshae higher and services cost
share is much lower in this sector.

There seems to exist a link between equity shafeforeign promoters and
performance/nature of an auto firm. Foreign firms/€hicle manufacturing export
and import more, as a share of sales, while ther@o such clear trend for
component firms. The share of R&D in total cosower for foreign firms, hinting
at lack/absence of their R&D activities in IndiatillS their better technical
performance could be inferred from lower fuel csbare for foreign vehicle
manufacturers. While foreign vehicle manufacturdrave lower shares of
emoluments in their total costs than Indian firflosgign component manufacturers
have emolument shares comparable to Indian one®igrofirms have lower
inventories.
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3. Aspects related to Domestic Demand
3.1  Sales of Automobiles

It has been shown in Appendix 1 that the two-whset®nstitute a major part of total
automobile production, with gradually expanding rehaTwo-wheelers form the
predominant category of vehicles in India, in terofissales as well. Cars continue to
constitute the major and expanding share in passenghicles segment. Light
commercial vehicles (LCVs) are expanding their ehain the sales of commercial
vehicles segment, though heavy and medium comnhereiacles are still dominant in
this segment. Sumantran (2006) attributes the péidormance of LCVs to shifting to
“hub and spoke® patterns for freight movement and increasing cditipeness for road
haulage for longer distances even compared toTrad. anticipated high growth of large
tonnage and long-haul movement with the constroaifonew highways has encouraged
a number of firms to announce plans for new germratieavy Commercial Vehicles
(HCVs) (Figures 3.1.1 to 3.1.3).

Figure 3.1.1: Domestic Sales of Automobiles (Numbjer
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Source: SIAM Statistical Profile (2006)

% Mainly used in the context of air-transportatitiis is the pattern wherein there are many conoesti
(spokes) from a central point/location (hub).
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Figure 3.1.2: Domestic Sales of Passenger Vehic{dmber)
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Figure 3.1.3: Domestic Sales of Commercial Vehicl¢slumber)

400000 ~

350000+

300000+

250000

200000

150000

100000

50000+

2005-06

05

2004

2003-04

B Medium & Heawy Vehicles O Light Commercial Vehicles

Source: SIAM Statistical Profile (2006)
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Scooters are two-wheelers with wheel size less #famnches, while motorcycles are
those with wheel size greater than 12 inches anpged® have fixed transmission and
engine capacity less than 75 cubic centimeters Eigyre 3.1.4 shows that motorcycles
have constituted a major and expanding share irsdéies of two-wheelers, while the
shares of scooters and mopeds have been declining.

Figure 3.1.4: Domestic Sales of Two-Wheelers (Numte
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Sales of motorcycles has been the major contrilbottne overall growth in two-wheeler
segment, as sales of mopeds and scooters havedbelmng or growing at far lower
rates in the recent years. However, growth ratesiafls of two-wheelers, including motor
cycles, started declining after 2004-05. Exce@004-05, three-wheelers sales has been
posting double-digit growth rates, mainly due taeptional growth rates of goods carrier
sales till 2004-05, despite a decline in the growthpassenger carriers in this year.
However, in 2006-07, both these segments have gabwamparable rates (Table 3.1.1).

Growth rates in CV segment and its sub-segmentstraehighest among all auto
segments, as shown in Table 3.1.1, except in 260®€cause of the very low growth
rate in the Medium and Heavy Commercial VehicledH@®¥s) segment. MHCVs has
grown at lower rate than LCVs throughout this periwith the exception of 2003-04.
The passenger vehicles (PVs) segment has growvoadigit rates in all years except in
2002-03 and 2005-06. Car salebas grown at fairly high rates recently, thoughltMu
Purpose Vehicles (MPVs) have grown at a far highé than cars in 2006-07. Utility
Vehicles (UVs) have been witnessing a double-djgivth rate except in 2002-03.

27 A very low growth rate in 2005-06 is attributalitethe new emission norms implemented in 2005 and
customer anticipation for VAT implementation andigat announcement of duty cut for small cars
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Table 3.1.1: Growth Rates in Auto Sales (in %, baskon Number of Vehicles sold)

Segment 2002-03 2003-04 2004-05 2005106 2006-07
Two-Wheelers 14.47 11.47 15.75 13.56 11.42
Motorcycles 26.33 14.34 19.04 17.03 12.79
Scooters -9.10 7.35 4.21 -1.45 3.48
Mopeds -16.97 -9.29 4.34 3.14 6.95
Three-Wheelers 15.60 22.70 8.30 16.90 12.22
Goods Carrier 51.50 72.44 24.24 N.A. 13.52
Passenger Carrier 6.11 3.91 -1.56 N.A. 11.33
Commercial Vehicles 30.01 36.41 22.42 10.24 33.28
Light Commercial Vehicles 32.29 31.68 21.43 19.71 33.93
Medium and Heavy 28.57 39.48 23.03 4.51 32.84
Commercial Vehicles

Passenger Vehicles 4.75 27.56 17.65 7.67 20.7
Passenger Cars 6.36 28.56 17.78 7.56 22.01
Utility Vehicles 8.92 28.84 20.46 10.28 13.21
Multi-purpose Vehicles -15.68 14.34 9.20 2.04 25.20

Source: Calculations from SIAM Statistical Profile (2006)0and SIAM Press Release,
11/04/2007

Comparing the sales of sub-segments of scd8tarsthe recent years, it emerges that
sales has been growing only in A2 segment, whighprses scooters with an Engine
Capacity (EC) ranging from 75 cc to 125 cc. It heeen declining in all other sub-
segments rapidly since 2001-02. Similarly, motoleyavith low EC, B1 (<75 cc), have
seen a decline in sales in the recent years, wihdse with highest EC, B4 (>250 cc),
have been stagnant. Sales of motorcycles with me&C, B2 (75-125 cc), has seen an
impressive growth in the recent years, almost dealilnh five years. Growth of sales of
motorcycles with medium EC, B3 (125-250 cc), hasrnbspectacular, i.e., five-fold in
these five years. Sale of mopeds has been decimiting recent years.

To sum up, most of the recent growth in two-wheedates has been from the
motorcycles and scooters that have medium engipacds, ranging from 75-125 cc for
scooters and 75-250 cc for motorcycles. Mopedsadinother segments that have either
too low or too high engine capacities have seeidmdgcline in sales in the recent years
(Figures 3.1.5 - 3.1.9).

% Sub-segments of Scooters are: (i) Al: Engine QapéeC) <= 75 cc; (i) A2: EC = 75-125 cc (i) 3\
EC =125-250 cc
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Figure 3.1.5: Sales of Scooters in terms of
Sub-segments’ (Number)
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Source: Calculations from SIAM Statistical Profile (2006)

Figure 3.1.6: Sales of Motorcycles in terms of
Sub-segments: B1 (EC<75cc) and B4 (EC>=250cc) (Nusetlp
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Figure 3.1.7: Sales of Motorcycles in terms of
Sub-segments: B2 (75-125 cc) (Number)
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% Sub-segments of Scooters are: (i) Al: Engine QapéeC) <= 75 cc; (i) A2: EC = 75-125 cc (i) 3
EC =125-250 cc
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Figure 3.1.8: Sales of Motorcycles in terms of
Sub-segment: B3 (125-250 cc) (No)
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Figure 3.1.9: Sales of Mopeds (Engine Capacity<78)o(Number)
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Among the sub-segments of passenger’tassles of compact and mid-size cars have
grown more than two-fold from 2000-01 to 2005-06.aleS of cars in
executive/premium/luxury segment have grown moaa tiive-fold during this period, as
per our calculations from SIAM (2006). However, thmall car segment has seen a
decline in sales after 2003-04, though it has motvg very impressively even till 2003-
04. As for other passenger vehicles, all segmetttsrahan B2, which is heavy utility
vehicle, have been growing in the recent yearsw@rdias been lower for MPV, but it
has been quite high for other segments. In thespags cars too the growth of mid-sized
cars has been higher than other segments (FigurdO®: 3.1.11).

30 Cars are defined as the Passenger Vehicles véthumber of seats <= 6. They are classified, based
Overall Length (OL), into the following sub-segm&n) Small Cars: OL < 3400 mm; (ii) Compact: OL
= 3400-4000 mm; (iii) Mid-Size: OL = 4000-4500 mrtiy) Executive: OL = 4500-4700 mm; (V)
Premium: OL=4700-5000 mm; (vi) Luxury: OL >=5000 mm
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Figure 3.1.10: Sales of Passenger Cars in terms®tib-segments*
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Figure 3.1.11: Sales of Other Passenger Vehiclés
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31 Cars are defined as the Passenger Vehicles véthumber of seats <= 6. They are classified, based
Overall Length (OL), into the following sub-segm&n) Small Cars: OL < 3400 mm; (ii) Compact: OL
= 3400-4000 mm; (iii) Mid-Size: OL = 4000-4500 mrfiy) Executive: OL = 4500-4700 mm; (v)
Premium: OL=4700-5000 mm; (vi) Luxury: OL >=5000 mm

32 Other Passenger Vehicles are those with numbeeats greater than 6. They are classified, based on
maximum mass that can be loaded and number of, seédsthe following sub-segments: (i) B1:
Maximum mass=3.5 tonnes; This sub-segment is fudhéded into 2 types: B1 (a): No. of seats<=7;
Bl (b): No of seats=7-9; (ii) B2: Max Mass=5 tonnbl® of seats<=13 (iii) MPV: Van-type vehicles
with maximum mass <=3.5 Tonnes
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3.2 Price Indices of Automobiles

Figures 3.2.1 & 3.2.2 show that the Wholesale Phickex (WPI) of automobiles was
almost identical to the WPI of all commodities] 1991-92. Since 1992-93, WPI of
automobiles has risen at a lower rate than thalafommodities, and the gap between
these two WPIs has become conspicuously wide bys-P@0 Figure 3.2.2 further
illustrates the fact that prices have fallen farsda 2002-03 and motorcycles in 2001-02,
thanks to the cuts in excise duties for these Vehi@ll WPIs have moved together from
1993-94 to 2000-01, but the WPIs of all the autoileodegments have been consistently
lower than those of all commodities. After 2001-B2RIs of trucks and buses have been
rising at a higher rate than cars and motorcycigsaba lower rate than the index for all
commodities.

Figure 3.2.3 sheds light on an interesting trerghméing the growth of real prices of
automobiles over the years. When we compare thetigrof auto prices with growth in
real per capita GDP, it is noteworthy that auteesihad been growing at much higher
rate than per capita income in the 1970s. Howetier, differential has been falling
drastically since the early 1990s, and this has msgative persistently since 2001-02.
This means that compared to the rate at which inpé& capita income has been growing
in real terms in the past few years, the growthuto prices has been low. This could be
because of the fact that tariffs have been cuesine 1990s and also because of the huge
volumes accumulated by many auto majors, as refleict the analysis of growth trends
in inventories, illustrated in Section 2.1.

Figure 3.2.1: Wholesale Price Indices of Automobike& All
Commodities (Base Year: 1981-82)
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Figure 3.2.2: Wholesale Price Indices of Differenfegments in
Automobiles (Base Year: 1993-94)
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Figure 3.2.3: Growth Rates of Wholesale Price Indis of
Automobiles (Base Year: 1981-82)
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3.3 Conclusions

. While the domestic sales have been growing at redwy good rates for all
segments of automobiles, the trend has been miXeehwve look at the sub-
segments. For example, sales of mopeds, motorcgol@scooters with lowest or
highest engine capacities and small cars havenfalléhe recent years.

. In the real terms, the growth in prices of autortesbhas been lower than the per
capita GDP growth in India over the past three desawhile the rise in auto prices
has been lower than rise in the aggregate priedl @bmmodities, since the 1990s,
possibly because of high growth rates of inventoné auto companies, lower
tariffs and higher competition that followed théorens since 1991.

% Tables A1.2.3 and A1.2.4, in Appendix 1, show tbatan average, inventories have grown at the
average annual rates of 14% and 20% for two-/thuleeelers manufacturers and other vehicle
manufacturers, respectively, during 1996-2005.

37



4. India’s Trade in Automobile and Components
4.1 Exports from India

During 2005-06, Indian auto industry exports corsgdi about 5 per cent of total exports
from India. In current prices, their total valueai®und Rs. 16,09,400 lakh, of which Rs
7,97,400 lakh are vehicle exports and Rs. 8,12|8KI9 are auto-component exports, in
2005-06. Total auto exports at constant 1993-9deprifrom 1996-97 to 2005-0tad
been stagnant in the late-1990s, but there has imeeked a growth after 2001-62.
Auto-component exports have raised their share #@nper cent in 1996-97 to 70 per
cent in 2001-02, which, however, fell again to 49 pent again by 2005-06 (Figures
4.1.1 and 4.1.2).

Figure 4.1.1: Exports of Indian Auto Industry
(in constant 1993-94 prices, Rs. lakh)
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Figure 4.1.2: Composition of Indian Auto Exports
(in %, based on exports at constant 1993-94 priceRs. lakh)
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34 values of exports shown in this figure are in ¢ans prices, based on deflators that are diffefent
auto-components and vehicles. Hence for the ye@b-BB, auto-component exports are shown to be
lower than vehicle exports, in constant prices,levhiis true that the former is higher than thieain
current prices.
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Auto-component exports have been growing throughimeitperiod considered and their
Average Annual Growth Rate (AAGR)from 2001-02 to 2005-06 has been remarkable
over 21 per cent. However, the AAGR of their shar¢otal auto exports has declined
because the AAGR of vehicle exports in the samégdras been over 55 per cent.
Vehicle exports have recovered from a decline e 1890s and have achieved an AAGR
that is36more than twice that of auto-component espiopom 2001-02 to 2005-06 (Table
4.1.1):

Table 4.1.1: Growth Rates of Aggregate Auto Exportgin %, based on value in Rs.
lakh at constant prices, base 1993-94)

AAGR of Value of Exports AAGR of Share in Auto Exports

1996-97/2000-01 2001-02/2005-06 1996-97/2000-01 2001-02/2005-06
Components 13.76 21.14 9.36 -9.82
Vehicles -8.06 55.41 -11.62 15.69
Total 4.03 34.34 -

Source: Calculations from Directorate General of Foreigratle Website

Analysis of segment-wise growth rates of vehiclpaeis is required to pinpoint sub-
sectors that are performing better in terms of espdrom 1996-97 to 2000-01, all
segments saw declining exports, except for puldicdport vehicles exports, which have
grown at an impressive rate and tractor exports llaae been almost stagnant at an
AAGR of less than 1 per cent. The table 4.1.2 dlgstrates how tremendous the growth
has been from 2001-02 to 2005-06, across the bdarl highest AAGR recorded is for
cars at about 80 per cent, while the lowest has b@etwo-wheelers, at about 27 per
cent, which is not small by any measure. In terrhexport share, tractors, public
transport vehicles, CVs and two-wheelers have grbm 1996-97 to 2000-01, while
they have declined from 2001-02 to 2005-06. Cats$mecial Purpose Vehicles (SPVs)
have declined in terms of share from 1996-97 to0200, but have improved in the
recent years. From 2000-01 to 2005-06, the biggaster has been the cars segment,
while the biggest loser has been the two-wheekgment, in terms of growth in export
shares.

Table 4.1.2: Growth Rates of Exports of Different \éhicle Segments (in %, based on
value in Rs. lakh at constant prices, base 1993-94)

Type of Vehicles AAGR of Value of Exports AAGR of Share in Vehicle Exports

1996-97/ 2000- 2001-02/ 1996-97/ 2001-02/

01 2005-06 2000-01 2005-06
Tractors 0.60 52.16 9.42 -2.09
Public Transport Vehicles 10.86 48.77 20.58 -4.27
Cars -18.28 79.13 -11.11 15.26
Commercial Vehicles -1.44 49.54 7.20 -3.78
Special Purpose Vehicles -22.66 57.19 -15.88 1.14
Two Wheelers -5.73 26.61 254 -18.53
Total -8.06 55.41 - -

Source: Calculations from Directorate General of Foreigra@le Website

% |f exports areX; and Xt.1 for t" and (t-1)" years, growth rate for the year t is calculated(&gX.1)-1)*
100. Thisis averaged for ‘n’ years to calculate the AAGR.
3 Appendix 2 contains more detailed graphs andtithtions of auto exports.
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Analysis of growth rates of exports of categorigthim the auto-component sector is
necessary to obtain a sub-sector perspective witisrsector. From 1996-97 to 2000-01,
exports of all categories except bodies and chaslgstrical parts and motorcycle parts
have grown at double-digit growth rates rangingrfrabout 11 per cent to 39 per cent.
Drive transmission and steering parts, suspensi@king and exhaust, screws, springs,
forgings and stampings and rubber/plastic parte l@so seen high growth in this period
(Table 4.1.3).

Table 4.1.3: Growth Rates of Exports of Different Aito-component Categories (in
%, based on value in Rs. lakh at constant pricesase 1993-94)

AAGR of Value of AAGR of Share in
Exports Component Exports
1996-97/ 2001-02/ 1996-97/ 2001-02/
2000-01 2005-06 2000-01 2005-06
Electrical parts 6.78 24.30 -6.14 2.61
Drive transmission & 39.25 42.12 22.40 17.32
Steering
Suspension, Braking & 25.82 17.42 10.59 -3.07
Exhaust
Bumpers 10.75 20.59 -2.65 -0.45
Engine Parts 13.58 6.84 -0.16 -11.81
Rubber & Plastic Parts 25.68 20.32 10.47 -0.68
Bodies& Chassis -10.05 17.88 -20.93 -2.69
Screw, Springs, Forgings & 24.87 13.37 9.76 -6.41
Stampings
Motorcycle Parts 0.90 17.78 -11.31 -2.77
Other 19.18 28.58 3.46 6.14
Total 13.76 21.14 - -

Source: Calculations from Directorate General of Foreigratle Website

However, AAGRs of exports of all categories excsptews, springs, forgings and
stampings, engine parts, rubber/plastic parts asgension, braking and exhaust, have
been much higher in the period from 2001-02 to 2005as compared with the earlier
period. For example exports of drive transmissiod steering components have grown
at more than 40 per cent per year, while otherg ladso grown impressively. The AAGR
of aggregate auto-component exports stands atr2depein 2001-02 to 2005-06, which
is 1.5 times from 1996-97 to 2000-01.

Further, the AAGRs of export shares show that diaesmission and steering parts have
been expanding their shares throughout the pevidde electrical parts have seen a

significant growth since 2001-02. All other itemavke been losing their shares since
2001-02. The items that have always been losingeshare bumpers, bodies and chassis,
engine parts and motorcycle parts.

Analysis of region-wise break-up of Indian auto exp results in some noteworthy
observations. While the EU has been the major rilt&dn, North America, rest of Asia,
Africa, the Middle East, Latin America, ASEAN ande® of Europe are the other
destinations, in the decreasing order of auto eéggoym India. However, the EU’s share
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has decreased from 30 per cent in 1996-97 to 25qudrin 2005-06. Exports to ASEAN,
Latin America, Middle East, Africa and Rest of Eoeohave increased their shares in
total auto exports (Figures 4.1.3 and 4.1.4).

Figure 4.1.3: Region-wise Exports from Auto industy
(in Rs. lakh, 1993-94 Constant Prices)
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Figure 4.1.4: Region-wise Composition of Exports &fm Auto industry
(in Rs. lakh, 1993-94 Constant Prices)
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Exports to the EU have been growing at a high AASBRe 2000-01, but their share has
been falling, mainly on account of much more ragidwth of exports to Africa, Latin
America, ASEAN and the Middle East. Exports to RestEurope have grown at
exceptional rate from 1996-97 to 2000-01, whilesth@o other regions have grown at
rates less than 10 per cent, and those to Africiirgel. However, since 2000-01, there
has been a major boost to growth of exports taeglons, except in Rest of Europe
where export growth has declined (Table 4.1.4).

Table 4.1.4: Growth Rates of Region-wise Auto Expts (in %, based on value in Rs.
lakh at constant prices, base 1993-94)

Region: AAGR of Value of Exports AAGR of Share in Auto Expats
1996-97/2000-01 | 2000-01/2005-06 1996-97/2000-01 0ANO2005-06
EU 2.76 30.06 -1.15 -1.93
Rest of Europe 49.04 23.48 37.18 -4.01
North America 6.99 28.42 2.35 -2.45
Latin America 2.29 59.73 -1.54 1.58
Middle East 6.05 39.87 1.58 1.16
Africa -5.39 94.27 -7.90 13.36
ASEAN 3.35 48.70 -0.67 3.95
Rest of Asia 5.48 27.74 1.10 -2.66
Other 4451 45.31 33.43 2.88

Source: Calculations from Directorate General of Foreigra@le Website

From 1996-97 to 2000-01, the vehicle exports teafiort destinatiori$ except the Rest
of Europe, ASEAN and Rest of Asia declined, while walue of exports to all regions
increased from 2000-01 to 2005-06. In fact, exptotéfrica have grown at the rate of
more than 200 per cent a year, while those to Narierica and the Middle East have
grown at about 140 per cent a year during thisopeMAGR has been less than 40 per
cent only for the EU, Rest of Europe and ASEAN fs tperiod. Exports to North
America, Africa and the Middle East have rapidlypamnded their shares since 2000-01
(Table 4.1.5).

Table 4.1.5 : Growth Rates of Region-wise Vehiclexgorts (in %, based on value in
Rs. lakh at constant prices, base 1993-94)

AAGR of Value of Exports AAGR of Share in Vehicle Eports
1996-97/2000-01 2000-01/2005-06 1996-97/2000-01  0AWI2005-06
EU -7.13 32.12 -3.77 -6.28
Rest of Europe 42.29 27.92 58.55 -7.17
North America -14.04 139.31 -12.48 19.85
Latin America -4.20 83.03 -0.07 4.56
Middle East -2.56 136.91 1.99 16.03
Africa -13.69 210.30 -12.04 31.65
ASEAN 64.90 18.97 87.08 -19.95
Rest of Asia 4.68 43.51 11.13 -3.86
Others 198.23 7.83 255.22 -36.60

Source: Calculations from Directorate General of Foreigrafie Website

37 Region-wise export trends are shown in greateaildet Appendix 2. There is a pattern of regional
diversification, with the share of automobile expdp EU falling from 39% in 1996-97 to 20% in 2005
06. However, for auto-component exports, the EWiars has risen from 21% in 1996-97 to 30% in
2005-06
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Auto-component exports have seen a sustained grmadh the regions since 1996-97.
The only exception has been the decline of exgorSsSEAN from 1996-97 to 2000-01.
In this period, exports to Rest of Europe have grawvabout 70 per cent a year, while
those to other regions have grown at AAGR varyiogn 6 to 26 per cent. Since 2000-
01, however, ASEAN has been the most rapidly grgwmmarket for Indian auto-
component exports, while those to the EU, Amerigd Africa have been growing at a
good AAGR of 20-30 per cent. Exports to the MidEkst have seen modest growth of 3
per cent, while those to the rest of Asia and Eerbave grown at better, but moderate
AAGR of around 15 per cent. Contrary to the obstomaon automobile exports, exports
to the EU have consistently grown, as a sharetaf todian exports, during this period.
Latin America is the only other region, for whidietexports have increased as a share in
total auto-component exports from India, throughthis period. Share of exports to
ASEAN has improved tremendously since 2000-01, evitilat of Africa has seen
relatively gradual increase. Shares of exportdhédther regions have declined (Table
4.1.6).

Table 4.1.6: Growth Rates of Region-wise Auto-Compent Exports (in %, based
on value in Rs. lakh at constant prices, base 1993}

AAGR of Value of AAGR of Share in Component
Exports Exports
1996-97/2000-01| 2000-01/2005-06 1996-97/2000{01 0ANOD2005-06

EU 22.4 28.8 5.90 2.23
Rest of Europe 67.4 14.9 33.45 -3.56
North America 155 20.9 1.71 -1.07
Latin America 26.3 30.3 8.32 2.84
Middle East 12.1 2.9 -0.39 -8.52
Africa 9.3 28.5 -2.12 2.09
ASEAN -3.4 65.4 -9.85 17.42
Rest of Asia 6.2 15.1 -4.01 -3.47
Other 6.1 123.8 -4.07 41.70

Source: Calculations from Directorate General of Foreigradle Website

The following inferences can be drawn based oratfaysis of exports done in this
section:
0 Aggregate Auto Exports: (Rs. 16,094 crore in 20850current prices)
= Major Destination®: EU, North America, Rest of Asia, Africa, Middlea&, Latin
America, ASEAN and Rest of Europe
» Major Items: Auto-components, passenger vehiclesdg carriers, two-wheelers,
public transport vehicles, tractors
o Motor Vehicles: (Rs. 7,974 crore in 2005-06 in eatrprices)
= Major Destinations: EU, Rest of Asia, Middle EaSsfrica, ASEAN
= Emerging destinatioA$ Latin America, North America

3 Based on shares of exports to the respective megin total exports of the respective categorythim
decreasing order of magnitude, in 2005-06, provittedshares are greater than 2%. These inferences

also come from the analysis in Appendix 2
39 Based on the AAGR of shares from 2000-01 to 2085e8icluding the major destinations, provided the

AAGRs are greater than 2%.

43



» Major Items: Passenger Vehicles, Two-wheelers,térac
0 Auto-components: (Rs. 8,120 crore in 2005-06 imenrprices)
» Major Destinations: EU, North America, Rest of AASEAN
= Emerging destinations: Latin America, Africa
= Major Items: Screws, Springs, forgings, stampingsdies/chassis, rubber/plastic
parts, engine parts, bumpers, drive transmissi@hsé@ering, suspension, braking
parts and auto-electrical parts

4.2 Imports to India

Most of the aggregate auto imports to India, atstamt 1993-94 prices, have been in the
auto-component sector. However, vehicle importsehalso been rising rapidly since
2001-02. The share of vehicles in total auto ingushports has risen from 5 per cent in
1996-97 to 10 per cent in 2005-06 (Figures 4.2d.4R.2).

Figure 4.2.1: Imports of Indian Auto Industry
(in Constant 1993-94 Prices, Rs. lakhs)
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Figure 4.2.2: Composition of Imports of Indian Autolndustry
(in %, based on value in Rs. lakh at constant price base 1993-94)
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Vehicle imports declined, on an average, from 19%96e 2000-01, while they have seen
an AAGR of about 39 per cent from 2001-02 to 2085-Consequently, the share of
vehicle imports in total auto imports has also @ased (Table 4.2.1).

Analysing the segment-wise growth rates of vehiobports, it can be seen that all
segments except Public Transport Vehicles andh@ars seen positive growth in imports
in both periods. Massive decline in car importsate the 1990s could be attributable to
the setting up new vehicle manufacturing facilittdgglobal auto majors in India, in this
period. Growth in car imports from 2001-02 to 2@@b-could probably be due to the
surge in demarfd of high-end cars in India, as a result of sustiiper capita income
growth in this period. Import growth of most of then-passenger vehicles have declined
from 2001-02 to 2005-06, perhaps because of growgragluction capacities in the
country (Table 4.2.2.).

Table 4.2.1: Growth Rates in Imports of Vehicles att Components (in %, based on
value in Rs. lakh at constant prices, base 1993-94)

AAGR of Value of Imports AAGR of Share in Total Auto Imports
1996-97/2000-01| 2001-02/2005-06 1996-97/2000-01 1212005-06
Vehicles -7.85 38.92 -9.94 17.38
Components 2.92 16.82 0.59 -1.29
Total 2.32 18.35 - -

Source: Calculations from Directorate General of Foreigradle Website

Table 4.2.2: Segment-wise Growth Rates in Importsfovehicles (in %, based on
value in Rs. lakh at constant prices, base 1993-94)

Type of Vehicles AAGR of Value of Imports AAGR ofShare in Vehicle
Imports

1996-97/ 2001-02/ 1996-97/ 2001-02/

2000-01 2005-06 2000-01 2005-06
Tractors 4,78 25.92 13.71 -9.35
Public Transport Vehicles 25.54 -2.29 36.24 -29.66
Cars -15.70 48.01 -8.51 6.55
Commercial Vehicles 60.30 24.91 73.96 -10.08
Special Purpose Vehicles 24.57 7.20 35.18 -22.83
Two-Wheelers 5.00 26.95 13.95 -8.61
Total -7.85 38.92 - -

Source: Calculations from Directorate General of Foreigratle Website

0 Even the domestic sales of executive/premium/lxars had grown five-fold from 2000-01 to 2005-06,
as mentioned in Section 3.1.
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All auto-component imports except for a few compurdike bumpers, motorcycle parts

and others have grown throughout the period. Img$eof shares, drive transmission and
steering, screws, springs, forgings and stampiray& hincreased their shares in both
periods. Imports of suspension, braking and exhddies and chassis, bumpers and
motorcycle parts have been growing at high ratesiafe than 25 per cent, since 2001-
02. Decline of the import shares can be seen incse of electricals, engine parts,

rubber/plastic parts since 2001-02. To sum up, -aatoponent imports have been

growing rapidly since 1996-97, at about 20 per gantannum even in real terms, i.e., at
constant 1993-94 prices (Table 4.2.3).

Table 4.2.3: Category-wise Growth Rates in Importsof Auto-components (in %,
based on value in Rs. lakh at constant prices, ba$693-94)

Type of Auto-components AAGR of Value of Imports CAc\)Ar\I%F;ncgn?Trirpeoirrt]s
1996-97/ 2001-02/ 1996-97/ 2001-02/
2000-01 2005-06 2000-01 2005-06
Electrical Parts 30.21 14.53 26.35 -4.46
Drive transmission & Steering Parts 18.84 40.51 325. 17.22
Suspension, Braking & Exhaust Parts 14.75 51.718 .3720 26.62
Engine Parts 14.75 11.22 11.35 -7.22
Rubber & Plastic Parts 12.37 13.02 9.04 -5.72
Bodies & Chassis 2.48 53.25 -0.55 27.85
Screw, Springs, Forgings & Stampings 6.99 21.59 33.9 1.44
Bumpers -45.08 72.80 -46.71 44.15
Motorcycle Parts -12.91 52.15 -15.49 26.93
Others -2.56 26.87 -5.44 5.84
Total 3.05 19.87 - -

Source: Calculations from Directorate General of Foreigrafie Website

While aggregate auto imports have remained stabta 1996-97 to 2000-01, they have
steeply increased after 2000-01, from all the negjidRest of Asia, the EU, ASEAN and
North America are the major sources of importsid. Figure 4.2.4 shows that share of
imports from Rest of Asia has declined from 60 pent in 1996-97 to 42 per cent in
2005-06, but it still remains the major source afoaimports to India. Imports from the
EU declined from 38 per cent in 1996-97 to 32 partén 2000-01, but they rose to 38
per cent by 2005-06. Decline of the import shammfrRest of Asia is, interestingly,
coupled with the rise of ASEAN as one of the maggporting regions to India, from
about 1 per cent in 1996-97 to 10 per cent in 2005while the share of North America
is constant over the past decade at around 8 peffigures 4.2.4 and 4.2.5).
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Figure 4.2.3: Region-wise Auto Imports
(Rs. lakh in Constant 1993-94 Prices)
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Figure 4.2.4: Region-wise Shares of Auto Imports
(Rs. lakh in Constant 1993-94 Prices)
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The EU, North America and Rest of Asia have seefallain their auto-component
exports to India from 1996-97 to 2000-01, but they all growing since 2000-01. Latin
America and the Middle East are the only regionsfivhere the real value of imports to
India has fallen since 2000-01. North America haerblosing its share in total auto-
component imports to India since 1996-97, while kiddle East, Africa and Rest of
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Asia have been losing their shares since 2000-0&.mMajor upcoming sources of India’s
imports of auto-components are: the EU, ASEAN, Ré&urope and Latin America, as
seen from their high AAGR of import share since @0Q (Table 4.2.4).

Table 4.2.4: Growth Rates of Region-wise Auto-compent Imports to India (in %,
based on value in Rs. lakhs at constant prices, @4993-94).

AAGR of Value of Imports AAGR of Share in Componen Imports
1996-97/2000-01 | 2000-01/2005-06  1996-97/2000-01 0ZWO2005-06
EU -2.44 27.58 -3.06 3.57
Rest of Europe 20.69 22.68 16.04 1.32
North America -0.37 16.92 -1.14 -1.31
Latin America 421.63 -6.76 405.96 62.62
Middle East 65.66 -0.68 62.62 -9.35
Africa 15.07 8.02 13.82 -5.38
ASEAN 58.86 76.75 56.06 26.05
Rest of Asia -0.01 12.68 -0.72 -3.25
Other 31.03 27.57 29.34 3.56

Source: Calculations from Directorate General of Foreigratle Website
The following inferences could be made based oratiadysis in this section:

0 Aggregate Imports: Rs. 6,867 crore (2005-06 inenirprices)
" Major source$: Rest of Asia, EU, ASEAN and North America.
= Upcoming Sourcéé ASEAN and Latin America
. Major Items: Auto-components and passenger vehicles
0 Motor Vehicles: Rs. 768 crore (2005-06 in curremtgs)
" Major Sources: Rest of Asia, EU and North America
" Upcoming Sources: Rest of Europe and Latin America
" Major Items: Passenger vehicles, goods carriersciap purpose vehicles,
tractors
0 Auto-components: Rs. 6,099 crore (2005-06 in curnpeices)
" Major Sources: EU, Rest of Asia, ASEAN and NortheXioa
" Upcoming Sources: Latin America
" Major Items: Engine and its parts, drive, transiissind steering parts, screws
and springs and rubber and plastic parts.

*1 Based on shares of imports from the respectiviemsgin total imports of the respective categamythe
decreasing order of magnitude, in 2005-06, provittedshares are greater than 2%. These inferences
also come from the analysis in Appendix 2.

“2 Based on the AAGR of shares from 2000-01 to 20958cluding the major sources, provided AAGR is
greater than 2 per cent.
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4.3

Conclusions

India is a net export&t of automobiles and auto-components, the valueedf n
exports in 2005-06 being Rs. 7,206 crore and R3212crore respectively in
current prices. This shows that the automobile asect India has become
reasonably competitive. To increase its competitdgs further, tariff protection
for automobiles should be brought down to the lgrelailing for components.
This will also reduce the attractiveness of homeketain comparison with
international market and therefore may further enage vehicles exports, which
are the high value-added category.

Since 2000-01, both exports and imports of autofasband auto-components
have been growing at high AAGRs. This indicates tha Indian auto industry is
getting increasingly integrated with the globalustty in the recent years. This is
a good trend as it will allow Indian firms to takdvantage of intra-industry trade
that is bound to expand. This trend should, theegfte further encouraged
through appropriate policy measures.

3 Net exports in a segment is the difference betveagorts and imports in that segment.
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5. Global Comparisons

51 Production

In 2005, the global automobile production was 10Bion units, of which two-/three-

wheelers were 38 per cent, passenger cars 52 peawrd commercial vehicles 10 per

cent (Organisation Internationale des Constructei®sitomobiles (OICA) Website).
Table 5.1.1 gives an overview of quantity and shafrgproduction of four-wheeler

industry in different parts of the world, while Tiab 5.1.2 to 5.1.5 show the figures for
passenger cars, LCVs, heavy trucks and buses/cmache

As seen in Table 5.1.1, the regions that have aedecline both in terms of their share

and volume of production of motor vehicles are Bldrth America and Australia, all of

which comprise the developed countries. Japan'siymtion has grown in terms of
qguantity but fallen in terms of share. Though tharss of India, China, South Korea and

Taiwan are smaller than the EU and North Ameribairtgrowth in terms of quantity of

production as well as in terms of share has be@u.gimdonesia, Malaysia, Thailand,
Africa, Vietnam and Rest of South Asia have seaubtiedigit growth rates in terms of
both shares and quantity of production, despiteltwesr production base than other

countries.

Table 5.1.1: Region-wise Production of Motor Vehids (in Number)

Region 2004 2005 Growth Ratein
Quantity Share Quantity Share Quantity Share

European Union 18330912 28.76 1817586( 27.67 -1 -3.78
Rest of Europe 1680380 2.64 17455164 2.66 4 0.80
North America 16278082 2554 163396748 24.88 -0.01 -2.6(
South America 2669223 4.19 2984813 4.54 12 8.51
India 1511157 2.37 1626755 2.48 8 4.46
China 5234496 8.21 5707688 8.69 9 5.81
Rest of South Asia 93172 0.15 156222 0.24 68 62.7¢
Japan 10511518 16.49| 10799299 16.44 3 -0.31
Thailand 927981 1.46 1125314 1.71 21 17.67
South Korea 3469464 5.44 3699350 5.63 7 3.47
Taiwan 430814 0.68 446345 0.68 4 0.54
Indonesia 408311 0.64 494551 0.75 21 17.53
Malaysia 471975 0.74 563837 0.86 19 15.92
Vietham 19868 0.03 31600 0.05 59 54.34
Australia 411405 0.65 394713 0.60 -4 -6.90
Africa 422667 0.66 522262 0.80 24 19.90
Others 859386 1.35 862511 1.31 -0.01 -2.61

Source: Calculations from Organisation Internationale desnstructeurs d’Automobiles (OICA)

Website

Tables 5.1.2 to 5.1.5, which cover global comparigbproduction of different vehicles,

indicate that in the recent years, the emergingketaeconomies have an increasingly
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bigger role to play in the global auto industry.eTdglobal auto industry is witnessing a
rapid change, perhaps owing to aggressive outsuursirategies that are redefining
global supply chains with an expanding demandrapvations in technology, products
and manufacturing techniques. The auto industryldwede has been facing many
problems such as sluggish demand, excess capaaggdbon escalating customer
expectations, resultant capacity under-utilisatemd huge investments required to
comply with environmental and safety standards. tAélse factors have squeezed the
margins of global auto majors. However, the glahgb sector has immense hope in the
new and huge markets of India, China and South-£&sist India has already emerged as
a major producer in heavy trucks and passengeracarss a world leader in manufacture
of motorcycles.

Table 5.1.2 gives a global production scenariatierpassenger cars. This shows that the
EU, Thailand, Indonesia and Australia have declipeth in terms of share and quantity
in 2005. Though North America’s quantity of prodanthas risen, its share has fallen,
albeit marginally. Growth in Chinese productionhigh, both in terms of quantity and
share, while it is moderate for India, Taiwan, $okibrea, Japan and Africa.

Table 5.1.2: Region-wise Production of Passenger (3a

Region 2004 2005 % Change
Quantity Share Quantity Share Quantity Share

European Union 16042155 36.32 15781042 34.57 -2 -4.8p
Rest of Europe 1340414 3.04 1401426 3.07 5 1.16
North America 6468454 14.65 6667310 14.61 3 -0.2f
South America 2098399 4.7§ 2289548 5.02 9 5.5y
India 1178354 2.67 1264000 2.77 7 3.79
China 2480231 5.62 3078153 6.74 24 20.08
Rest of South Asia 76456 0.17] 133998 0.29 75 69.5)
Japan 8720385 19.75 9016375 19.75 3 0.04
Thailand 299439 0.68 277603 0.61 -7 -10.30
South Korea 3122600 7.071 3357094 7.35 8 4.0p
Taiwan 299639 0.68 323819 0.71] 6 4.56
Indonesia 262572 0.59 233492 0.51 -11 -13.96
Malaysia 364852 0.83 405000 0.89 11 7.40
Vietham 16978 0.04 20076 0.04 18 14.41
Australia 337510 0.76§ 316414 0.69 -6 -9.29
Africa 287655 0.65 319598 0.70Q 11 7.50
Others 768843 1.74 761236 1.67] 1 -4.20

Source: Authors’ Calculations from OICA (2006).

China is the largest producer of buses and coaelseshown in Table 5.1.3, though its
guantity and share of production have declined.ttsd\merica has gone through a
tremendous growth, both in terms of quantity anarshwhile the EU, Japan and North
America have declined in terms of share despiteagh@mong the leading producers.
India’s role in this segment is negligible and hreerscnot reported in this table.

51



Table 5.1.3: Region-wise Production of Buses and @ches

Region 2004 2005 % Change
Quantity Share Quantity Share Quantity Share

European Union 35794 17.61 37381 15.28 4 -13.24
Rest of Europe 21706 10.68 26227 10.72 21 0.38
North America 30572 15.04 36047 14.74 18 -2.04
South America 2929 1.44 35867 14.66 22 917.36
China 78712 38.73 77138 31.54 -2 -18.58
Japan 12286 6.05 11763 4.81 -4 -20.46
Thailand 213 0.10 412 0.17 93 60.7
South Korea 14000 6.89 12730 5.20 -9 -24.46
Indonesia 1900 0.93 1691 0.69 -11 -26.06
Africa 1105 0.54 1147 0.47 4 -13.76
Others 4000 1.97 4200 1.72 5 -12.77

Source: Authors’ Calculations from OICA (2006).

Table 5.1.4 illustrates the global production scenan Light Commercial Vehicles
(LCVs). North America is the leader despite dedirslhare and quantity, followed by
China and EU. South America, Indonesia, Malaysigtnam and Africa have grown
very rapidly despite their small share in globaldarction. India’s share is small and its
growth is moderate in this segment. China has eesbfaover 11 per cent, but its share
and quantity declined in 2005.

Table 5.1.4: Region-wise Production of Light Commaetial Vehicles

Region 2004 2005 % Change
Quantity Share Quantity Share Quantity Share

European Union 1723090 10.43 1804094 10.69 5 2.42
Rest of Europe 237591 1.44 225071 1.33 -5 -7.33
North America 9304199 56.34 908734(7 53.82 -2 -4.46
South America 418669 2.54 52155} 3.9 25 21.86
India 130368 0.79 142101 0.84 9 6.62
China 2133740 12.92 1988912 11.78 -7 -8.82
Rest of South Asia 16716 0.10 22224 0.13 33 30.05
Japan 1008894 6.11 1047498 6.20 4 1.56
Thailand 612150 3.71 87193y 5.16 36 39.33
South Korea 302864 1.83 29982y 1.78 -1 -3.16
Taiwan 125635 0.76 11743y 0.70 -7 -8.56
Indonesia 123659 0.75 240336 1.42 94 90.12
Malaysia 107123 0.65 15883y 0.94 48 45.04
Vietham 2890 0.02 11524 0.0f7 294 290.06)
Australia 67804 0.41 72571 0.43 7 4.70
Africa 113100 0.68 174790 1.04 55 51.18
Others 86543 0.52 9707% 0.5 12 9.72

Source: Authors’ Calculations from OICA (2006).

As Table 5.1.5 shows, the EU, North America, Solitherica, China and India have
sizeable and expanding shares in production of \h&aeks, while Japan’s huge share

52



has fallen considerably from around 28 per cer#0i@4 to less than 25 per cent in 2005.
Other regions, except Africa, have small and furttexlining shares in this segment.

Table 5.1.5: Region-wise Production of Heavy Trucks

Region 2004 2005 % Change
Quantity Share Quantity Share Quantity Share

European Union 529873 18.78 554343 18.88 5 0.27
Rest of Europe 80669 2.86 92792 3.14 15 10.25
North America 474857 16.83 548974 18.65 16 10.80
South America 122856 4.35 137841 4.68 12 7.53
India 202435 7.18 220654 7.5( 9 4.47
China 541813 19.21 563486 19.14 4 -0.32
Japan 769953 27.29 723663 24.59 -6 -9.92
Thailand 16179 0.57 15364 0.52 -5 -8.98
South Korea 30000 1.06 29699 1.01 -1 -5.12
Taiwan 5540 0.20 5089 0.17 -8 -11.96
Indonesia 20000 0.71 19032 0.64 -5 -8.79
Australia 6092 0.22 5728 0.19 -6 -9.88
Africa 20807 0.74 26727 0.91 28 23.11

Source: Authors’ Calculations from OICA (2006)
5.2 Export Performance of Selected Countries

In this section, the export performance of a fewntdes is compared to gauge India’s
relative position in the world auto trade. The daling are the summarised inferences,
based on Figures 5.2.1 t0 5.2.8:
* India’s shares in the international exports oftes

o Far better than Indonesia, Thailand and Malaysia.

o Comparable to China, South Korea and South Africa.

o Far lower than OECD countries, Brazil and Mexico.
» India’s shares in the international exports of putshnsport vehicles:

o Far better than Indonesia, Thailand, Malaysia anatlSAfrica.

o Comparable to China, Brazil, Mexico and South Asfric

o Far lower than OECD countries and South Korea.
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» India’s share in the international exports of cismssbetter than China, South Korea,
Indonesia, Thailand, Malaysia and South Africa,ibdar lower than those of OECD
countries and Brazil.

* India’s shares in the international exports of pager vehicles, commercial vehicles
and Special Purpose Vehicles are lower than albnegjuntries, including China,
Indonesia, Thailand, South Korea, Taiwan and Madays

» India’s shares in the international exports of exdmponents are comparable to
Indonesia, Malaysia and Thailand, but lower thasthad the other major players.
However, in terms of exports of components of tweelers, India’s shares are
lower than even that of Indonesia and Thailand.

» India’s share in the international exports of moyotes has been its highest among
all product categories, at around 2 per cent, wisch

o Higher than Indonesia, South Africa and Malaysia.

o0 Comparable to Thailand.

o Far lower than OECD countries, South Korea, Br&ifilina, Taiwan and
Mexico.

Thus, India is not yet very competitive in the migtional arena or its firms are not
export-oriented as the domestic market offers cieffit scope for expansion and provides
reasonable rate of return. Though India’s productghares in the global total are
reasonably good, this inference shows that somectatal changes in technologies
employed and quality are required to bring the dndautomobile industry up to world

standards.

For example, when we compare a typical Indian compaith its counterpart in a
developed region such as Europe, it could be iedetinat despite huge cost pressures due
to labour costs and low profit margins, R&D expéuct is never compromised in such
countries. Based on the annual reports of a fewisbased companiésthe following
could be inferred:

» Labour cost shares are higher in Europe (15-30%6) th India (7-10%).

» Profit rates are lower in Europe (< 1.5%) thanndia (2-10%).

* Tax cost shares are lower in Europe (<1%) thandimal (10-15%).

* R&D cost shares are higher in Europe (2-4%) thandim (<2%)

« Technologies are much more advanced in Europeiithiamlia;*

It directly follows from the above that R&D effortis developed regions such as Europe
are much higher despite the fact that they haveuiabost pressures, low profit margins
and already fairly advanced technologies. On theerohand, Indian companies are
reluctant to increase R&D efforts, even though iprofiargins are higher. Hence
concerted efforts are required from both industngl dhe government in India, for
spending more on R&D.

4 Antonov PLC, Caffyns PLC, Avon Rubber PLC and PSéugot S.A. are the companies considered.
This is just an indicative analysis and cannotdmesitlered as a comprehensive comparative analysis.
> This and other inferences on cost shares ardersdd from our field survey.
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Figure 5.2.1: Country Shares of Global Exports Figure 5.2.2: Country Shares of Global

of Tractors Exports of Public Transport Vehicles
4.50 12.00
4.00
10.00
3.50
3.00 ] 8.00 —
290 :: 6.00 :::,_
2.00 — - F_
1.50 — -] 400 ]
100 - | 2.00 ]
Zzz POl o B EH = 000 | [A=AT1 == B D?ﬂ R
" southAfrica China India South Korea Brazil Mexico South Africa China ndia South Korea Brazil Mexico
@ 2002- 03 O 2003- 04 @ 2004- 05 0 2002- 03 O 2003- 04 O 2004- 05
Figure 5.23: Country Shares of Global Exports| Figure 5.24: Country Shares of Global
of Passenger Vehicles Exports of Commercial Vehicles
6.00 14.00
5.00 12.00 —
E o 10.00
4.00 { -
. 8.00
3.00 |~
. 6.00
2.00 .
_: 4.00
100 :— — 2.00 [i]
0.00 [_—HT T x r—}-'—-r‘I 000 LEFAT1 l—}_:ﬂ t‘ rfﬂ
South Africa ndia South Korea Brazi Mexico South Africa  China india  SouthKorea  Thailand Brazi
1 2002- 03 @ 2003- 04 O 2004- 05

Source: Calculations from CMIE Indiatrades Database
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53 Tariff Structure

A glance at tariff rates across countries, sumradris Table 5.3.1, shows that Indian
tariffs on auto products are among the highest dmes product categories in the
automobile sector, particularly cars and motorcycle

Hence, rationalization of tariff structure could lepful in further integrating the Indian
auto industry into global auto supply and productimetwork. However, the
rationalization of import duties, particularly orars and motorcycles, should be
undertaken in a phased manner and only after emgstivat Indian automobile companies
get a comparable access to ASEAN and Chinese msaviethe same time, due attention
is required while negotiating FTAs with above coies.

Table 5.3.1: Comparison of Tariff Structure of Auto Products in Different
Countries (2004-05).

Type China EU Indonesie | India** S. Malaysia | Thailand S. USA
Korea Africa

Tractors 6.67 | 3.58° 8.36° 10° 4.79° 16.03 5° 10.29 | 1.6°
Cars 29.99 | 9.99° 45-80 60° 8° 50° 80° 2513 | 2.5°
CVs 13.85 | 12.67 10.45 10° 9.69 50° 47.69 9.59" | 22.5°
SPVs 10.35| 3.7° 5° 10° 8° 37.1¢6° 10° 0° 0°

Components 13.39| 3.7° 15° 10° 8? 16.57° 30° 13.15° | 1.34°
Motorcycles 40 6.51° 35-66° 60° 8° 40° 60° 0° 1.12

Source: APEC Tariff Database & WITS (UNCTAD).
Notes: Tariff figures of Malaysia and India are for year 2006-#Yd 2007-08 respectively.
& Weightedaverage of tariff on different types of vehiclesame category.
P The effective tariff range as it is infeasiblectdculate weighted average.
** |n addition to the basic duty, 24 per ¢@ountervailing duty, 4 per cent special additibdaty and
2+1 per cent educational cess are also levied dncke imports. So the total effective border tax on
assembled cars and two-wheelers is even higher.

5.4  Free Trade Agreements: The case of Indo-Thai FTA

In addition to the comparisons made in this sectibns imperative to examine the
relative performance of India and a country thadtreng in the auto sector, with which
India has signed a FTA in the recent years. Oni@fcountries that is a competitor to
India in the auto sector is Thailand. The Indo-TR&A was signed in October 2003.
This was to be operated through an “Early Harvesieie” (EHS), for which there are
84 auto-component products identified over whictaecelerated duty reduction formula,
given below, was to be applied:

By 31 March 2004: 50% reduction from existing rates
By 31% March 2005: 75% reduction from existing rates
By 31% March 2006: 100% reduction from existing rates

The products broadly come under the categories showable 5.4.1. This shows the
relative performance of both these countries inréoent years. India’s exports of helical
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springs, pumps, ball bearings and lighting equipmernThailand have declined sharply
over the years corresponding to the FTA. The espoom India to Thailand have been
good over these years, in gear boxes and partpafk3gnition Internal Combustion
Piston Engine (SIICPE). India’s imports from Thatlahave, however, increased in all
these product categories over the years. Indiahassitive trade balance with Thailand
only in Gear Boxes. However, this has been so ttighthe total balance, added for all
these product categories, has grown over the yars,a negative Rs. 2 crore in 1999-
00 to a positive Rs. 100 crore in 2005-06.

Hence, this FTA has served well as an indicator Wigen India opens up trade with a
country that is competitive in the auto industrytaal gains are possible, since India is
also competitive in certain segments such as im geaes, vis-a-vis Thailand. There
would certainly be some sectors that might losa essult of this, but the net gain could
well be positive. However, a careful country-by-oty study of sub-segments of auto
industries and policy/cost regimes is requiredeoide on any FTA in future.

Table 5.4.1: Indo-Thai Trade in Auto-Components inthe recent years (in Rs. lakh,
Current Prices).

Product Variable | 1999-00 | 2000-0] 2001-02 2002-08 03604] 2004-05] 2005-06
Helical Export 0 0 2.49 3.11 2.28 2.37 0.8
Springs Imports 7.97 0 0 0.28 ) 373 11.08
Balance 7.97 0 2.4¢ 2.88 2.28 -1.36 -10[28
Parts of Export 156.35 13321 207.13 34549 408|55 422.93 9.3
SliCPE Imports 836 17.11 3.6 35348 312567 67962 1Hb.2
Balance | 147.99  116.]  203.51 789 95008 25669 5.8
Pumpsin | Export 0.73]  44.92 424 8l 3342 7.84 311
Automobiles rohe 1.94 8.04 20.99 745 1374  26l67 6.8
Balance 1.21] 36.84 -16.7p 7345 1058  -18|83 15.7
Ball Export 22.04]  106.6 37.7p 27.35 12353  81[04 39.59
Bearings  Mmoorts 7871  87.49 87.31  141.23 4209 506.12 915.3
Balance 56.67] 19.14  -495p -113.88 -297[37 -425.08 -875.71
Gear Boxes | Export 136 1849 501  260|58  193.6 4&G@68 13959.83
Imports 125.05 0 q q 350  54.82 59508
Balance 123.7]  18.49 591 26058 150001 4013.73 6338
Lighting Export 0.15 1.87 24.18 D 3.06 10.04 476
Equipments 1o 164.1  64.7¢ 48.38 97.05 662/66 85023  Zmp.
Balance | -163.95 -62.9] 24p  -97.05 -659.6 -840/192511.52
Aggregate Balance -20551 | 127.67 121.44 118.14 | -689.02 | 2471.58 9744.81

Source: Calculations from Directorate General of Foreigrele
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The Global Competitiveness Report, released by\tbdd Economic Forum, ranks India
at 43 in 2006, up from 45 in 2005. Compared to oth&jor auto players, India is lagging
behind the EU, Korea, Thailand, Malaysia, Taiwde, t/SA and Chile, while it is better
than China, Indonesia, South Africa, Mexico andzra

Figure 5.4.1 shows that Low Cost Countries thatpeten with India in the auto industry
such as Malaysia, Indonesia, Vietham, Thailandn&hind Chile have lower real lending
rates (difference between nominal lending interag and inflation) than Indi&. This
has implications for two main dimensions of the cauhdustry: bank-financed
investments by both small and big players in thdddn auto sector and consumer finance
that drives the demand for automobiles. Given #tatively higher lending rates in India,
the domestic firms have higher capital costs fatisg up their operations and consumer
demand for the auto industry is not likely to goagomuch as it could with lower lending
rates.

A glance through the World Bank statistics shovat thdian tax rates are moderate, but
are higher than East Asia and higher-income coesitifhe effective incidence of taxes
in terms of share of taxes in profits, share oktain the Government’s revenue and in
terms of time taken to pay taxes at different levid also higher than the above
mentioned countries (World Development Indicat@806). The major feature is that

India seriously lags behind countries like Ching, terms of roads, power, port

infrastructure and other infrastructure-relatecdeasp

Figure 5.4.1: Global Comparison of Real Lending Inérest Rates

—— Chile —&— China —2&— Colombia
—>— India ---8-- Indonesia ---o--- Malaysia
— -0~ — South Africa —+— Thailand +— Vietnam

Source: Calculations from International Financial Statissi

6 Among the countries considered here, the only dhashave a higher real lending interest rate are
Colombia, which is not a big player in the globataindustry and South Africa, which has Motor
Industry Development Programme that includes spéoencial incentives for the auto industry.
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Table 5.4. 2: Vehicle Possession in Different Coungs

Country Motor Vehicles/ | Motor Vehicles/ Cars/ Two-wheelers/
1000 people KM of Road 1000 people 1000 People

199( 200: 199( 200: 199( 200: 199( 200:
Brazil 88 17C 8 17 84 137 .. 28
Canad 605 577 20 34 46€ 561 12 11
Chile 81 13€ 13 26 52 89 2 2
Chine 5 15 4 11 1 10 3 46
India 4 9 2 3 2 6 15 35
Indonesi 16 . 10 . 7 . 34 59
Japai 46¢ 582 52 63 282 43¢ 14€ 10k
S. Koree 79 304 60 15C 48 21F 32 36
Malaysic 124 254 26 75 101 222 167 24¢
S. Africe 13¢ 144 26 24 97 92 8 4
Thailanc 46 . 36 . 14 . 86 .
USA 75¢ 80¢ 30 36 572 482 17 17
EU 42¢ 57C 37¢ 50z

Source: World Development Indicators (2006)

As Table 5.5.1 brings out, India lags behind masintries in the world in terms of
vehicle possession. Only the possession of two-lereés somewhat comparable with
the rest of the world. A positive inference arisfmgm this is that India has a lot of scope
and potential to emerge as one of the biggestmatiets in the world, given such a low
vehicle possession rate and in light of the emergicome and demographic trends. A
related corollary of this is that huge investmentdquired to improve Indian roads in a
well-planned and forward-looking manner, since they already so congested, despite
such a low vehicle possession rate.

55 Conclusions

- The emerging market economies have an increasbigger role to play in the global
auto industry. India is a major producer in heawcks and passenger cars and is a
world leader in manufacture of motorcycles.

- However, India’s shares in international exportdifferent auto products have been
quite low, the highest being 2 per cent in globaitercycle exports. This shows that
India is not competitive enough in the global auntarket and also rather weakly
integrated into the global production network.

» Despite higher profits, lower wage cost shares lassl advanced technologies, Indian
auto firms spend much less on R&D, relative to ¢hwmsOECD countries. This needs
the attention of both industrialists and policy ik

* Tariff on automobile imports to India is much highlean many countries, while auto-
component tariffs are lower than our major competit

* FTA with Thailand has had negative impacts on ssaiesegments, while it has been
very constructive for a handful of them, mainly dExes, to improve the aggregate
balance for the covered commodities to Rs. 100ecmr2005-06, from a negative
balance to begin with.

» Higher interest rates and tax rates, inadequatesmiicture and lower vehicle
possession rate are the other features of Indigpaced to her competitors.
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6. Field Survey
6.1  Objectives

A firm-level survey was undertaken to analyse tepeats of competitiveness of the
Indian auto industry. A sample of 45 firms (31 aatmmponent firms and 14 automobile
assembly firms) was selected from four major chssief the auto industry, namely,
North India (Delhi, Uttar Pradesh, Punjab, HaryaMmdhya Pradesh), West India
(Maharashtra and Gujarat), Tamil Nadu and Karnataka

Two questionnaires, one each for Original Equipmdanufacturers and Automotive-

Component Manufacturers, were designed (Appendi©d) sample covers about 70 per
cent of the automobile sector and about 25 per oérhe auto-component sector, in
terms of sales turnover. Appendix 4 describes éngpde covered in detalil.

The survey results were used to draw inferencewanket structure and competitiveness,
employment-related aspects, capacity utilisatiogpeats related to supply chain,
production-related constraints, policy measures dirth strategies to enhance
competitiveness.

6.2 Market Structure and Competitiveness
6.2.1 Market Structure

The survey examined the market structure of firmderms of the orientation of firms
towards domestic and export markets. Most of théVi®Encluded in our study are
domestic-oriented, though they do export a smadpertion of their production. The
share of export in total production for the OEMattHo export ranges between less than
1 and 10 per cent, with one exception, which israntajor based in Chennai, exporting
more than 50 per cent of its production. Most afnthhave a better future outlook for
domestic market than the international one, méelyause of the huge demand potential
in India. Among the 31 auto-component manufacturérsre are two firms that export
more than 60 per cent of production, while theee&firms that do not export at all.

The firms that are more export-oriented in our danmpefer exports to domestic market
because of the learning and technological upgraddécilitated by exporting to markets
that impose sophisticated standards, speedy dgliverhedules by importers abroad and
the possibility of market risk diversification byxmorting. Other firms focus more on
domestic market because they perceive that thaegetatively lower degree of demand
uncertainty involved in domestic market than in @tpmarkets. The major export
markets for various auto products are: the EU,Uhged States, South Africa, Middle
East and Latin America.

" This is also because of the quick payment madepwrters abroad.
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6.2.2  Aspects of Competitiveness

The survey examined various aspects pertainingotopetitiveness, namely, price and
quality, technology, quality and standards, costgosition and contracts.

Price and Quality

Almost all our respondents are not able to prodjity that is at par with South Korea,
the EU and the USA, though a majority of them coesthe quality of their products to
be superior to those produced by their competitoShina, Thailand, Malaysia, Taiwan
and Indonesia. A few component producers percéige Taiwan, South Korea and the
EU are better competitors in specific componemtgeims of both price and quality, but
they are not major threats as a whole. All respotedeeport that they receive good
feedback from the customers on the quality of theaducts. However, their products are
not cost-competitive in comparison with China anthiland in most of the products.
Quite interestingly, a leading US-based engine rfaurer covered in this study
reported that their plant in India is more cost-petitive than its counterpart in China.
This is a remarkable observation since this amotonsying that for identic& products
and technologies, at least in engine manufactulimdja is more cost-competitive than
China. Competitiveness of auto firms varies acdifferent regions in India. While the
firms in Mumbai, Pune, Chennai and Bangalore regiperceive those in the National
Capital Region of Delhi to be their major compea#ttahe nature of threat, as felt by the
respondents, was more of price than of qualithis tegion.

Some firms perceive that though price and qualiéythe key aspects of competitiveness
in the market, long-term sustainability matters mumore than mere comparative
advantage in terms of price and quality. Affordagleality on a long-term sustainable
basis is the right strategy to be competitive mltng-run.

Auto-component manufacturers in India, who catethtoneeds of automobile industries
with integral structure that requires customiseddpcts?® face less threat from China,

compared to those that manufacture modular (stdisgal) components. Even if the

foreign OEMSs entering India prefer their supply ichen their parent country to be re-

established in India, it may not cause a majorathte Indian players, because those
companies cannot sell at a price lower than théyrstheir parent country.

Technology, Quality and Standards

Almost all respondents perceived that the techne$ygquality of products and
compliance with standards in their firm is at ganot better, than other firms in India.
When it comes to international comparison, the ganmpression of almost all firms is
that they are better than China, Malaysia, SouticAf Taiwan and Indonesia, while they

8 The word ‘Identical’ is important here, becausstammparison would be perfect only when costs of
production of items that are exactly identical ecenpared. This is exactly the case here, becaese th
company is the same, with high global standards jtasrproducts are identical the world over.

“9 This is based on our discussion with Dr. Surirkiepur, CEO, Sona Group of companies. There are two
types of vehicle structures: Modular and integk&bdular structure involves many standardised parts,
such as for tractors and commercial vehicles, wihifegral structure requires customised produas th
are integrated, such as passenger vehicles andiheelers.
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are as good or slightly worse than Thailand andiclmably worse than the EU, the USA
and South Korea. While most of them did not feey meed of our government to
facilitate betterment of the Indian auto firms he$e aspects, two OEMs felt the need of
extending the period for which R&D subsidies coblel availed and introduction of
capital subsidies to invest in better technologies.

Amongst the smaller auto-component firms, rejectate as measured by the PPM (Parts
Per Million)* range is much higher than the norm, indicatingeloguality. For Tier-2
producers in our sample, it is 10,000-20,000 armbrad 500-1,000 PPM in Tier-1
suppliers, which is much higher than what is expeédty the OEMSs, which is 0-100
PPM. Most of the firms blame their suppliers foghnirejection rates, while they also
admit that better process planning could partlyucedthese defects. One interesting
strategy is blacklisting of ‘n’ number of worst djtya suppliers (in terms of PPM) and
removal of the suppliers from the list if they pstsn the black list for more than ‘x’
number of times. All firms in our survey have bemmarded with at least one of the
certifications such as 1SO 9000, 14000, etc. Alnadistirms are open for technological
collaborations with Indian or foreign companies dipgrading their technologies.

R&D outlay was used to draw inferences on the frndesire for technological
advancement. All the OEMs in our sample have R&Dsihn either in-house or abroad
in the case of foreign-origin companies. The R&[penditure is 1-2 per cent of total
cost and all these OEMs are ready to increaseithts 3-5 per cent in the next 3-4 years.
Twenty -five of the 31 auto-component firms do h&&D facility, the expenditure on
which constitutes less than 1 per cent of the totest in most cases. All of them are
interested in increasing this expenditure, while thims that do not have any R&D
facility are not interested in establishing ondha near future. However, in most cases,
we came to know that R&D division is involved iropess and product adaptation, and in
a stricter sense, this may not be called ‘R&D’,aaknowledged by an OEM and auto-
component manufacturer covered.

The survey also examined the perceptions of firbmutNational Automotive Testing
and Research Infrastructure Project (NATRIP) faesi, which was set up by the
government to enhance research and testing fasilitwe found that only 28 of the 31
auto-component manufacturing firms were aware isfdevelopment and 10 of them felt
that this would not have any major impact on tbheshnological capabilities, quality and
competitiveness. Smaller firms feel that the testeharges in both the Automotive
Research Association of India (ARAI) and potengiati the NATRIP are too high to be
borne by SMEs. Big firms do not find this to be ajon problem. All OEMs are quite
positive about NATRIP and all other developmentgppsed in the Automotive Mission
Plan. In fact, one of the biggest Indian auto-congm manufacturers based in Gurgaon
perceives that the NATRIP is likely to boost R&Dthe Indian auto industry, which is at
its infant stage now.

All component manufacturers are satisfied with tbEMs as facilitators for their
performance and growth, in terms of technology liguassurance and standards. This is

*0 This is the number of parts that are defectiveregrume million parts supplied.
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either in the form of assistance and support @hénform of external pressure to upgrade.
All OEMs except one in Bangalore in our sample, éoer, have serious concerns about
the potential of their suppliers to facilitate th@mense growth potential in the future, in

terms of capacity constraints, quality, availabilif raw materials and technologies. All

OEMs agree that customers are their key to sucredscustomer feedback has, in the
past, resulted in major product innovations, tetbgioal capabilities, quality and hence

competitiveness.

Cost Composition

The survey data was used to analyse the cost camoposf firms across regions (Table
6.2.1 and Figure 6.2.%}.1t clearly emerges that they are very different different
regions. Emoluments, power and other manufactuexgenses are relatively higher in
Bangalore region, mainly because of the presencd dirms there, which causes an
upward pressure on salaries of the personnel, higbeer tariffs and also on other
expenses incurred in manufacturing. Octroi/entigésaax share is relatively higher in
West India, perhaps because of the fact that oara entry taxes still exist in
Maharashtra. Material cost comprises the majorfparll companies. Its share is higher
in OEMs than in component-manufacturers.

Figure 6.2.1: Cost Structure across Regions and Tgg in India
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Source: Calculations from our Field Survey

®1 Each cost component’s contribution is taken agragmtage of total sales. For example, material cos
share is the percentage of material expensesahdales.
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Table 6.2.1: Cost Composition of Firms Covered inhte Survey

Category Tamil Tamil West West India | North North India | Bangalore

Nadu | Nadu Auto-| India Auto- India Auto- Auto-

OEM Component| OEM Component| OEM Component| Component
Material 67.14¢ 45.99¢ 60.45( 70.00( 67.51: 56.54( 41.66"
Power 0.684 3.680 0.600 4.000 1.128 1.650 5.333
Stores 0.565 3.680 0.530 2.000 1 1.800 8.333
Repair 0.750 2.300 0.930 2.000 0.662 0.460 12.500
Salaries 6.672 6.900 5.840 5.000 5.33 6.400 10.833
Welfare expense 1.56¢ 3.22( 1.00( 0.541 2.38( 0.00(
Royalty 0.041 0.000 0.778 0.380 0.000
Rent 0.197 0.460 0.160 0.500 0.250 0.833
Excise 13.306 14.719 11.910 2.000 14.03 16.86 4.167
Octroi/entry/ 2.900 3.000 0.711 0.000
sales ta:
Electricity tax 0.600 0.500 0.000
Insurance 0.108 0.184 0.090 0.500 0.161 0.110 0.438
Travel 0.04¢ 3.68( 1.00¢ 1.32¢ 0.79( 0.417
Legal 0.000 0.460 0.500 0.150 0.620 0.208
Audit 0.00¢ 0.22( 0.07(¢ 0.50( 0.01¢ 0.00¢ 0.20¢
Director 0.003 0.000 0.001 0.500 0.350 0.208
Other 0.013 1.000 0.500 1.277 0.010 0.208
Administrative
Expenses
Interest 0.272 1.840 0.280 1.000 0.781 0.450 2.525
Depreciation 2.082 3.68( 2.11C 2.00(¢ 2.181 7.00( 4.20¢
R&D 1.734 1.380 1.500 0.733 0.003 0.417
Profit 4.80( 4.60( 9.06( 3.50(¢ 5.48: 3.94( 7.50(

Source: Calculations from our Field Survey

Contracts

When asked about the term of contracts with theelmjymost of the firms responded that
they have 1-4 years contract, but in a few caseg llave even one time contract as well.
Even in cases where the contract is of a longen,téne continuation of the contract
depends on various factors and there is no guadhst there is certainty of continued
demand. This is why many small auto-component fieres not very keen to increase
their scales. Failing to scale up, in turn, is ide#ntal for competitiveness. Hence, short-
term contracts affect competitiveness of thesedfiadversely. The way forward would
be for an increasing number of component supptemiversify their buyers including
sales in foreign market.

6.3 Employment-related Aspects

The survey examined employment aspects relatecgloutl reforms, composition of
employment in terms of R&D and production workens gabour productivity.

The survey sought the opinion of firms regardinigola reforms. All firms covered in
this study believe that labour reforms would imprdteir productivity levels, because
that incentivises the workers to be more productivew? firms in our sample have

%2 All the firms covered in the study have contradrkers involved in production. However, only 20 of
them reported the figures pertaining to contragbleyment.
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reported that about 10-30 per cent of the totaddpction workers are employed on
contract basis. Further, wages paid to temporamkeve, on an average, are one fourth to
half of those paid to permanent workers. The fiads® claim that temporary workers are
far more efficient than permanent workers. Howev&nce contract workers are
temporary, it is difficult to train and retain thems skilled employees. Labour reforms,
especially on flexibility in the regulations reldtéo hire and fire policies, would in fact
encourage recruitment of more permanent workerschmvould have overall positive
effect.

Our analysis of ASI data in Chapter 2 showed thablaments are falling as a share of
total cost and that emolument growth is lower tredoour productivity growth in recent
years. This may be because the firms perceivectira¢ént labour productivity levels are
far lower than global standards. If that is theecdlsey can, instead, opt for performance-
linked incentives for the labour force. For exampldapanese OEM in Bangalore, which
did not have good industrial relations in past, adepted a system which rewards the
performance and innovation of workers. Each workédree to adopt a work-method that
minimises waste of time and resources on the doop &nd is rewarded accordingly.

Some labour reforms suggested by the industry(greaising the cap on the number of
contract workers; (ii) allowing higher number of lkimg hours per week; (iii) reduction

of limits on overtime and magnitude of extra-congsion. Firms argue that firing a
well-performing employee is not even in the firnmgerest, because skill availability is
another major bottleneck in India. Many firms feébkht their per-unit cost could be
brought down by a significant proportion, mainlyatgh higher labour productivity, if

suggested labour reforms are implemented.

Another interesting observation from the surveyhiat there is a positive correlatfon
between labour productivity and turnover, calcuddt®m our sample to be 0.465, which
is significant at 5 per cent level. Further, OEM#ich are generally bigger than auto-
component manufacturers in terms of turnover, revegher labour productivity than
auto-component manufacturers, both at the all-lheN&l and in each region. Another
observation is that the German, Korean and JapdD&dés covered in our sample in
India have high labour productivity, ranging frons.R5 to 2.6 crore per person, as
compared to Rs. 0.49 to 1.8 crore per person fdieimOEMSs, because of the fact that
automation levels are higher in the former.

The survey results were also used to examine tlaiameship between turnover and
number of production workers and R&D employees ([@#&h3.1). In our sample of both
OEMs and auto-component firms, there is a negatomeelation of 0.04 between the
fraction of production workers in the total numhsrworkers and turnover. Positive
correlation of 0.11 is found between the fractiédrR&D employees and turnover. As a
supporting factor to this observation, OEMs in @ample invariably employ less
production employees and more R&D employees asaetidn of total number of

%3 This is based on the correlation coefficient ob tvariables under consideration, defined as the odt
sum of product of deviations from mean of these wanables to the square-root of products the stim o
squares of deviations from mean of these two vhasab

65



employees, compared to auto-component firms, inredions covered and all-India
averages. These results may be taken to indicateagha firm grows in size, in terms of
turnover, the proportion of R&D workers to prodoctiworkers increases.

Table 6.3.1: Aspects Related to Employment

Region Industry Type | Turnover/employee| Production R&D
in Rs. crore Workers as a | Employees as
% of Total a % of Total
North Auto-component 0.237 80% 1.1%
India OEM 1.291 70% 5%
Bangalore| Auto-component 0.269 64% 4%
OEM 1.681
Tamil Auto-component 0.279 76.7% 2.51%
Nadu OEM 1.311 71.8% 2.67%
West Auto-component 0.312 65.1% 2.7%
India OEM 1.023 59% 3.6%
All India | Auto-component 0.274 73% 2.3%
OEM 1.326 67% 3.5%

6.4 Capacity Utilisation

Most of the automobile assemblers in our sampledyre less than their installed
capacity. This is because of various reasons., agtacity utilisation is totally demand
dependent. Secondly, some of these firms interitiork@ep their installed capacity
higher than what is required to let it serve asutiel capacity to cater for growth and
demand uncertainty. Thirdly, the production is ild& and gets adjusted based on market
forecasts. Other firms that have faced bottlenétksoduction capacity have increased
their capacities either by increasing number ofdpobion shifts or by establishing new
plants.

However, the story is different and diverse for #ugo-component firms. In about 60 per
cent of the auto-component firms covered in thiglgt actual production is higher than
installed capacity. In general, this problem isktad by going for sub-contracting and
outsourcing. Some firms are capable of increadneg ttapacities, with the lag time of
less than 6 months. A few other firms have stadgsi@blishing new capacities, while
others have joined hands with foreign firms forhHa&g and better capacities, mainly
through acquisitions.

However, there are also some auto-component ficmsprising around 20 per cent of
our sample, which report underutilisation of theiisting installed capacities. The
reasons vary on a case-to-case basis. Lack of akmmacthinery maintenance schedules,
technical defects in machineries and demand unocgrtare the major factors that have
led these firms to underutilise their capacitiesti@se, lack of demand appears to reflect
the fact that these firms are not competitive ehotegderive advantages from growing
automobile market.
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About 20 per cent of the auto-component firms, cedan our field survey, operate at
full or close to full capacities owing to continuplanning. A leading Chennai-based
steering manufacturer reported that they cannatréffo scale up because they follow
TPM (Total Productive Maintenance) and lean martufaty. Their margins are
squeezed, which is why they cannot go for excepadity; they have the highest fixed
asset productivity among all their competitors. 8ooh the smaller Tier-1 firms do not
plan to expand in the near future mainly on accafnthe feeling that they are not
assured of volumes in the futufewhile others face constraints in credit availapiind
cost. Much smaller Tier-2 and Tier-3 firms preferremain small either to retain their
advantage of being flexible in production, or bessaof constraints in credit availability.
Another barrier for scaling up, for almost all fspis the lack of manpower availability at
all levels, mainly at managerial level. Hence aan#jrust should be given to improving
management skills and training.

In fact, one of the biggest auto-component firmdndia, which is based in Gurgaon,
engaged in forgings and castings, reports that fla@y some competition and threat from
the smaller auto-component players. The major reasahat the smaller firms have
flexible production capacities and also can cussenthe products depending on the
buyer’s requirements, at a higher pace than whaabigger firms can afford to. Despite
this threat, the top executive of this firm belisva massive expansion on a continual
basis, in order to eliminate problems due to laggsby being closer to the customer. In
addition to setting up new plants and acquiringdndlants, some bigger firms have also
gone on to acquire sick foreign firms, mainly ire tdeveloped countries such as the
United Kingdom. The reasons for doing this are oneore of the following: Access to
new markets; access to advanced technologies; womigr to blend the world-class
technology with low-cost advantage enjoyed by thwdian plants.

6.5  Aspects Related to Supply Chain

The survey also focused on aspects of supply clespecially on the relationship
between component suppliers and vehicle manufasturelier-1 component
manufacturers supply auto-components to the autden@ssemblers, while Tier-2
manufacturers supply to the Tier-1 players. Tieplayers are usually the small
manufactures who supply to Tier-2 manufacturers.

Our survey examined the role of foreign OEMs inidndauto supply chain. Some Indian
auto-component manufacturers feel threatened BidgorOEMs who bring with them
part of the supplier network. They also feel theead by the foreign OEMs that import
cheaper components from elsewhere in the world. foved mixed evidence in this
regard in our study. All leading foreign OEMs caae@iin our study do contribute to the
enhancement of operations, quality and productigitgheir suppliers in India. This is

¥ This observation also indicates the weak managemesome auto-component firms, because at such a
high and sustained GDP growth rate and investnysing in the automobile segment, one would not
fear much about demand uncertainty. Further, whermguired about the contracts that ensure certaint
in demand for few years, we were informed by maimnd that these contracts are not strictly
enforceable and hence demand uncertainty exisfitddésem.
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done through various supplier training programmesl @ontinuous monitoring of
suppliers by these OEMs. It is true that they dore® a part of their requirements of
components from their parent country or elsewherhé world, but this is driven either
by exceptional quality/technology requirements tha not possible to be achieved in
India or by low cost of products in other countri€®/o of the foreign car majors and one
Indo-Japanese joint venture covered in this studgorted 10-100 per centof their
requirements for manufacturing different modelsafs and MUVs, while Indian OEMs
import less than 2 per cent of their requiremeAtsempting for joint ventures with the
suppliers of OEMs in their parent countries is alogood strategy for the auto-
component firms to tap these markets, as one ofespondents has done.

The survey indicates that the number of supplier©EMs is much higher than those for
auto-component manufacturers. The number of sugpieedifferent OEMs ranges from
70 to 300, while for different Tier-1 component raacturers it ranges from 15 to 100.
Sub-contracting of products is also done in manyo-aomponent manufacturers,
depending on the demand and their supply capacities

Foreign firms procure a major proportion of themngonents required locally, but they
import a part of their requirement mainly on acdoahthe lack of scales of operation
among domestic suppliers. This is because of tttetliat supplier size in Thailand is, on
an average, 5-6 times bigger than in India. Abdupér cent of the auto manufacturers
had major scale constraint on the part of Tier{pfiers.

Even though component suppliers have low capattigir quality levels have improved
through the OEMSs. For instance, an Indian OEM heabked their suppliers to reduce
their defect rate from 1,000-2,000 PPM to 100 PFMSs extent of supplier relationship
is, however, more prominent in foreign OEMs thamnidian ones. Few firms get a major
part of their sourcing done through some supplyrchagistics companies, which are
specialised in specific auto-components.

The supply chain has also been affected by regylaorms related to emissions. There
have been frequent changes in regulations pertaittiremission norms in India (also
Section 7.2). For instance, in the North-Easteatest BS-1l norms were scheduled to be
implemented in 2005. However, the government chaitgedecision and reverted to BS-
| due to lack of fuel availability. In addition,gremission norms are different in different
states. For instance, 11 states have adopted BSetie of them still follow BS-1l and
the North-Eastern states are still following BSBecause of contradictions and
inconsistencies in the standards, some suppliedstbadispose off their production
facilities®® Thus, harmonisation of emission norms and dravandetailed roadmap
would help entire auto supply chain in India to ptdéhe relevant technologies in
advance.

% Import content varies for each model in each camgpa
% This event is based on our discussion with a Mith\égor, based in Mumbai and is described in Chapter
7, in a section that explains emission norms inand
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BS-IIl has been implemented in most parts of thenty. However, there are just 2 FIP
(Fuel Injection Pumps) manufacturers in India, @ligh this is necessary for BS-III.
Thus, there is a capacity constraint to achievhdrigmission standards.

Some leading auto-component manufacturers repatt gbale is an issue with their

suppliers. For example, a Chennai-based firm néedgp to 10-15 suppliers for each

product, since their scale of operation is abotintes lower than that in Korea. The

number of suppliers for different auto-componenn§ in our sample varies between 10
and 100. In many cases, the problems arise dugdites demand surges, which are also
solved by sub-contracting. Tier-2 and Tier-3 sugpglisuffer from problems such as

inefficiency, lack of quality and credit constraint

However, two of our respondents, who are amonditygest auto-component producers
in India, have mentioned that SMEs have their owangths and great future ahead,
because of their ability to produce very customipeztiucts for their buyers. However,
there is a consensus among our respondents tlyatelee to improve their quality so that
the entire auto supply chain can enhance the gudlduto products.

Some foreign OEMs have targets to procure auto-ooepts from India for their global
requirements. Generally, they are not able to &ehibeir targets. We discussed with
auto-component manufacturers about the reasonthifomismatch between supply and
demand in the auto supply chain. First, most ofiticean auto-component manufacturers
do not have a scale of operation that can catbug® requirements. Secondly, even the
biggest companies that we had covered in this gpedgeive that it is too risky to cater to
huge demand for a single buyer. Thirdly, the rezraent of the global auto majors for
huge inventories for long period is difficult to etefor the Indian auto-component
manufacturers, since this is very expensive fomthe

6.6 Production-related Constraints

Most regions covered in our study report numeraidnecks in terms of roads, railway
connectivity, port congestion, power quality anaitability, input costs, supplier base,
lack of skills, attrition, etc. But some of thesenstraints are found to be quite region-
specific, in terms of the nature and extent oflbn#icks faced by auto firms.

6.6.1 Transport Infrastructure

The dominant problems specific to Bangalore anduHase poor and insufficient roads,
poor connectivity to railway station and distanceni ports. While some of the auto-
component manufacturers are closer to their custmmeBangalore-Hosur region and
Chennai hub, most of them are far away from thest@mers and that seems to cause a
major price threat from their competitors locatezhmtheir customers. Hence, some of
them have plans to relocate their plants or op@nfaeilities in north India.

In Mumbai and Chennai regions, ports are closerthere is immense port congestion.
Further, during rains, the road infrastructure gdtfscted. Non-availability of deep sea
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vessels in Chennai leads to a lead time of 3-4 daggcess, which is very costly for the
firms. Variance for outside freights is high anchte Chennai requires a deep sea port.
Another suggestion by one of our respondents isitifr@structure in rural areas could be
improved, so as to facilitate establishment of newlustries in a much better
infrastructural environment than at present.

6.6.2 Power

High costs and low quality of power is an issuehhghted by our Bangalore-based
respondents. Despite their advantages in termstéroroads and better supplier base,
Mumbai-based firms face problems in power quabggause of fluctuations. In this area,
some firms are prepared to pay higher prices fargopbut they demand a very good and
consistent quality of power. It is not just the aa resulting from power
quality/availability, but also the quality factasince this could seriously damage the
quality of products during production.

6.6.3 Labour

High cost of labour, at all levels, is a seriougsioa-specific problem in Bangalore, owing
to the fact that this is an IT hub, characteristibg high wages. High level of attrition is
another particular concern in this region, thoughis common to all regions.
Unprofessional labour attitude and lack of skillednpower are the major problems in
north India.

6.6.4 Materials

Another major issue faced by most of the firms ceglan the study is one of materials.
Some firms perceive that steel of very high quastgifficult to procure in India. While
the auto industry grows at 15-30 per cent per antinensteel availability grows only at 5
per cent. Prices also fluctuate though reasonabbd gyuality steel is available with
major Indian players. Future outlook in terms ade$tavailability and prices is almost
always unclear. Similar problems are associatedh Wwigh-quality plastic materials,
rubber tyres, etc. A major rubber component produtéumbai reported that delivery
of imported raw material, EPDM (Ethylene PropyleBé&ene Monomer) rubber is
invariably delayed because of the customs cleartratetakes 7-10 days. Further, there
is an acute shortage of this material in India.

6.6.5 Taxation and I ncentives

Octroi taxation was the major region-specific issaised by most firms in Maharashtra.
Many Chennai players have established or are plgnto establish plants in the

Uttarakhand and Uttar Pradesh, because of hugententives. However, they do

acknowledge the severe disadvantage of this stategmparison with Tamil Nadu, in

terms of human capital and infrastructure. Thugseéhregion-specific tax incentives
could result in distorted investment decisions thay result in long-term losses for these
firms.
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6.6.6 Environment

Some firms in south India face environment-relaj@blems. First, they report
unwarranted interference in their operations, byneoofficials in the State Pollution
Control Boards, despite the fact that they complthvall environmental regulations.
Secondly, the sludge that emerges out of wastémesd is not disposable readily. In a
few firms, this leads to heaping up of huge masdgesludge (non-disposable waste),
reducing the space availability and causing headthards and even soil degradation in
the long run. In states like Maharashtra, the Igoaferning body takes the responsibility
of treating the sludge at a common place.

6.6.7 Other Constraints

In the National Capital Region of Delhi, other nragmncerns of our respondents are
unavailability of land, not so good law and ordiéuation and competition from foreign
auto-component firms due to duty reduction.

Auto-component exporters have to offer around 26 gent price reduction to their
buyers every year. Though this price reductionetednined by a formula, which takes
into account the rise in the price of raw mateaatl currency inflation (in the case of
foreign OEMS), this does not include the other €£dswolved in the production and
delivery, mainly, power, fuel and transportationstso Given the rise in all prices,
efficiency improvement is the only way to cut codtst it is difficult mainly because of
low labour efficiency. Hence, they are forced taesege their margins.

6.7 Strategies of Different Firms

The survey examined the strategies followed byatite firms for different goals. These
strategies will be discussed separately for OEMbaario-component firms:

6.7.1 Strategiesof OEMs

Strategies to face labour-related problems

* Human Resource Development (HRD), mainly in terfnsasning of the existing
and new personnel at all levels, is a worthwhitatsgy practised by many OEMs
in India.

» Some OEMs offer performance-linked incentives tarkeos. Such firms have
been able to improve labour productivity of theorkers.

Strategies to face competition

» Stiff competition amongst auto manufacturers haseid them to look for niche
markets. A Pune-based car manufacturer, who has d@eajor player since the
1940s, suffered major losses since the 1990s antbbihis entire market to new
entrants in car manufacturing. This company haseatly decided to follow a
new strategy: focus on niche segments within LQ¢&h as a high-power low-
weight vehicle.
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Some firms have taken the initiative to offer vahdzled services to enable them
to face competition in a market where vehicles wwigame segment are broadly
similar in terms of looks and functional charadtcs. For example, value-added
services such as good dealer network (3S, i.ere§t®Gpares and Service, in
many cases) play a vital role in market expansgmme OEMs are also insistent
on exclusive dealerships so as to protect theiketaifrom their competitors.
Low-cost manufacturing and targeting developingntoes for exports are the
other strategies followed mainly by Indian OEMs.

Strategies to improve technology and quality

Capacity-building of auto-component manufacturerdane by most OEMs.
Foreign OEMs have a focus on better technologieth(process and product) and
they are way ahead of Indian ones, for example,sEiom Norms, Alternative
Fuels and Automation

Technical collaborations with international techogy leaders is increasingly
happening with Indian OEMs.

Some OEMs are also functioning as Tier-1 suppliersupplement revenues and
go for partial vertical integration. One of the dmgn-origin OEMs is also
involved in sourcing components for the parent canypabroad.

Strategies to serve expanding demand

6.7.2

OEMs are also going for huge investment plans witlax zones and other Low-
Cost Countries
Massive consolidation of plants and scaling uplksg place.

Strategies of Auto-component Firms

Strategies to face competition

Focus on niche segments and niche export markeds isnovative marketing
strategy followed by some component firms. For epamManual Rack and
Pinion (R&P) Steering Gears is in high demand i Biddle East and Africa,

while they are not preferred in most other partshefworld. Hence, a Chennai-
based steering manufacturer, whose core strengghini manual R&P steering
gears, has decided to focus on this niche expatteha

Low-cost manufacturing and targeting developed tes for exports are the
strategies of most Indian auto-component manufactur

Some auto-component manufacturers (e.g. Chaingsieauld like to supply

their products to non-auto industries such as im@dhsnachinery manufacturers,
SO as to ensure that their market risk is minimised

Strategies to improve technology and quality

Capacity-building of Tier-2 suppliers is done bygdper Tier-1 suppliers.
Acquisition of leading foreign brands and plantsg(e¢hree manufacturers of
rubber components, forges and clutches, coveredrirstudy) is believed to be a
strategy that gives access to new markets and déxdias. When this value-
addition is blended with existing cost advantage Imdian plants, overall
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6.8

competitive advantage is enhanced. Further, tbs strves as a brand-promotion
strategy.

Technical collaborations with international tectogy leaders help the Indian

auto-component manufacturers to rise up to glolagdards.

Black-listing of suppliers with consistently badatjty is a strategy that ensures
good quality and capacity-building of supplierghe long run.

Policy Measures

Following are some of the policy measures suggdsgexlr field survey respondents:

Infrastructure improvement is required in the foliog areas:

0 Better quality of roads all over India.
Long-term road-planning.
Focus on rural areas to avoid further urban comyest
Railway corridors for better connectivity to railyatations.
Deep Sea Vessel handling capacity in major portsaher measures to
minimise port congestion.

0 Better power quality and availability.
Credit availability should be ensured, at reasomatfiterest rates, mainly for the
smaller firms.
The incentives and benefits that are meant foR&B expenditure in the auto
industry should be extended for a longer period.
Vehicle design capacities within the country nesetié¢ improved.
All policy measures mentioned in the Automotive 8 Plan should be
implemented, such as the establishment of Natidwn#b Institute with active
participation of private industry players.
Excise duties on auto products should be cut achesboard, not only for certain
segments. Custom duties for raw materials shouldeiaced. Further, customs
clearance and other formalities in the governmdmwukl be faster to ensure
quicker delivery of exported goods.
FTAs could be negotiated, with assured level-plgyiield for the Indian auto-
component sector. For example, incentives/lowerisexcates for OEMs for
localisation of components could replace existiggfesm of imposing lower rates
for small cars alone.
Inter-state differences in fiscal levies and tasé®uld be minimal. A move
towards a common regime of Value-Added Taxes (VAdrpss states and Goods
and Service Taxes (GST) at the Centre is strongbpmmended. Inter-state
differences in taxes and incentives should be mahim
Reducing the testing charges in the Automotive Re$eAssociation of India
(ARAI) and the National Automotive Testing and Rasé Infrastructure Project
(NATRIP) will benefit smaller players.
Encouragement of FDI in the auto sector and alsmmption of activities by
Indian industry to collaborate and interact witblggl players are required to help
Indian industry gear up to global standards.

O O0Oo0oOo
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* Improving Market Development Assistance is requinedinly for the export-
oriented Small and Medium Enterprises (SMES).
» Instead of focusing on specific areas as exporéegoall exporting firms should
be treated alike and the incentives should be aimaitross the board.
* Introduction of labour reforms, mainly as regardsitcact labour act and hiring
and firing regulations, is an essential step torowp cost-competitiveness.
* Environment:
0 Assistance in sludge disposal is required for tlentp that treat their
effluents and environmental clearance procedured tebe faster.
o Harmonisatioh’ of emission norms across states is required and a
roadmap for implementing this needs to be put el

6.9 Conclusions

» Despite higher productivity, contract workers canoontribute much to long-
term performance because of their temporary nattdence, policies that
encourage recruitment of permanent workers areinegtju-or example, if labour
policies are made more flexible, firms would hake tncentive to recruit more
permanent workers. Firms should also be allowetinto emoluments with the
productivity of workers to enhance efficiency.

» Ratio of turnover to employment is higher for biggempanies, including OEMs
and for foreign firms in particular. Thus, auto-qumnent players can generate
more employment than OEMs, while Indian OEMs camegate more
employment than foreign OEMs.

» Bigger auto firms (with exception of foreign firmgp terms of turnover, and
OEMs, in general, employ relatively more R&D workexrs a proportion of total
number of workers.

* Most of the OEMs and a few auto-component manufacduhave excess
capacity, while some smaller auto-component manufexs have capacity
constraint. Some of them are expanding rapidlyeareh acquiring foreign plants.
Others are unable to scale up because of demadtainty, credit constraint and
lack of skilled manpower.

» Both foreign and Indian OEMs assist in technologygradation and quality
improvement of their suppliers. Joint ventures vidteign suppliers could help to
tap the markets of foreign OEMs as import contenthem is high. Most of the
OEMs are concerned about capacity constraint af theppliers and lack of
quality of their smaller suppliers.

* Most of the problems faced by the auto industryehtavdo with infrastructure,
increasing material costs, skill shortage andftatrficture. In addition to these,
falling prices is a major challenge faced by autaiponents.

* Auto-component firms are more export-oriented t@dtMs. Though most of the
foreign OEMSs target domestic markets, the biggasegporter is a foreign OEM.

* Globally, Indian firms are as good as, or bettanttother developing countries in
technology and quality, but are not as good astihm©ECD countries. But, they

" This issue is discussed in Chapter 7, in a seciipEmission Norms.
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are not as cost-competitive as China, except itnesgR&D efforts are lower in
auto-component firms, but NATRIP is expected tonpote them in future.
Bangalore region has the highest cost share for luenemts, while
octroi/entry/sales tax share is relatively highar west India. Material cost
comprises the major part for all companies, whgeshare is higher in OEMs than
in component-manufacturers.
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7. Policy Framework Surrounding the Indian Auto Setor

This chapter explains the evolution of policy framoek that surrounds the Indian auto
sector, over the years. Emission norms and stasdand inter-state differences in
policies are also discussed under different sesfiothis chapter.

7.1 Evolution of the Policy Framework

The Indian auto policy has generally been in linghvthe prevailing industrial policy
framework. During the British regime, India had aato industry to begin with and all
the automobiles were imported from the global amtanufacturers such as General
Motors and Ford Motors. In the 1940s, Hindustan dvibtand Premier Motors were
established by Indian entrepreneurs, by importingwkhow from General Motors and
Fiat respectively. In the 1950s, a few other congmsuch as Mahindra and Mahindra,
Ashok Motors (with Technical Collaboration with Uagd Motors) and Bajaj Auto
entered the market for commercial vehicles and wheelers. Most of them either
imported auto-components or produced them in-hotilemid-1950s, when India
launched import substitution programme. This dgwelent, followed by the L.K. Jha
Committee’s recommendations in 1960 to develop rafigenous ancillaries sector,
resulted in the evolution of a separate auto-corapbsector.

From being a highly protected segment pre-198@satho-component industry in India

has emerged into a global player, supplying noty dol domestic firms but also to

numerous foreign Original Equipment Manufacture@El;s). Till 1991, the Phased

Manufacturing Programme (PMP), under which dome€itEMs had to increase the

proportion of domestic inputs over a specific tiperiod, had laid foundation for the

Indian auto-component sector. However, assured aéruwa their products had rendered
many players in this sector inefficient. This ledabolition of this programme under the
New Industrial Policy of 1991. Passenger car segnvesms restricted to licensed

production. Commercial vehicles and two-wheelersenadso restricted by licences, but
the extent of restrictions was less and hence tlvere quite a few new entrants in these
segments in the 1980s, especially in the CV segment

The reforms of 1991, followed by the entry of glb@&Ms and Tier-1 suppliers in India,
paved the way for expansion of range, technologied number of auto-component
manufacturers. This led to a major transition ie thdian auto industry, wherein the
vehicle manufacturers started outsourcing mostheirtcomponents from the auto-
component manufacturers. Ever since the delicerdimppssenger car segment in 1993,
the Indian auto industry has grown bigger, with rieternational players entering the
market. Since 2000, there have been many signtfipaticy developments such as
removal of Quantitative Restrictions (QRs) on amports and permission for 100 per
cent FDI. Financial liberalisation in the early D89enhanced credit availability to
consumers and this, in turn, led to a boost of &das in India, which was a key driver
of demand for automobiles. This facilitated thensition of passenger cars from being
regarded as luxury goods, accessible only for liteseto necessary goods, accessible to
a wider section of the society.
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Since 2000, India has been observing a Safety [Redafforts have been made for
aligning Indian safety standards with global orfRgadmap has been prepared till 2007
for safety standards, while an outline has beewnlt#dl 2010. The National Road Safety
Board is under active consideration by the govemtme&hich will be responsible for
road-related measures, vehicle-related measureseaedrch on road safety. One of the
major measures, which is likely to be implementethie near future, is the measurement
of road-worthiness of vehicles, based on whichgulegory body under the government
may be engaged in certifying, whether a motor Jeh&road-worthy or not, in terms of
emissions and safety.

Auto policy, 2002, stresses on the need to prowlitection to the growth and
development of the auto industry in India. Thisippdocument resulted in reduction of
duties in the auto-component sector to a largengxded the automobile sector to some
extent and extension of R&D incentives to the astxtor. R&D thrust by the
government can be inferred from the recent meassuwel as 150 per cent weighted
deduction on R&D expenditure and increased R&D letid¢jocation for this sector.

In 2005-06, a few major policy developments relévian the auto sector took place in
India. Implementation of VAT has taken place inew fstates. Euro Il emission norms
have been introduced in 11 metro cities and atsdme time, the Euro Il norms have
been implementation in rest of the cities. Thesensohave been delayed for the diesel
vehicles due to the unavailability of fuel. Themefothe government has decided to
implement these normisin phased manners in selected northern statesnéénBill 2006
reduced excise duty of motor vehicles to 12.5 @t @gainst 15 per cent before and
import duty of raw materials to 5-7.5 per cent agailO per cent before and has given a
thrust to the development of infrastructure, whishthe key factor influencing auto
industry, both as a driver of demandnd as a facilitator of enhancing competitiveffess
in manufacturing of auto products.

The introduction of above mentioned norms, in addito safety and noise norms have
led to the increase in the workload on the Autow®tResearch Association of India
(ARAI) testing facilities. Keeping this in mind, éhGovernment of India has made
various efforts to improve the testing facilitieBhese include the approval of two
proposed additional testing facilities, upgradatidrihe ARAI & Vehicles Research and

Development Establishment (VRDE), establishmentaoWworld class test track and

building of a few additional centres under the NAFPRh and around the major auto hubs
in India. This is an industry-government joint iaitve, involving an investment of Rs.

1,718 crore. The additional centres would be seinupanesar, Pune, Ahmednagar,
Chennai and Indore.

*8 More on emission norms is covered in Section 7.2.

%9 For example, when there is a better road netwbigkmore likely that demand for automobiles irases
among the people.

0 with better roads and power availability and dwalior example, the firms will be able to redubeit
costs of transportation and production, as wellrggove their product quality.
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Efforts have also been made to promote alterndtiets. For this, the following three
initiatives have been launched:

1. Agreement with the sugar industry on the off-taketbanol has been made.

2. An action plan has been prepared to grow and pedaiordiesel at fixed price.

3. Hydrogen energy roadmap has been prepared by Ratn According to this
roadmap, 10 lakh hydrogen-fuelled vehicles willjppeduced by 2010.

The accession to the UNWP (United Nations Workingty) 29 -1998 is another
important decision taken by the Indian GovernmenR005-06. This agreement will
prove a significant step towards the global inteégreof the Indian auto industry. A great
deal of progress has been made on bilateral andn@grade agreements. The bilateral
agreement with Chile and Singapore and regionaeagents with SAFTA (South Asian
Free Trade Agreement) and MERCOSUR (Southern ComiMarket) have been
concluded, while the bilateral discussion with Téadif* and regional discussions with
ASEAN and BIMSTEE? (Bay of Bengal Initiative for Multi-Sectoral Tecieal and
Economic Cooperation) have reached the final stage.

In August 2006, a Draft of Automotive Mission Pl&tatement was released by the
Ministry of Heavy Industries, in consultation withdustry. This was released as a report
in December 2006. This document draws an action pdatake the turnover of the
automotive industry in India to US$145 billion b@16 with special emphasis on small
cars, MUVs, two-wheelers and auto-components. Meassuggested include setting up
of a National Auto Institute, upgrading infrastuie, cutting the duties of raw materials
and fiscal incentives for R&D.

In August 2006, the Working Group on Automotive ustty in the Ministry of Heavy
Industries has brought out a report for the Eldvefve Year Plan. This document
stresses on the need of speeding up the move tewad in the states and GST at the
Centre. Labour regulations, paperwork involved overnment-related transactions,
internal trade barrief¥ infrastructure bottlenecks, raw materials, humapital,
increasing interest rates and threats due to FTTAsas mentioned in this document,
barriers to competitiveness. This report notes that effective levy is lower for a
Counter-Vailing Duty (CVD) than excise duties Idgabecause of the fact that excise is
made after including the post-manufacturing expefise the price, while imported
Completely Built Units (CBUSs) have the advantagéeihg levied the CVD before post-
manufacturing expenses. In addition, the documettmmends various other measures
such as upgrading human resources, mandatory timpend control and retirement of
vehicles based on road-worthiness.

1 In 2004, Early Harvesting Scheme for Indo-ThailaR@iA was launched for 84 auto-component
products, as mentioned in Chapter 5.

%2 The countries included in this group are Bangladeslia, Myanmar Sri Lanka and Thailand.

8 These are the barriers to inter-state movemeras)lynbecause of inconsistencies and differenceken
fiscal and other policies of Indian states.

% This includes selling and distribution costs (atising, personnel, incentives, warranty, brandimgl
transportation) and margins. This ‘CVD anomaly’eisplained in the Report of Working Group on
Automotive Industry, Ministry of Heavy IndustrieschPublic Enterprises (2006), pp. 16-17.
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Financial Bill for 2007-08 has very few measureatthffect the auto sector. Cut in
import tariffs of commercial vehicles to 10 per tes expected to induce further
competition in the Indian commercial vehicles sec®ince CVs are required in the
development of infrastructure, duty reduction onsG¥ay give a boost to infrastructure.
Increase in total tax burden is certain to occuw,noecause of the increase in education
cess from 2 per cent to 3 per cent of total takegension of R&D incentives for five
more years, reduction of Central Sales Taxes (C&TJ increased infrastructural
expenditure are positive features of the budgetadbo sector.

7.2 Emission and Safety Standards

In India, safety standards were introduced in tB80% in auto-components, while the
Central Motor Vehicles Rules came into existencel®89. In 1991, the first state
emission norms came into force for petrol vehieed in 1992 for diesel vehicles. From
April 1995, fitting of catalytic converters in newetrol-driven passenger cars was
mandated in the four metros and unleaded petrolalgsintroduced. From April 2000,
unleaded petrol is available in the entire coumdy for road safety, numerous awareness
programmes are arranged all over the country, 2006-10 is a safety decade.

In developed countries, lead was phased out fromolpever a period of more than 10

years, while in India this was achieved in just gears. The time gap between the
introduction of norms in Europe and India is nanrggvdown gradually. Euro | was

introduced in the EU in 1983, while the same wasduced to India in 1996. Euro |

was introduced in the EU in 1996-97. Bharat Stdgeekms, which are the Indian

counterparts of Euro Il, have been introduced fmalter passenger vehicles (Gross
Vehicle Weight < 3.5 tonnes) in 2000, and for heavehicles (Gross Vehicle Weight >

3.5 tonnes) from 2001 in National Capital RegionD&fihi. For Mumbai, Chennai and

Kolkata, these standards were extended to differenmtths in 2001. Later, these norms
were extended to the rest of the country in phbhge2005. However, for some categories
of vehicles such as two-wheelers and three-whealess generation norms are yet to be
announced. Bharat Stage-lll norms have been impleadein many Indian states in

phases. There are numerous other policy initiatikea® the government and industry to
encourage adoption of environment-friendly techgm@s, such as hydrogen energy
initiative by Tata and a few other government pecenumerated in the previous sub-
section.

However, there were some contradictions and pai@nges in North-Eastern states, in
terms of implementation of emission norms. The congmt-suppliers of an MUV major
based in Mumbai, covered in our field survey, hddped their technologies to suit
Bharat-l norms, which were introduced in North-East states in 1997. With the
implementation of Bharat-Il norms in this region 2005, they had adapted their
technologies accordingly. However, it was laterniwuhat fuel that is consistent with
Bharath-1l norms was not available in sufficientagtity and hence Bharat-1 was
implemented again, instead of Bharath-Il. Consetiyesome of the suppliers had to
close down their operations partly or fufi/Hence the emission norms-related policies
should be designed in such a way that the manutastget sufficient time to adapt their

% This observation is based on our discussion widustry people, during field survey.

79



processes and technologies. At the same time, datiestic and foreign firms at all
levels should be prepared for the latest internatioorms.

7.3

Inter-State Differences in Policies

A major weakness in Indian policy framework is ms¢ate differences in policies, as our
field survey respondents reported. This sectionmsanses the major industrial policy
initiatives in the leading auto-producing states.atldition to these policy differences,
there are individual memoranda of understandingvéet the companies and state
governments, resulting in further specialised itiwes for the companies.

7.3.1 Tax Policies

Maharashtra is the only state that levies octraesa among the major auto-
producing states in India. Thus, firms in this ethhd it expensive to procure
components from other states. However, in an attemplevelop its backward
districts, the Maharashtra Government is providilegv incentives to the
industrial units that are set up in these distridisese incentives include the
exemption from the electricity duty for 10 yearsmsp duty and registration fees
for 5 years. There is octroi refund to the indestiin these places.
The Haryana Government provides exemption fromsstd& and Local Area
Development Tax (LADT) for certain time period tbe industries that are newly
set up.
Tamil Nadu offers exemption from the electricity far three years to all the new
projects with investment between Rs. 50 crore anidlBO crore.
Uttarakhand provides many tax incentives, sucthagdilowing:

o Exemption from central excise is given for 10 yearestablishment.

o0 100 per cent income tax exemption is given for fir& five years of

establishment, followed by 30 per cent for the rieet years.
o Exemption from entry tax on plant and machinergranted.

7.3.2 Subsidies

The Maharashtra Government provides capital sulisitlye SSis.

The Haryana Government gives financial assistaocéhé SMEs for patent
registration. It also provides capital subsidy ke texport oriented firms and
interest-free loan to the Small Scale Industri€dl$p

The Tamil Nadu Government provides the followingsdies:

o Capital subsidy of Rs. 25 lakh to all the new pectgewith investment
between Rs. 50 crore and Rs. 100 crore. The anudsutbsidy increases
with the volume of investment.

o Reimbursement of patent registration fee up to &0cent of expenses or
Rs. 1 lakh, whichever is lower, is done.

0 Subsidy of 25 per cent or Rs. 25 lakh, whichevdovuger, is given for the
setting up of Effluent Treatment Plants (ETPS).

The Uttarakhand government provides the followinlgssdies:

o Capital subsidy of 15 per cent with a maximum of 8&lakh is provided.

o 3 per cent interest incentives with a maximum of R&akh are given for
the SSis.
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o Financial assistance is provided for the installatof pollution control
equipment up to 50 per cent of total cost with ximam of Rs. 1 lakh.
o Financial assistance is also granted for marketiegoroducts.

7.3.3 Other Provisions

* Maharashtra has the following industry-friendly yisboons and proposals:

o The Maharashtra Government has proposed the ametslnmeexisting
labour laws such as the Industrial Disputes Actnt@wt Labour
Regulation and Minimum Wages Act.

o Rationalisation of inspection process and otherepapork has been
initiated.

o Captive power generation has been allowed and eaged, in order to
tackle the bottlenecks in power supply and quality.

* Haryana has the following industry-friendly prowiss and proposals:

o Schemes have been announced for modernisation,ndieghcal
improvement and quality upgradation.

o Marketing under a common brand is being promotedany sectors.

0 Special emphasis is laid on infrastructural develept, in terms of
aspects such as building of express highways amwempolants.

o Priority is given to establishing Special Econo@anes in the state.

o Self-certification scheme has been introduced wegpect to labour laws
to curtail the unnecessary visits of inspectors.

e Tamil Nadu has a provision for single window apm@ovndustrial parks are
being developed proactively and emphasis is bdad on infrastructural
development.

* In Uttarakhand, single-window clearance mechanissn beeing enforced.
Infrastructural development is given thrust, tlglouimproving the private
participation. There are plans to simplify thedablaws.

7.4  Conclusions

* Since the late1980s, the auto industry has seéougameasures such as delicensing,
tariff reduction and encouragement of FDI. In theant years, there have been major
efforts by the Government of India, such as esthbient of NATRIP facilities,
implementation of emission norms and release of Abhomotive Mission Plan.
Implementation of the recommendations of this gollmcument could transform
India into a global auto hub.

» There are many inter-state differences in termsteaf policies, incentives and
emission norms. These could be minimised in ordesrmoothen the inter-state
movements of goods and relocation of industriescé&ithe Indian auto industry is
geographically widespread, this would strengthee tupply chain and its
competitiveness.

* Firms make their decision to invest in certain egabecause of the incentives and
subsidies offered. However, investment decisiorsulshbe based on real factors
such as infrastructure and human resources thaldvemsure their sustainability in
the long run.
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8. Impact of Fiscal and Trade Policies on the In@in Auto Sector

In this chapter, excise duties and tariff rates arious segments in the Indian auto
industry are analysed. Effective Rate of Protecisocalculated and analysed in the later
part of this Chapter.

8.1 Excise and Customs Duties

Excise rates for automobiles in all categories haeen declining over the years.
However, they differ across segments. As shownigares 8.1.1 and 8.1.2, while excise
duty on CVs, small cars and two-/three-wheelefsiper cent, for other cars and MUVSs,
it was fixed at 24 per cent in 2007-08. This isoatentious issue among the Indian car
manufacturers, because of the perception thatjiistiy favours particular segments and
hence, manufacturers, who are strong in those sggmare at an advantage. On the
other hand, the government desires to signal éepence for small cars by this measure.
However, as our field survey respondents percdivis, step may not favour healthy
competition within the passenger car segment. kamele, a Chennai-based Korean car
firm, which is more known for its mid-size cars,gsdually shifting its focus to small
cars, because of this excise cut.

Figure 8.1.3 shows that decline in tariff ratesauto-components is accompanied by a
rapid growth of this sector, though many had fedhad lower protection could harm this
sector. Similarly, automobile sector has also lggeming as discussed in Chapters 2 and
3. Its demand is partly driven by drop in pricesrgyvo customs and excise cuts in auto-
components and excise cuts in automobiles, thobghetare other factors driving
production such as rapid income growth and theltastdemand expansion.

Figure 8.1.1: Excise Duty Structure for Automobiles
(Excluding Two-/Three-wheelers, in %
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Source: SIAM (2006), Finance Bill (2007)
Note: In 2005-06, excise duty on “small cars” was brough
down to 16 per cent and it remains at the samd tdvdate.
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Figure 8.1.2: Excise Duty Structure for Two-/ThreeWheelers (in %)
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Figure 8.1.3: Customs Duties and their Impact on
Production of Auto-components Industry
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Source: ACMA (2006)
Note: Production in this figure is in current prices

Table 8.1.1 shows that while for automobiles, costa@luties showed a modest decline
from 85 per cent in 1993-94 to 60 per cent in 20@6for CVs, auto-components and
raw materials the decline was much more substaditiahg the same period. Therefore,
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during 2006-07, while automobiles paid an importydaf 60 per cent, CVs were taxed at
12.5 per cent, auto-components at 12.5 per centamdnaterials at 13.9 per céfit.

Table 8.1.1: Recent Trends in Tariff Structure in hdian Auto Industry

Nominal Tariff (Custom Duties)
Year Automobiles (Including | Commercial Auto- Raw
Two-wheelers) Vehicles | components| materials

1993-94 85 85 85 70.00
1994-95 65 65 65 54.30
1995-96 50 50 50 47.44
1996-97 50 50 50 31.05
1997-98 40 40 40 28.26
1998-99 40 40 40 28.14
1999-00 40 40 35 31.98
2000-01 35 35 35 31.16
2001-02 60 35 35 30.93
2002-03 60 30 30 27.38
2003-04 60 25 25 25.95
2004-05 60 20 20 21.07
2005-06 60 15 15 15.95
2006-07 60 12.5 12.5 13.87

Source: Calculations from Customs Manuals
Note: Custom duties were reduced to 10 per cent for @¥m-components and raw materials in
2007-08.

8.2 Effective Rates of Protection

Table 8.2.1 summarises the Effective Rates of Etiote (ERP), calculated on the basis
of the Corden’s formul&’ which defines it as the ratio of difference betwemlues
added at tariff-distorted and at free trade primethe value-added at free-trade prices.
Based on the cost structure analysed in our studyhave computed the respective ERPs
using the material cost and the tariffs on the potsl as well as on raw materials. In
1993-94, the auto-component sector had a higher EdtRpared to the automobile
sector: the corresponding ERPs were 106 and 88ectsgely. However, since 1996-97,
ERPs have been much higher for the automobile 1sdnt@006-07, the auto-component
sector is less protected, as seen from its ERPghwisi around 10, while that of the
automobile sector it is 184. Even the commercidlicles segment, which is far less

% Here, it should also be noted that when peak rateseduced for non-agricultural commodities, ¢hes
rates do not apply to cars and two-wheelers as &heytreated as exceptions by the Central Board of
Excise and Customs (CBEC).

7 This is based on Corden (1968), who derives thmdta for ERP of commodity j, whose input is a
commodity i, comprising a share of a (i,j) in totalue of commodity j as: ERP(j) = {t(j)-a(i,j)*)i{1-a
(@i,)}. From our field survey, we took the matesatost share as a(i,j) and computed ERP based®n th
share. ERPs were calculated separately for autdesofexcluding CVs), CVs and auto-components.
a(i,j) was calculated as average for all firms acle category, based on our field survey for 20050
2006-07 and based on the annual reports and Aigwraky of Industries for the earlier years.
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protected than the rest of the automobile sectas, éxpectedly a higher ERP than the
auto-component sector. Further, from our analysi€hapter 4, it is clear that auto-
component imports have been growing at a very pigte (20 per cent AAGR) from a
much higher base since 2000-01, while automobilgois have grown at around 39 per
cent AAGR, but from a negligible value comparedatdo-component imports. Even in
2005-06, auto-component imports constitute aboup&0cent of the total value of auto
imports into India.

Table 8.2.1: Effective Rates of Protection in percgage

Effective Rates of Protection
Year | Automobiles Excluding CVs Commercial Auto-components
(Including Two-wheelers) Vehicles
1993-94 87.68 87.68 105.66
1994-95 68.62 68.62 78.13
1995-96 50.00 50.00 54.00
1996-97 87.86 87.86 47.99
1997-98 68.67 68.67 33.53
1998-99 63.44 63.44 38.52
1999-00 53.52 53.52 39.73
2000-01 41.04 41.04 35.56
2001-02 126.40 40.19 35.80
2002-03 163.99 33.55 31.48
2003-04 170.66 32.95 33.83
2004-05 201.82 20.00 18.10
2005-06 177.02 15.00 13.31
2006-07 183.52 12.50 10.07

Source: Calculations from Customs Manuals, ASI, Annuabrepand our field survey

Notes:
1. For automobiles (excluding CVs) and CVs, thaarusduties of auto-components were
taken as input tariffs. Output tariffs taken wehne tustom duties of automobiles (excluding
CVs) and CVs.
2. For auto-components, input tariffs were the $emg@verage custom duties of the raw
materials involved in auto-component production¢chsas rubber, wires, plastics, iron,
steel, aluminum and other metals and ally@utput tariffs taken were the custom duties of
auto-components.

Table 5.3.1, given in Section 5, shows that impaitf rates for Indian auto-components
are comparable to those of other Low-Cost Counf(i€3Cs), though they are higher
than those of OECD countries. These have been eddiucther to 12.5 per cent in the
2006-07 budget. However, the Indian automobileasestfar more protected than other
LCC and OECD countries, in terms of tariff rategnide, both in terms of relative ERP

% Relevant commodities from H.S. (Harmonised Systeatles in chapter 28, 32, 35, 38, 39, 40, 48, 55,
59, 68, 72, 73, 74, 75, 76, 78 and 85 are incluamedaw materials for auto-components. This list was
based on ACMA Bluebook for 1995.
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in the domestic economy and in comparison with oteonomies, the automobile
assembly industry can be seen as enjoying highslesfeprotection when the value-
addition in this segment of the automobile prodarcithain is perhaps the lowest when
compared to any other stage in the production chain

8.3 Conclusions

» Effective rate of protection of the automobile seds much higher than that of the
auto-component sector. Net automobile exports avehmhigher than net auto-
component exports, showing that the automobile osebeen relatively more
competitive over the years. Further, the auto-carepdb sector has higher
employment-generation potential and export intgnlian the automobile sector.
Hence, to remove the policy bias resulting froms tlsituation, the tariff on
automobiles could be brought down to levels comyarto that of auto-components.

» Partial excise cut for small cars, which was dam&006-07, is expected to have
adverse effects on other car segments and henoeceentives based on the degree of
localisation should replace the current systemitéréntial treatment of automobile
segments.
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9. Econometric Analysis: Policies and Strategies

In this Chapter, some econometric techniques haaen kemployed to analyse the
determinants of technical efficiency, cost-competitess and market share of auto firms.
The objectives of this exercise are to formulatkcggroposals for the government and
strategies for the industry to improve the competitess of the Indian auto industry. The
methodology used and data sources are elucidatddpendix 4. A separate section on
conclusions is included at the end of this chapterorder to summarise the major
findings of this exercise that are relevant forigoformulations.

9.1 Technical Efficiency and its Determinants: Stdtastic Frontier Analysis

Though the methodology is explained at length ipé&mlix 4, it is worthwhile to briefly
explain some technical points here. In simple temsxhnical efficiency, as measured by
a method called stochastic frontier analysis, seferthe extent to which a firm is able to
make the best use of its inputs that include metgrfuel, capital and labour. This is
measured in relation with a best-performing firmeach year. The best-performing firm
is said to operate on the ‘production frontier’,igbhis stochastic in the sense that it can
be measured only with some error. When we measuchmical efficiency, we can factor
in its possible determinants and their impactston i

For this exercise, we have included all possibleerd@inants of technical efficiency,
including those mentioned in the literature revidvie Chapter 1. Table 9.1.1 shows the
results of this estimation for automobile firmsjngsCMIE Prowess data from 1988-89
to 2005-06"° Following are the inferences from this exercise gutomobile firms:

» Market share, as defined by the ratio of salesotegnto the total sales turnover of the
segment, has a significant efficiency-enhancingeatff showing the positive
relationship between scale and efficiency. So, attgmpt to scale up, through
mergers, acquisitions or consolidation of plantdl wrove useful in enhancing
efficiency.

» Share of emoluments in total costs also has afsignt positive effect on technical
efficiency. This could be an indication of the fdtat firms are able to go for a higher
wage structure, by enhancing the overall operatieffeciency of the workers. It is
also possible that wages are increased to raiseeffi@ency levels of workers,
thereby contributing to overall technical efficignc

» Share of taxes in total costs, however, is sigaiftty harmful for efficiency. Thus tax
reforms that are expected to be implemented inalilithe near future could go a
long way in enhancing efficiency if they reduce i@lietax burden.

« Capacity utilisatiof® has a significant positive effect on technicalaééhcy. Hence,
firms could enhance their efficiency by fully usilng their capacities.

% For the analysis explained in 9.1 and 9.2, the kihdata used is panel data, which includes vhasator
cross-section of firms over some years.

%In this analysis, we measured capacity utilisatibra firm for a given year, as a ratio of the talpi
productivity of that firm for that year, to its miaaum capital productivity in the entire time period
considered.
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* Repair costs as a share of total costs are efigiestarding. Hence, careful
operations that minimise the need for repairs ceuldance efficienc{

* Fuel and power expenses as a fraction of totabduste a significant negative effect
on technical efficiency. This calls for efficiergchnologies that use less fuel and
consume less power.

» Share of borrowings in total investment has a §igant and negative effect on
technical efficiency. One way of interpreting thresult could be that the
inefficiencies in credit market, if any, could gegnsferred to the firms if they depend
more on credit for investments. This could be it of high interest rates and delay
in credit disbursement.

* Inventory cost share has a significant negativeaichpn technical efficiency. Thus,
the concepts of lean manufacturing and total pridgeienanufacturing are efficiency-
enhancing, as long as they minimise inventory stock

» Equity share of foreign promoters has a significpositive effect on technical
efficiency. In other words, MNCs’ subsidiaries/e@tlbrations in India are more
technically efficient than Indian firms. Thus, mdf®| could be encouraged by the
government, while industry could look for more figre collaborations.

« The share of R&D expenses in total cGsis efficiency-enhancing, while that of
R&D capital expenses in total investméhin interaction with share of imported
stores and spares, is much more efficiency-enhgnaminferred from the respective
coefficients. This is perhaps because of the faat tsome high-technology
machineries and parts that are required for R&Dnatteavailable in India and need to
be imported whenever R&D facilities are expandedth& same time, share of R&D
capital expenses in total investment, in isolatiennot conducive for enhancing
efficiency. Hence, R&D capital expenditure is usedaly when it is supported by
required imports of stores and spares, while R&Peexliture can always enhance
efficiency.

* As shown by the significant time coefficient, tecah efficiency has been increasing
over time, on an average, in this sector.

Table 9.1.2 shows the results of Stochastic Frodtralysis using CMIE Prowess data
for 226'* auto-component firms from 1988-89 to 2005-06. Soifrihe results are similar
to those seen for automobile firms: positive effeictapacity utilisation, negative effect

L If machinery and equipment is not repaired in timeould diminish efficiency. Hence, this inferen
cannot be taken to conclude that repair cost shbaldnerely minimised, but damages that result in
repair could be reduced, by careful operations.

"2 R&D expenses in total costs or R&D expenses orneatiaccount are the regular expenses incurred on
R&D such as maintenance of R&D equipments, trainiigR&D employees, purchase of research
reports, journals and books, etc.

3 R&D capital expenses in total investment, or R&Bpenses on capital account, are the periodic
expenses incurred on R&D, which are a part of ehmikpenditure of the firm, such as purchase of
testing equipments for R&D division.

" About 60 per cent of these are Tier-1 firms, wieper cent are Tier-2 firms. The remaining 15qget
act both as Tier-1 and Tier-2 firms for differentstomers. For example, a firm that supplies to OEM
(Tier-1) may also supply to another Tier-1 firmlindia or abroad (Tier-2). So, a firm can be Tiearid
Tier-2 at the same time.
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of fuel cost share and positive effect of equitwarghof foreign promoters. The other

results, which are different from those mentionedaiutomobile firms, are as follows:

 Emolument cost share has a negative effect on ieadhefficiency. This indicates
that, in the auto-component sector, wage cost press a concern for technical
efficiency. Currently, they may be competitive bhesa of lower wages, but further
wage growth may lead to increase in emolument shai@al costs and hence affect
technical efficiency.

» Unlike the automobile sector, tax cost share hpgsitive effect on efficiency in the
auto-component sector. Probably, with higher tagspure, auto-component firms
become more efficient, so that they are able tootlwr costs. This finding is also
consistent with our discussion with a leading comgra producer and exporter based
in Gurgaon, who mentioned that price cuts are eefbrfor auto-component firms
every year by their buyers without factoring in #teanges in tax structure, forcing
them to minimise the costs by increasing the efficy even if tax rates rise.

» Profit's share in sales is significantly efficiereghancing. Hence, profitability goes
hand in hand with efficiency in the auto-comporssttor.

» Another striking difference to be noted hereirhigtttechnical efficiency has declined
over the years in the auto-component sector, dsatedi by the positive sign on the
coefficient of ‘time’. This observation is furtheonfirmed by Figure A5.3, which
shows that there has been almost persistent fakdhnical efficiency till the late
1990s, after which it has improved, but has agalided in 2005-06. Thus, the auto-
component firms need to frame their strategies uohsa way as to enhance
efficiency.

9.2 Determinants of Cost Competitiveness: Panel DatAnalysis

In order to examine the cost competitiveness ofaim@uto firms, the ratio of total co3t

to total sales is taken as the dependent varieRf@essed as a linear function of various
possible determinants. Cost: sales ratio givesrad@aa of cost-competitiveness, because
if a firm A has a higher ratio than another firmtBe former spends more for selling the
same level of output as the latter, and hencess dest-competitive than the latter. For
this analysis, the panel data used in Section @4 employed again. The methodology
was F7esasible Generalised Least Squares (FGLS) doelpdata, with heteroskedastic
panels.

Table 9.2.1 shows the results of this analysisat@omobile firms. The following are the

main inferences from this analysis:

» Shares of emoluments and taxes (on materials amgpawents used by OEMS) in
total costs have significant positive effects ostezales ratio, indicating that both of
these play a significant role in building cost grees.

» Capacity utilisation and better maintenance, agsesgmted by maintenance cost
share, have significant cost-reducing effects.

> This is a sum of cost of production, selling cesst of sales, administrative and other costs.

® This was chosen because of the possible existehbeterogeneity of the data points in the analysis
owing to diversity across both time and firms. $@nad econometric textbooks such as Baltagi (1995)
explain about panel data techniques, such as timedetail.
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Inventory cost share has a positive effect on ddstce, excessive production is
expensive and erodes cost-competitiveness.

Both borrowings-investments ratio and interest payts’ share in total costs have
significant cost-hiking effects, which reaffirmsraearlier finding that cost of credit is

an important constraint for the industry.

Though most of the R&D-related variables are iniggnt, share of imported know-

how expenses has a cost-reducing effect.

Two-/three-wheeler manufacturers, on an averagee laacost: sales ratio that is
significantly higher than others, as inferred frtma significant positive coefficient of

the dummy variable that takes a value of 1 if tivenfis a two-/three-wheeler

manufacturer.

Table 9.2.2 reveals that the determinants of ceaslkes ratio are different for auto-
component manufacturers in India. Capacity utilisgtmaintenance cost share, interest
cost share and inventory cost share are the otnéyrdmants that have similar effects on
cost-sales ratio in auto-component firms, as theyeHor OEMs. The following are the
brief inferences from this table:

Share of taxes (on materials used by component faetowers) in total costs has a
significant negative effect on cost-sales ratiohpps because of the pressure to cut
costs across the board when tax rises, for autgeooent industry. This is possible
because the price cuts expected by OEMSs, from eutgponent manufacturers, are
generally adjusted only for rises in raw materiadl @xchange rat€sand hence with
tax hikes, the firm has to undergo aggressive @hiction. Similar argument could
hold true for the significant cost-reducing effeEpower cost share.

The ratios of exports to total value of output hasgnificant negative effect on cost-
sales ratio, which means that firms probably lgarreduce costs by exporting more,
since the international markets are more competdivd survival requires immensely
cost-efficient production. This could be taken tggest that firms could become
more export-oriented to cut their costs.

The observation that borrowings as a fraction gfite4 has a significant negative
effect on cost: sales ratio, could be taken to ssgthat better credit availability
could go a long way in reducing costs as the fioogld invest more on low-cost-
enabling technologies. This result is differentnirdhat of OEMs, where more
borrowings enhance cost: sales ratio due to highafocredit.

Advertising cost share has a negative effect otrgales ratio. This is perhaps due to
the possibility that better advertising and bramdge creation could go a long way to
increase sales, in relation to costs, thereby iadumst-sales ratio.

The combination of R&D cost share and equity sharéoreign promoters has a
significant positive effect on cost-sales ratioisTbould be more attributable to the
fact that MNC firms with higher R&D share are mdikely to focus on high-
technology and/or luxury segments, which are moygepsive to produce than the
normal ones and have lower demand, and hence, kales.

A significant positive coefficient on time is inesting, because it means that cost-
sales ratio has increased over the years. Thidaoelan that costs increase when

" This observation is based on our Field Survey ysisl
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new value-added products, in terms of technology aqmality, are launched over
time.

9.3 Determinants of Market Shares

In order to examine the competitiveness of Indiato dirms, the ratio of sales turnover
of the company in its segment to total sales i Hegment is taken as the dependent
variable, expressed as a linear function of varipassible determinants. For this, the
panel data used in Section 9.1 was employed adae.methodology was FGLS for
Panel Data, with heteroskedastic panels.

Table 9.3.1 shows the results of this analysis,aisiomobile firms. Following are the

main inferences from this analysis:

» Costs: sales ratio has a significant positive inpac market share. This could be
attributable to the fact that firms that manufaethigh-value items are likely to have
a higher market share, since their sales, in v&umss, could be higher than others.

 Emolument share has a negative effect on market sishowing that labour cost
constraints can distort a firm’s competitiveness.

» Export: sales ratio has a significant positive @ffen market share, implying that
export-oriented firms are more competitive, perhbpsause of their versatility and
other merits that are required for catering torima¢ional markets.

» Power/fuel cost share has a significant negatifecebn market share, implying that
efficient technologies may go a long way in impraythe firm’s competitiveness.

* Imported material expense’s share in total matedgpenses has a negative
significant impact on market share, indicating timaport of auto-components from
abroad does not guarantee competitiveness of thms,fiunless it is an item that is
unavailable in Indian industry.

* Borrowings’ share in total investments and intésesthare in total costs have
negative significant effect on market-share, whiedans that too much dependence
on credit may adversely affect a firm's competitiges. This also calls for
improvements in credit system and its cost in India

* Inventory cost share significantly distorts competness, and hence, firms
following lean manufacturing are more likely to dmmpetitive than others.

» Share of imported know-how expenses in overallompetitiveness-enhancing, and
hence, firms could aggressively go for importingopwrhow that is required for
various aspects of production, so as to be moreettive.

» Advertising costs as a share of total costs, legraficant negative effect on market-
share, implying that unless the structural facsush as price and quality are good,
mere propaganda by advertising may in fact turmiiarfor market sharé’

* While royalty cost share and interaction betweerDR8apital Expenditure Share and
Imported Capital Goods Share have significant negatpacts on market share, the

8 For example, if many parts of a car are importhd, after-sales service will be affected becauseeth
parts may not be easily available in India. The®, tnuch of dependence on imports erodes a firm’s
competitiveness.

9 A similar observation, on harmful propaganda, wesle by a leading car manufacturer covered in our
field survey.
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interaction term between R&D Capital Expenditurai®hand Imported Know-how
Share has a significant positive effect on marketres. This reiterates the earlier
observation that imported know-how expenses cararereh competitiveness. This
also indicates that capital expenditure on R&D dobk effective in enhancing
market-share, only if some relevant know-how isonigd. R&D expenses on current
account as a share of total costs has a positiesignificant effect on market-share,
showing that in-house R&D also plays a vital role determining the firm’'s
competitiveness.

Negative significant coefficient on ‘time’ showsathover the years market shares
have significantly fallen, on an average, perhaps @ fall in market concentration,
discussed in an earlier section.

Table 9.3.2 shows the results for an identical y@i@ldone for auto-component firms.
The determinants that have same effects as thesaufomobile firms are: emolument
cost share, power/fuel cost share, imported matdrae, borrowings and interest shares,
advertising cost share, royalty cost share and. tuleer inferences are outlined below:

Tax cost share has a significant positive effectramket-share. This could be due to
the fact that bigger players are taxed more hedldyn smaller ones.

Capacity utilisation and maintenance cost share Isggnificant positive effects on
market share.

Export share has a significant negative effect anket-share. This could be taken to
indicate that exporting firms are relatively smalleerhaps due to the versatility and
flexibility that they possess.

Share of investments abroad in total investmenssahsignificant positive effect on
market share, implying that the auto-componentdithat invest abroad aggressively
are more competitive.

Subsidies share has a significant positive effectnmarket-share, indicating that
incentives from the government enhance the conngaigss of the auto-component
firms.

Equity share of foreign promoters has a positigmificant effect on market-share,
indicating that foreign-promoted firms are more petitive in auto-component
sector.

Share of imported capital-goods has a positiveifsogmt effect on market-share and
this probably indicates the fact that imported niaety are superior to domestic
ones, in terms of efficiency and hence, the firimat tuse more of them are more
competitive.

Share of R&D expenses (on current account) in taasts is significantly
competitiveness-enhancing only in interaction vetiuity share of foreign promoters
and imported material share. This means that R&Drtsf should be supplemented
with foreign collaboration and import of relevaatw materials of superior quality, in
order to improve firm competitiveness.

Table 9.3.3 examines other determinants of matiates of auto-component firms, using
ACMA Buyers' Guide and ACMA-SMER® auto-component SMEs database. This

8 SMERA is the abbreviation of Small and Medium Epiises Rating Agency.
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sample consists of 520 firms, covering over 95 gent of the entire auto-component

sector, for the year 2005-06. Hence, this dataessmts more fully the Indian auto-

component sector. The following are the broad erfees of this analysis:

« Firms that produce more than one pro8ubave significantly higher market share
than those that produce just one product. Henaedugt diversification enhances
competitiveness.

* Higher export turnover is associated with signifita higher market-share. Thus,
export-orientation positively influences competiness.

* Number of accredits such as ISO 9000 has a signfifipositive effect on market
share. This shows that quality and standards aengal for competitiveness.

* Number of plants has a positive significant effentmarket share. This establishes
the fact that spatial diversification promotes ceiitiveness.

» Though foreign equity participation is insignifidaim influencing competitiveness,
foreign collaboration has a significantly positie#ect on market share at all levels.
Hence, foreign collaboration enhances competitisene

9.4 Implications for Policies and Strategies

The following policy implications and strategieo$e are common to OEMs and auto-

component firms emerge from the econometric arslysi

* R&D efforts, supported by import of high-technologgods from abroad, are helpful
in enhancing the competitiveness and reducing afs@EMs and auto-component
firms. The import of technologies is already eneged by the government through
lower tariffs. In 2007-08, custom duty on all capigoods, including the machines
that are required for the manufacture of automsbdéled auto-components has been
brought down to 10 per cent in India. In 2003-@4yas 15 per cent in India, while it
was mostly in the range of 0-10 per cent in otheajom auto-producing
countries/regions such as the EU (0-3 per cent) USA (0-4.4 per cent), China (O-
10 per cent), Thailand (1-5 per cent) and Indoné3i& per cent). Hence, India’s
current levels of tariff on capital goods are maditiehigher than in competing
countries. These tariffs should be brought dowmh&rrto enhance competitiveness.
In addition, more incentives are required for tlim$ to increase their R&D efforts.
Most of the OEMs and auto-component firms coveredur field survey recognise
the importance of R&D in enhancing competitiveness.

* Since exports: sales ratio has a significant pasitnpact on competitiveness, it is
imperative for the government to encourage expbytsmeans of higher Market
Development Assistance (MDA) grafftend by further strengthening the provisions
under different promotional scherfiés The most important measure that the
government could take is to ensure that the rupes dot appreciate unduly vis-a-vis
other currencies. Other tax incentives such asetlomsoctroi, entry taxes, sales tax,

8 This was defined in two ways: different productsfpuct ranges or same products for different
industries, in addition to auto industry.

82 Currently, these are for participation in intefomal fairs and exhibitions, with grants from R8,®00 to
Rs. 1.8 lakh

8The EPCG scheme, run by Export Credit Guarante@dZation of India (ECGC), guarantees credit to
purchase capital goods with subsidies and insurdaszd on export performance of the firm.
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etc., vary over states and regions. This has taeéfied. In addition, Special

Economic Zones (SEZs) can avail other exclusiventiges such as exemptions in
almost all taxes and duties, tax holidays for 1&ryeand world-class infrastructure.
The incentives could be given to all those exporerded firms who continuously

export more than 50 per cent of their output, peesive of their location.

Equity participation by foreign promoters has aifis effect on efficiency. Hence,

FDI in auto sector should be encouraged by the mpowent, by creating conducive
environment for FDI, mainly in terms of better mdtructure and higher quality of
human resources. The protection offered by highoougluties is an inefficient way

for attracting FDI as it also results in guaranteedts for all the players in the
particular product segment. Indian firms coveredunr field survey recognise the
benefits that they are able to derive from forefgms entering India, in terms of

technology and quality.

Following are the policy implications and strategjeertaining to OEMs:

Higher taxes on inputs, especially on capital gpod=duce efficiency and

competitiveness of OEMs. Hence, the government ldhminimise the tax burden,

by reducing imports duties further and by implenmenVAT across all states. These
measures were also suggested by our field sureppnelents.

OEMs need to improve their capacity utilisation anshimise their inventories, by

better market research and a greater focus on ®xpgince that would provide

additional market to absorb inventories and maxnaapacity utilisation. Our field

survey shows that almost all OEMs operate below tapacities, probably because
they generally focus on domestic markets and ocna8y over-estimate the demand
for their products. This problem could probably &éminated by undertaking a
comprehensive global market research and thenifugas exports.

Following are the policy implications pertainingdato-component firms:

Share of emolument in total cost has a negativeaainpn efficiency. Hence, labour
reforms that reduce the labour costs may go a \eayg in improving efficiency of
auto-component firms. This measure is widely suggobrby our field survey
respondents.

For auto-components, borrowings enhance competgs® and hence improving
credit availability is critically important for aotcomponents. Smaller auto-
component firms covered in our field survey reportieat the major constraint for
them in scaling up is lack of credit availability.

Quality and standards have positive significantaoip on competitiveness. Hence,
the government should encourage and facilitate dah&o-component firms in
improving their quality and standards, by meangrahing programmes. All firms
covered in our field survey recognise the imporéaottquality and standards in being
competitive.

As indicated by both this econometric exercise amdfield survey, auto-component
firms need to be more proactive, by engaging therasen foreign collaborations
and investments abroad. They could even go forisitigms abroad, as some firms,
which are covered in our field survey, had donecessfully to enhance their brand
image, technologies and market access.
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Table 9.1.1: Determinants of Technical Inefficiencyn Indian Automobile Firms®

Determinant Coefficient | Standard | t-statistic | P-Value
Error
Market Share -1.060 0.174 -6.100 0.000
Emolument Cost Share -2.720 0.899 -3.030 0.002
Tax Cost Share 0.912 0.220 4.150 0.000
Capacity Utilisation -0.387 0.069 -5.600 0.000
Repair Cost Share 6.956 3.744 1.860 0.063
Export Shar 0.27¢ 0.216 1.27( 0.20:
Profit Shar -0.011 0.027 -0.40( 0.68¢
Share of Investments Abroad in Tc -0.32( 0.407 -0.79( 0.43:
Investments
Fuel Cost Share 50.757 5.876 8.640 0.000
Subsidies Sha 0.89: 2.79¢ 0.32( 0.75(
Imported Material Sha 0.09¢ 0.16¢ 0.58( 0.56¢
Borrowings as a Fraction of Capital 0.092 0.021 4.440 0.000
Two-/ThreeWheeler Dumm 0.05¢ 0.047 1.15( 0.25]
I nventory Cost Share 0.865 0.162 5.330 0.000
Equity Share of Foreign Promoters -0.304 0.057 -5.290 0.000
Share of ImporteKnow-how Expense: -3.24( 3.01Z -1.08( 0.28:
Share of Imported CapitGood: -0.001 0.001 -0.66( 0.507
Advertising Cost Share 1.548 0.633 2.440 0.015
Royalty CosiShare -0.901 2.66¢ -0.34( 0.73¢
R&D Capital Expenditure Share* -122.739 50.291 -2.440 0.015
I mported Stores/Spares Share
R&D Capital Expenditure Share -0.00¢ 0.29: -0.01c¢ 0.99(
Imported Capital Goods Share
R&D Capital Expenditure Share -23.71¢ 38.73¢ -0.61( 0.54(
Imported Materials Share
R&D Capital Expenditure Share -363.9:9 249.93¢ -1.46( 0.14¢
Imported Know-how Share
R&D Expenditure Share * Equity Share 4.01¢ 4,557 0.88( 0.37¢
Foreign Promoters
R&D Capital Expenditure Share * Equ -1.82¢ 2.93¢ -0.62( 0.53¢
Share of Foreign Promoters
R&D Cost Share* Imported Materials 65.524 28.900 2.270 0.023
Share
R& D Capital Expenditure Share 3.074 1.343 2.290 0.022
R&D Cost Share -7.966 2.723 -2.930 0.003
R&D Cost Share * Imported Knc-how 360.46! 265.57: 1.36( 0.17¢
Share
Year -0.018 0.004 -4.420 0.000
Constant Term 36.248 8.043 4.510 0.000

Note: The rows shown in bold font correspond to thealkalgs that are significant at 10 per cent level.

8 Since the dependent variable is technical ineffic, negative coefficient indicates that the deteant
is efficiency-enhancing and positive coefficierdlicates that the determinant is efficiency-retagdin
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Table 9.1.2: Determinants of Technical Inefficiencyin Indian Auto-component

Firms

Determinant Coefficient | Standard t- P-Value
Error statistic

Market Share -0.058 1.016 -0.060 0.955
Emolument Cost Share 1.803 0.183 9.850 0.000
Tax Cost Share -0.379 0.186 -2.040 0.042
Capacity Utilisation -0.410 0.112 -3.670 0.000
Maintenance Cost Share -0.315 0.629 -0.500 0.6[16
R&D Share 0.497 15.733 0.03p 0.975
Profit Share -0.703 0.060 -11.630 0.000
Share of Investments Abroad in  -0.003 0.005 -0.600 0.547
Total Investments
Fuel Cost Share 0.455 0.085 5.380 0.000
Borrowings as a Fraction of 0.011 0.023 0.490 0.624
Capital
Inventory Cost Share -0.015 0.017 -0.900 0.370
Equity Share of Foreign -0.074 0.029 -2.540 0.011
Promoters
Share of Imported Know-how 0.193 0.254 0.760 0.446
Expenses
Share of Imported Capital Goods -0.009 0.220 -0.0400.966
Advertising Cost Share -0.188 0.324 -0.580 0.560
Royalty Cost Share -0.135 1.569 -0.090 0.931
Year 0.016 0.004 3.730 0.000
R&D Share * Imported Material 0.040 8.702 0.000 0.996
Share
R&D Share * Imported know- -2.986 157.222 -0.02¢ 0.985
how share
R&D Share * Imported Capital 0.575 44.718 0.010 0.990
Goods Share
R&D Capital Expenditure Share -0.031 1.229 -0.0300.980
Constant Term 0.091 0.080 1.140 0.258

Note: The rows shown in bold font correspond to théalaes that are significant at 10 per cent

level.
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Table 9.2.1: Determinants of Cost Competitivenesd dutomobile Firms

Determinant Coefficient | Standard t- P-
Error statistic | Value
Market Share 0.045 0.046 0.98(1M.325
Emolument Cost Share 0.468 0.196 2.390 [ 0.017
Tax Cost Share 0.142 0.077 1.840 | 0.065
Capacity Utilisation -0.122 0.028 -4.290 | 0.000
Maintenance Cost Share -5.155 1.409 -3.660 | 0.000
Export Share 0.053 0.113 0.4 ®.636
Share of Investments Abroad in Totall -0.072 0.105 -0.680 0.496
Investments
Fuel Cost Share 0.067 1.100 0.060.952
Subsidies Share -1.392 1.408 -0.990.323
Imported Material Share 0.049 0.086 0.960.573
Borrowings as a Fraction of Capital 0.096 0.024 3.940 [ 0.000
I nterest Cost Share 0.644 0.231 2.780 [ 0.005
Inventory Cost Share 0.162 0.102 1.990.111
Equity Share of Foreign Promoters -0.010 0.024 400| 0.686
Share of Imported Know-how Expenges -2.165 1.346 -1.610 0.108
Share of Imported Capital Goods 0.000 0.001 0J200839
Advertising Cost Share 0.039 0.26Y 0.150.883
Royalty Cost Share 1.659 1.186 1.400.162
R&D Capital Expenditure Share * -90.758 16.841 -0.58p 0.562
Imported Materials Share
R&D Capital Expenditure Share * 0.073 0.189 0.380 0.701
Imported Capital Goods Share
R&D Capital Expenditure Share * 91.516 106.750 0.8600.391
Imported Know-how Share
R&D Cost Share * Equity Share of 0.741 3.202 0.230 0.817
Foreign Promoters
R&D Capital Expenditure Share * -0.725 1.766 -0.410 0.681
Equity Share of Foreign Promoters
R&D Cost Share * Imported Materialg 20.235 16.282 1.24pD 0.214
Share
R&D Capital Expenditure Share 0.920 0.724 1.27204
R&D Cost Share 0.114 1.113 0.1p®M.918
R&D Cost Share * Imported Know- -32.920 124.428 -0.2600.791
how Share
Year 0.002 0.001 1.2100.225
Two-/Three-Wheeler Dummy 0.035 0.016 2.170| 0.030
Constant Term -2.529 2.873 -0.88M.379

Note: The rows shown in bold font correspond to thdalaes that are significant at 10 per cent

level.
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Table 9.2.2: Determinants of Cost Competitivenesd duto-component Firms

Determinant Coefficient | Standard t- P-

Error statistic | Value
Market Share 0.398 0.636 0.630 0.531
Emolument Cost Share -0.077 0.090 -0.§50 0.396
Tax Cost Share -0.488 0.094 -5.200 [ 0.000
Capacity Utilisation -0.058 0.021 -2.780 | 0.005
Maintenance Cost Share -1.295 0.461 -2.810 [ 0.005
Export Share -0.086 0.037 -2.290 | 0.022
Share of Investments Abroad in Total 0.000 0.003 0.09( 0.925
Investments
Power/Fuel Cost Share -0.458 0.148 -3.100 | 0.002
Subsidies Share -0.054 0.338 -0.160 0.8)0
Imported Material Share 0.010 0.025 0.380 0.7p5
Borrowings as a Fraction of Capital -0.093 0.022 -4.170 [ 0.000
Interest Cost Share 3.548 0.287 12.380 [ 0.000
I nventory Cost Share 0.054 0.010 5.160 | 0.000
Equity Share of Foreign Promoters -0.014 0.15 950, 0.342
Share of Imported Know-how 0.009 0.424 0.02( 0.982
Expenses
Share of Imported Capital Goods -0.036 0.1136 -0.p60.794
Advertising Cost Share -0.596 0.164 -3.640 | 0.000
Royalty Cost Share -0.180 0.771 -0.230 0.816
R&D Capital Expenditure Share * -0.020 3.987 0.00d 0.996
Imported Materials Share
R&D Capital Expenditure Share * 18.838 19.624 0.960 0.337
Imported Capital Goods Share
R&D Capital Expenditure Share * 15.528 47.507 0.330 0.744
Imported Know-how Share
R&D Cost Share* Equity Share of 2.613 1.444 1.810 | 0.070
Foreign Promoters
R&D Capital Expenditure Share * -0.241 1.037 -0.23( 0.814
Equity Share of Foreign Promoters
R&D Cost Share * Imported Materialg -2.445 4.710 -0.52( 0.604
Share
R&D Capital Expenditure Share -0.930 0.960 -0.970.33P
R&D Cost Share -0.508 1.064 -0.480 0.633
R&D Cost Share * Imported Know- -43.601 64.008 -0.680  0.496
how Share
Year 0.019 0.003 6.740 | 0.000
Constant Term 0.808 0.046 17.600 [ 0.000

Note: The rows shown in bold font correspond to thaalales that are significant at 10 per cent

level.
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Table 9.3.1: Determinants of Market Shares of Autorabile Firms

Determinant Coefficient | Standard t- P-Value
Error Statistic
Total Costs: Total Sales 0.170 0.030 5.580 | 0.000
Emolument Cost She -0.24( 0.14¢ -1.62( 0.10¢
Tax CosiShart 0.03i 0.13¢ 0.28( 0.78:
Capacity Utilisatiol 0.00¢ 0.02¢ 0.22( 0.82¢
Repair Cost Shai -2.80¢ 1.95¢ -1.43( 0.152
Export Share 0.446 0.143 3.120 0.002
Share of Investments Abroad in Tc 0.00( 0.00( 1.31( 0.19:
Investments
Power/Fuel Cost Share -1.884 1.093 -1.720 0.085
Subsidies Sha -1.85( 1.61¢ -1.15( 0.257
Imported Material Share -0.225 0.068 -3.300 0.001
Borrowings as a Fraction of Capital -0.045 0.016 -2.790 0.005
Interest Cost Share -0.980 0.298 -3.290 | 0.001
I nventory Cost Share -0.283 0.049 -5.810 0.000
Equity Share of Foreign Promote 0.00¢ 0.02¢ 0.35( 0.72¢
Share of Imported Know-how Expenses 9.936 1.882 5.280 0.000
Share of Imported CapitGood: 0.00¢ 0.00: 1.41C 0.15¢
Advertising Cost Share -0.744 0.323 -2.310 0.021
Royalty Cost Share -8.480 1.644 -5.160 0.000
R&D Capital Expenditure Share * Import 19.61¢ 21.85¢ 0.90( 0.37(
Materials Share
R&D Capital Expenditure Share * -0.571 0.194 -2.940 0.003
I mported Capital Goods Share
R&D Capital Expenditure Share * 565.511 164.452 3.440 0.001
I mported Know-how Share
R&D Cost Share * Equity Share of Forei -2.152 1.85¢ -1.16( 0.24¢
Promoters
R&D Capital Expenditure Share* Equity -3.465 1.393 -2.490 0.013
Share of Foreign Promoters
R&D Cost Share * Imported Materie 11.81¢ 9.55( 1.24(C 0.21¢
Share
R&D Capital Expenditure She 0.58¢ 0.85¢ 0.69( 0.491
R&D Cost Share 2.285 1.259 1.820 | 0.069
R&D Cost Share* Imported Know-how -726.266 120.941 -6.010 0.000
Share
Year -0.015 0.003 -4.690 | 0.000
Two-/Three-Wheeler Dumm 0.02¢ 0.01¢ 1.51( 0.131
Constant Term 31.009 6.608 4.690 0.000

Note: The rows shown in bold font correspond to thdéalaes that are significant at 10 per cent

level.
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Table 9.3.2: Determinants of Market Shares of Auta@omponent Firms

Determinant Coefficient | Standard t- P-Value
Error Statistic
Total Costs: Total Sales 0.000 0.000 0.400 0.482
Emolument Cost Share -0.005 0.001 -5.470 | 0.000
Tax Cost Share 0.011 0.001 9.180 | 0.000
Capacity Utilisation 0.001 0.000 2110 [ 0.035
Maintenance Cost Share 0.022 0.006 3.440 | 0.001
Export Share -0.001 0.000 -1.670 | 0.095
Share of Investments Abroad in Total 0.000 0.000 1.860 | 0.063
I nvestments
Power/Fuel Cost Share -0.007 0.002 -3.300 | 0.001
Subsidies Share 0.057 0.009 6.630 | 0.000
Imported Material Share -0.003 0.000 [ -10.380 | 0.000
Borrowings as a Fraction of Capital -0.002 0.000 [ -10.490 | 0.000
Interest Cost Share -0.005 0.001 -3.580 [ 0.000
Inventory Cost Share 0.000 0.0Q0 0.420 0.6¥5
Equity Share of Foreign Promoters 0.004 0.000 17.240 [ 0.000
Share of Imported Know-how -0.001 0.002 -0.28( 0.781
Expenses
Share of Imported Capital Goods 0.014 0.002 6.950 [ 0.000
Advertising Cost Share -0.010 0.002 -3.860 [ 0.000
Royalty Cost share -0.023 0.009 -2.590 | 0.010
R&D Capital Expenditure Share* -0.075 0.123 -0.61¢ 0.541
Imported Materials Share
R&D Capital Expenditure Share* 0.289 0.394 0.73( 0.464
Imported Capital Goods Share
R&D Capital Expenditure Share* 0.719 1.449 0.50d 0.620
Imported Know-how Share
R&D Cost Share* Equity Share of 0.193 0.090 2150 | 0.032
Foreign Promoters
R&D Capital Expenditure Share* -0.073 0.022 -3.300 | 0.001
Equity Share of Foreign Promoters
R&D Cost Share* Imported Materials 0.945 0.154 6.140 | 0.000
Share
R&D Capital Expenditure Share 0.009 0.018 0.500 19.6
R&D Cost Share -0.033 0.02p -1.530 0.126
R&D Cost Share* |mported Know- -6.503 2.324 -2.800 | 0.005
how Share
Year -0.0001 0.000 -4.850 [ 0.000
Constant Term 0.006 0.001 9.740 | 0.000

Note: The rows shown in bold font correspond to thaalales that are significant at 10 per cent

level.
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Table 9.3.3: Other Determinants of Market Shares oAuto-component Firms

Determinant Coefficient | Standard | t-Statistic P-
Error Value

Dummy for more than one 0.001 <0.001 2.420 0.016

Product

Year of Establishment <0.001 <0.001 -1.200 0.232

Labour Intensity -0.001 <0.001 -1.61( 0.107

Export Turnover <0.001 <0.001 22.830 0.000

No of Accredits <0.001 <0.001 1.820 0.069

No of Plants 0.001 <0.001 4.400 0.000

No of Customers <0.001 <0.001 -0.020 0.981

Foreign Equity Participation 0.001 <0.001 1.320 88.1

Foreign Collaboration 0.001 <0.001 4.110 0.000

Constant Term 0.021 0.019 1.110 0.266

Note: The rows shown in bold font correspond to thaalales that are significant at 10 per cent

level.
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10.

Policy Recommendations

The following are some policy recommendations #merge from this study:

The auto-component sector has much higher emplaygesreration potential
and export-intensity, but it is still far less proted than the automobile sector.
Effective rate of protection on automobiles is minegher than on components.
During 2006-07, while nominal custom duties werep@®d cent for automobiles
(other than commercial vehicles), 12.5 per centtonmercial vehicles and 12.5
per cent for auto-components, effective rates vi&&5 per cent, 12.5 per cent
and 10.1 per cent, respectively. This implies @féctive rate of protection to
automobiles is much higher than that indicated bgninal rates. Therefore, to
remove the policy bias inherent in such a situationport tariffs for the
automobile segment should be gradually brought.

There are three preconditions for lowering the irhpariffs for passenger cars
and two-wheelers. First, our macro-economic padicguld be managed in such a
way that the domestic currency does not appreeigaénst our major competing
countries. Second, the infrastructure deficit, Whitas emerged as one of the
most critical constraints for capacity expansidmgudd be addressed as quickly as
possible. Third, further liberalisation should bend on the understanding that
firms from non-market economy countries or thosagison-transparent pricing
mechanism will not dump their exports in the Indiararket. It will also be
advisable to ensure reciprocal market access inAAS&nd Chinese markets for
our products when our import tariffs are being tl

Since material cost is the major component of pectido cost and its share has
been increasing in recent years, policy measuresdiace the indirect taxes on all
inputs to the auto industry could be a welcome giggnhance competitiveness.

The firm-level survey indicates that significanakieg up is required at all levels
in the Indian auto-component sector. Our economatralysis also indicates that
scaling up is desirable for firms since scale hapoasitive effect on the
performance of the firm, in terms of efficiency acabt reduction. While, most of
the bigger Tier-1 players continue to expand, dnéh@ major constraints for the
smaller auto-component manufacturers in increagieg scales of production is
lack of credit availability at interest rates comradde to other countries. Hence,
measures are required to improve credit accessttecamponent manufacturers,
especially the smaller ones, at rates comparableoge in other competing low
cost countries in the auto industry. Another caistrthat impedes scaling up is
lack of human resources, which needs to be solydakhier training facilities all
over India.

R&D expenditure as a share of turnover is low ia thdian auto-component
sector ranging between 0 and 1.5 per cent, whilis i0.5-3 per cent in the
automobile sector. In fact, most of the smalleoazdmponent firms and a few of
the bigger ones do not have an R&D facility, nortkdey plan to spend on R&D
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in future. In the age of rapidly emerging and chagdechnologies, R&D is the
key for successful business, and trends in theaimduto sector in this regard do
not appear to be encouraging. Policy intervent®nrgently needed to improve
the R&D activities in the auto industry. Since &smcentives are not working, a
scheme of special credit for R&D would be useful ingentivise the R&D
activities.

e Our main competitors in the auto industry have lovagiffs on capital goods,
with Indian import duties being higher than thoseéASEAN and China in 2003-
04. Thus, these tariffs should be brought dowrhirto 0-5 per cent to enhance
competitiveness.

e Despite lower real (productivity adjusted) wageseieed by contract workers,
they cannot contribute much to the industry’s loegn performance. Hence,
labour reforms, aimed at more flexibility are wigetonsidered among the
industrialists as an essential step. This will emage firms to employ and retain
more permanent workers. This is also expectedd@ase overall employment in
the auto sector through higher labour intensity.

e The unorganised sector contributes 30 per cemtab émployment, 15 per cent to
capital and 1.5 per cent to output in the domeatito industry. This sector has
much lower capital and labour productivity than thrganised sector. Share of
power/fuel cost in total costs are much higherhi@ tinorganised sector. Hence,
policy measures are required to incentivise thesallser firms to use power and
fuel more efficiently, by adopting better technatxjand taking steps to minimise
wastage of power/fuel.

e Indian auto industry does not possess good desigiiities. The government
needs to significantly strengthen non-proprietagDRand design capacity that
can be undertaken with research institutes likdlffe This could be used by all
the players in the industry to develop new modedsiuce material costs and
become more competitive.

e To solve the emerging problem of skill shortaged skill mismatches, training
capacities and vocational skill development capeineed to be developed
urgently. The proposed National Automotive Ins#tttshould be quickly
established with active participation of privatedustry players. Industry also
lacks skilled and efficient management professgnavhich is one of the
constraints for many firms to scale up their operst This problem also needs to
be addressed, by both industry and the governningrganising world-class
management training programmes.

8 National level Automotive Institute for trainingn@utomobile has been proposed in Automotive Missio
Plan This should preferably be established in @jamauto hubs in India. In addition to regularden
term courses such as diploma and degree, it shalsld provide short-term specialised training
programmes for the personnel already working indi® industry.
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» Foreign firms have better technical performanceifetough their share of R&D
expenses in total costs is low); higher share aflements in total cosf& higher
exports as a share of sales; and lower inventopgreses in total costs. Hence,
they should be encouraged by the government. Rdleeagovernment should be
in terms of infrastructure development and humaoueces development, which
create a conducive environment for FDI and notamms of tax differentials
across state¥. This would not only result in healthy competitiom the Indian
industry, but would also help in lifting it up tbe global standards. At the same
time, tendency of these firms to import from th&iupplier base abroad could be
reduced if Indian auto-component firms increaser teeale of production and
strike joint ventures with foreign firms.

* Inventory growth has been high for most of the amdauto companies over the
years, which is probably a reason for the fall edlrincome-adjusted prices of
automobiles in Indi& Industry needs to focus on segments with incrgasin
demand, such as motorcycles with medium enginecdgpend compact cars, by
engaging in intensive market research. The govemhroeuld be helpful to the
industry in general and the auto-component sectquairticular, by conducting
regular dialogue with the industry about policiesd &FTAs, so that they are
apprised of the latest developments, which areetkdyed in their production
strategies.

* Emission norms need to be harmonised across statesddition, a detailed
roadmap needs to be drawn and strictly implemenibs would help the entire
automotive supply chain to get adjusted in ordezamply with the forthcoming
standards well in advance.

* Inter-state differences in taxes and incentivesush®be minimised. While the
implementation of VAT is a positive step, remainttifferential in indirect taxes
should be eliminated by moving to GST. It coulduegl and harmonize the tax
burden and ensure that industries face little aiffy in inter-state transportation
of goods and relocation of industries. This woukbancourage firms to focus on
factors that are necessary for their long-run sushality, such as infrastructure
and human resources, rather than on region spéuifntives and subsidies
offered by certain states.

8 This is true only for the foreign auto-componeitms, where wages and salaries are higher, but
emoluments as a share of total costs are lowera&mmobile firms, the share of emoluments does not
seem to have any relationship with foreign equiigrs.

87 If the states follow different taxes, the objeetiof harmonising taxes across states so as to drave
integrated country-wide market would be defeated.

8 This point combines two inferences: one from Chapt(Section 2.1) that showed that inventory ghowt
is high in Indian companies and another from ChaptéSection 3.2) that prices of automobiles are no
rising as fast as those of all commodities in Indtace growth in automobiles is lower than thel rea
income growth in India and hence the prices, atfjusting from growth in real income, have in fact
fallen.
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So far, the FTA with Thailand has resulted in agegh for India, in terms of the
aggregate trade balance of auto-components covetbd agreement. However,
this has been only because of huge gains due ta’snekports of gear boxes to
Thailand. In future, FTA negotiations should bedmh®n detailed country-by-
country studies of disaggregate sub-sectors ofatite industry. For example,
countries such as South Africa have many incentiuesome sub-segments in
the auto industry, which are absent in India andree trade between South
Africa and India in those product categories magrhthe Indian industry in an
unfair way. For the automobile sector, which inesdbnomies is treated as a lead
sector because of its extensive linkages, it isont@mt to ensure a level-playing
with our competitors.
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Appendix 1: Supply Side Features

This appendix is meant for explaining data souaes$ methodologies involved in the
analysis of supply side of the auto sector in Céiapt In addition, there are few figures
and explanations included herein, to supplemenatiadysis done in the report.

Al.1 Data Sources and Methodology

Analysis done in Chapter 2 of this report is basadthe Annual Survey of Industries
corresponding to the years from 1973-74 to 2002u@d data released by the Society of
Indian Automobile Manufacturers and Automobile Cament Manufacturers, for 2004-
05 and 2005-06. All the values involved in this lggis are computed at 1993-94
constant prices. The sub-sectors included in thadyais are the following:

« Automobiles, parts and accessories: Passenger &4udtj-Utility Vehicles,
Commercial Vehicles, Buses, Coaches and Tractoasts,p components and
accessories thereof of all these automobile pred(lgtC-1987 Codes: 373 and
374; NIC-1998 Codes: 341,342 and 343)

 Two-wheeled and three-wheeled vehicles: MotorcyckE®oters, mopeds, auto-
rickshaws; parts, components and accessories thefeall these automobile
products (NIC-1987 Codes: 375; NIC-1998 Code: 3591)

However, since this analysis would not reflect egloabout the auto-component and
automobile sectors in isolation, an analysis oadadm 2001-02 to 2005-06 has been
done for the following sectors:
* Automobile manufacturing (NIC-1998 Code: 341): Rager cars, Multi-Utility
Vehicles, Commercial Vehicles, Buses, Coaches aadtdrs.
e Automobile Component Manufacturing (NIC-1998 Code342 and 343):
Components, bodies, and accessories of the autemptuducts covered in 341
above.

In addition, we also use data from CMIE Prowessiclvliis based on annual reports of
companies. This dataset consists of 14 firms in-ftiwee-wheelers segment, 12
companies in CVs/PVs segment and 228 firms in aatoponent segment, comprising
about 90 per cent, 90 per cent and 70 per cergecésely, of sales in these segments.
This dataset is from 1988-89 to 2005-06.

The unorganised manufacturing sector is definati@sollection of those manufacturing
units whose activity does not come under any siatufct or legal provision and/or
which do not maintain any regular accounts or wlaoh not registered under Sections
2m(i)® and 2m(iif° of the Factories Act, 1948 and which are registereder Section
85” of Factories Act, 1948. This sector contributesp28 cent of the gross value-added

8 Eactories using power and employing 10 or morekessron any working day

% Factories not using power and employing 20 orawenrkers on any working day

1 Factories, which have less than 10/20 workeré wit without power, specially notified by State
Government
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and 73 per cent of employment to the total manufax, thus playing a vital role in the
Indian economy.

National Sample Survey Reports of*511994-95) and 56 (2000-01) on Unorganised
Manufacturing Enterprises in India have been usetithe industry codes 373, 374 and
375 of NIC-87 and 341, 342, 343 and %¥56f NIC-1998 are used for this purpose, after
aggregation.

Unorganised sector is divided into three types:
e Own Account Manufacturing Enterprises (OAME): Inststs of no hired employee
other than working owner and his family members.
* Non-Directory Manufacturing Enterprises (NDME): dbnsists of less than 6
employees other than working owner
» Directory Manufacturing Enterprises (DME): It emydomore than 6 employees.

Al.2 Features of Organised Auto Sector

Analysis Based on ASI Data

As seen from Figure Al.2.1, the number of factotiest are engaged in producing
automobiles, two-wheelers and three-wheelers has sieadily increasing from 1973-74
till 2005-06. This increase has been much more monsus and sharper in mid-1990s.
Since 2000, however, it can be noticed that treeedecline in the number of enterprises
in both these sectors. There could be differentigbde explanations for this, such as
consolidation of the smaller enterprises in thaigtd;, closing down of sick factories and
potential relocation plans.

Figure Al1.2.2 shows that the net fixed capitain the factories manufacturing
automobiles, parts and accessories has been gteanldasing since the mid-1980s. This
increase continued till 1999-2000, after which tmés fallen till 2003-04, but it has been
on the rise thereafter. However, net fixed capite been increasing among the factories
manufacturing two-wheelers, three-wheelers and tt@nponents since the early-1980s,
but for a fall in 1998-99.

The gross value of output has been steadily groveinge the mid-1980s, with an

accelerated growth since the mid-1990s, as showigure A1.2.3. This holds well for

both automobiles and parts manufacturing as welkvas/three-wheelers and parts
manufacturing. The combined inferences of all tigeires analysed so far is that per-
enterprise output and capital productivity havenb@greasing rapidly in the recent
years. This hypothesis is examined explicitly ira@ter 2 of the report.

%2 Since this includes product categories like biegcand bullock carts, we calculate the values fivo a
industries in this by imposing the share of valine375 in 37 in the Siround on the combination of 34
and 35.

9 This is calculated by Perpetual Inventories Mettasdexplained in Goldar (2004), taking 1973-74has
base year.
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Statistics

Figure Al1.2.4 shows a steady increase in employnmetite entire auto sector in India

since the early 1980s. The peak is around thell@®8s, after which there is a trend of
stabilisation till 2003-04. Of late, the employmédrds been growing fast and there is
immense demand for highly skilled manpower in thdustry. Still, there is evidence to

show that employment growth seen in Figure Al.8.Bainly because of the growth in

the auto-component sector. It shows a decline gfleyment in manufacture of motor

vehicles, though a steady growth is visible in eypient in the auto-component

manufacturing sector, since 2002-03, resulting idlearly widening gap between the

employment in the OEMs and auto-component indusstrie

Figure A1.2.6 shows the recent trends in real itecesapital in Indian automobile and
auto-component sectors. Till 2003-04, it has fallethe automobile sector, while it has
risen in the auto-component sector ever since A After 2003-04, however, invested
capital has grown even in the automobile indusMi/these observations, coupled with
the inference from Figure Al1.2.7 that real valueoofput has been increasing over the
years in both automobile and auto-component sectbsnv that both these sectors have

been performing well in the recent years.
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Figure A1.2.5: Employment in Indian Auto Industry (Number)
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Figure A1.2.6: Invested Capital in Indian Auto Industry
(Rs. lakh at 1993-94 Prices)
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Figure A1.2.7: Gross Value of Output in Indian Autolndustry
(Rs. lakh at 1993-94 Prices)
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Figure Al1.2.8 shows the production of automobiledndia in the recent years. It is
noteworthy that two-wheelers constitute a majot patotal production, with gradually
expanding share, while the shares of tractors,epa@es cars and commercial vehicles
have been shrinking.
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Figure A1.2.8: Production of Motor Vehicles in India (in Number)
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Figures A1.2.10 and A1.2.11 show a fall in capgadductivity, accompanied by rise in
the capital intensity in the Indian auto sectomfrthe early 1970s till the mid-1990s.
Since the late 1990s, capital productivity haststhincreasing again in the auto industry.
Figure A1.2.11 shows that capital intensity hasnbieereasing over the years. Further,
the auto industry, excluding the players involvadiwo-/three-wheeler manufacturers,
has been growing lot more capital-intensive thanttho-/three-wheeler manufacturers,
since the mid-1990s. Fall in employment despitewtjioin labour productivity,
accompanied by growth in capital productivity argbital intensity is a typical situation
wherein capital starts substituting labour. Owia@tmore productive capital, Indian auto
firms have been going for capital-intensive tecbgas despite the fact that labour
productivity is increasing. Total Factor ProdudiviGrowth, as measured by translog
index?* has been more or less stagnant till the early 489@ has been increasing since
then, as shown in Figure A1.2.12.
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%“The Translog Index is defined @sln TFP =AIn Q -Y (S + St )/2 * A In X;
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Figure A1.2.1Z Total Factor Productivity
Growth

Examining the automobile and auto-component inggssin isolation since 2000-01, as
illustrated in Figures A1.2.13 to A1.2.16, it cam $een that capital productivity, labour
productivity, capital intensity and Total FactoroBuctivity Growth (TFPG) are much

higher among automobile manufacturers than in corapbmanufacturers. These figures
show that productivity measures and capital intgresie lower for the auto-component
sector compared the automobile sector in India. él@r, owing to the rapid growth in

the capital productivity of the auto-component seat the recent years, after 2003-04, it

Source; Calculations from Annual Survey of Industries
(2000-01 to 2003-04), SIAM and ACMA Statistics

has reached the levels of the automobile manuiagtgector in 2005-06.
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Figure A1.2.14: Labour Productivity (Rs. lakh per
Employee at Constant 1993-94 Prices)
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Figure Al1.2.16: Total Factor Productivity Growth
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Figure A1.2.17 illustrates the cost composition &atomobile and parts manufacturing
industry since 1979-80. In the 1980s, the cost @smipn has been more or less static,
but for the increase in material cost share sirB&5486, accompanied with reduction in
the cost share of services consumed. While matenalt has always comprised the
major part of the cost, services consumed thatuded outsourcing of a part of
production, has also emerged as another major inghe cost break-up since 1989.

Cost share of emoluments has been shrinking sic&390s, perhaps because of capital-
intensive technologies that have resulted in rediwgenditure on labour. This trend is
also supported by relatively constant share oftahpost, other than its increase in 1991-
92 and 1998-99. In most of the years post-refoeryises consumed have remained the
second major component in terms of cost share. Pawe fuel cost share has been
gradually falling since the 1990s. This is an iatiien that technologies are gradually
turning so efficient (in terms of energy consumpjithat the power and fuel expenses as
a proportion of total costs is shrinking. In shdine conspicuous changes in cost structure
that have followed the reforms of 1991 are shrirkigthe cost share of emoluments and
power/fuel and expansion in the cost shares ofcs\consumed.

Figure A1.2.17: Composition of Input Cost: Manufactre of
Automobiles and their Components
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In the case of two-wheeler and three-wheeler matwf@, material cost share has
increased over the years and after the 1990sisthiscompanied with declining shares of
capital and emolument cost, as shown in Figure A8.2Emolument share has been
shrinking since the mid-1980s, while the mater@dtcshare has been increasing over the
years. Capital cost share has been falling sineentid-1990s. Services consumed have
increased their cost shares since the early 1998%.share of fuel and power expenses is
also declining gradually. Hence, most of the treird$wo-/three-wheeler components
manufactures are similar to those of other autgaka

Figure A1.2.18: Composition of Input Cost: Manufactire of Two-/Three-Wheeler
Motor Vehicles and their Parts & Accessories (at cuent prices)
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From Table Al.2.1, it emerges that the annual @esigrowth rate in the number of

factories has been much lower from 1991-92 to 203xan from 1973-74 to 1980-81.

However, the growth rates of output and employnhane been much higher from 2003-
04 to 2005-06, than in the earlier years. Thisdatlis that the factories are increasing
their scales of operation. Capital has been growatreyrelatively lower pace, since 2003-
04, than that from 1973-74 to 1980-81, but it hasrbgrowing more rapidly than that in

the 1990s.

Table Al1.2.1: Automobiles, Parts and Accessories:v&rage Annual Growth Rate

Variables 1973-74 to | 1981-82 to | 1991-92 to | 2003-04
1980-81 1990-91 2003-04 to

2005-06
Automobiles and Parts (excluding 2/3 wheelers - 2/8)
No. of Factories (in Number 13.6 1.18 5.89 N.A.
Output (in Value Terms) 6.31 8.49 12.31 21.5
Employment (in Number) 4.59 0.71 3.27 12
Capital (in Value Terms) 15.27 9.13 13.51 15
2/3 Wheelers and Parts
No. of Factories (in Number 13.23 8.59 3.1 N.A.
Output (in Value Terms) 12.07 21.31 14.28 22.5
Employment (in Number) 11.59 10.56 3.78 12.5
Capital (in Value Terms) 24.98 22.69 9.77 16
Aggregate Auto industry
No. of Factories (in Number 13.42 4.89 4.50 N.A.
Output (in Value Terms) 9.19 14.90 13.30 22
Employment (in Number) 8.09 5.64 3.53 12.25
Capital (in Value Terms) 20.13 15.91 11.64 15.5

Source: Calculations from Annual Survey of Industries @94 to 2003-04), SIAM and ACMA
Statistics
Note: Output and Capital are in Rs. crore at Constar®3:®4 Prices.

Table A1.2.2 leads to some interesting observatidftgle real emoluments per worker
have been increasing very gradually, labour pradigthas been rising rather more

rapidly in the auto industry, from 1981-82 to 200&-Rate of growth of capital intensity

has been high, but, contrary to the general expestdhe recent growth rates are clearly
lower than those in the 1970s, in capital intend@tgpital productivity has grown only

from 1991-92 to 2005-06 in the case of manufactfréwvo-/three-wheelers and their

accessories, while it has declined in the previpeisods. For the manufacture of four-
wheelers and their accessories, capital produgthas declined in all the periods shown.
Decline in capital productivity in this sector sn£991-92 could be partly explained by
the high growth rate of capital intensity. Totatttar productivity has been growing,

albeit at a low rate, over the past two decades.
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Table A1.2.2: Annual Average Growth Rates of Produtvity Measures

Variable 1973-74to 1980-81 | 1981-82to 1990-91 | 1991-92to 2005-06

Industry -> | 4W 2/3W | Total | 4W 2/3W | Total | 4W 2/3W | Total

Emoluments | 5 4 | 266 | 253 | 313 | 328 | 321 227 387 307
per Worker

Capital 10.22| 11.99| 11.11 831| 1097 964 991 577 7.4
Intensity

Capital | 777| .133| -455| -059| -113| -0.85 -1.06 400 152
Productivity

Labour

Productivity | 165 | 043 | 1.04| 7.74| 972 873 875 10411 943
Total Factor | 4 g1 | 42| .167| 1.05| 113| 109 047 184 116
Productivity

Source: Calculations from Annual Survey of Industries (2@1 to 2003-04), SIAM and ACMA Statistics
Notes:

1. Emoluments is in Rs. crore at constant 1993+&kp

2. Labour productivity is the ratio afitput in Rs. crore at constant 1993-94 prices tpleyment

3. Capital intensity is the ratio of ¢&@b Rs. crore at constant 1993-94 prices to empiegt

4. Capital productivity is the ratio ofitput to capital, both in Rs. crore at constan®93®4 prices

5. Total Factor Productivity is measutgdtranslog index, explained in Appendix 1

6. ‘2/3W’ stands for ‘Manufacture of Tskichree-Wheelers and Their Accessories’ and ‘4\ahds

for ‘Manufacture of Four-Wheelers and Their Access)

Figure A1.2.19 shows the trends in profit rateha tndian auto sector. For automobiles,
the profit rates have been fairly stable till theds©990s, after which they declined
gradually to zero in 2000. Since then, the prates have been on the rise in this sector.
Two-wheeler and three-wheeler manufacturers had beeng declining profit rates till
1990, when they had suffered heavy losses, afteahwmthe profit rates were on the rise,
except for a short slump in the late 1990s.

Figure A1.2.19: Profit Rates in Indian Auto Industry
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Note: Ratio of profits to value of output, in constaB93-94 prices
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Analysis Based on Prowess Data

Table Al1.2.3 shows the segment-wise profitabilify tke Indian auto industry and
compares it with some other industrial sectorgal be seen that the passenger car and
two- wheeler segments are not only the most plbétasegments of the Indian auto
industry but their profitability is also higher théhe profitability of many other industrial
sectors of India. In contrast, the profitability cdmmercial vehicles segment is much
lower”™. Interestingly, despite the tariff reforms, thetcawancillaries segment has
maintained a healthy profit rate, which indicatee growing competitiveness of this
sector.

Table Al1.2.3: Profitability* of selected Indian industries

Industry 2004-05 2005-06 2006-07
Machine tool 4.7t 14.0¢ 9.2¢
Generators, transformers & switchge 7.14 8.8¢ 9.07
Passenger cars & multi utility vehicled 6.07 7.26 8.95
Material handling equipmer 7.2¢€ 8.1¢ 8.8¢
Industrial machinel 5.4¢ 8.2¢ 8.8(
Electronic: -1.52 -0.3¢ 8.3t
Two-Wheelers” 9.05 9.92 8.10
Food & beverage 5.61 5.42 7.94
Automobile ancillaries 7.40 6.60 7.19
Air-conditiones & refrigerator -5.4¢ 2.4¢ 7.11
Textiles 0.1¢ 3.77 5.62
Industrial furnace 6.0z 3.37 5.54
Chemical 4.6t 4.3¢€ 5.4¢€
Commercial vehicle? 5.4¢ 6.3¢ 5.3(
Wires & cable -6.9¢ 5.04 5.1F
Dry cells & storage batteri 4.6¢€ 6.61 4.32
Misc. electrical rachinen -7.9:2 0.3¢ 3.0¢
Domestic electrical applianc -0.2¢ 3.1( 2.6

Source: CMIE, Prowess.
Note: The industries are ranked according to theofitability in 2006-07.
* Profitability is defined as profit after tax aatio of sales.
# Tata motors is included in commercial vehiclenafacturers not in passenger vehicle
manufacturers.
@ Combined profitability of top four two wheelerdich account for more than 90 per
cent market. Share.
$ Combined profitability of five major passengerscand utility manufacturers, which
accounts for more than 85 per cent of market share.

Based on our calculations from the annual repdrdifeerent companies, Table Al1.2.4
shows that growth rates of sales in value termgéntiprices) have been very impressive
for most of the two-/three-wheeler manufacturersthe recent years. Maharashtra

% It is worth to mention that the profitability ofifa motors is significantly higher than the other
commercial vehicle manufacturers. It may be beeadists presence in passenger car segment, which i
more profitable as compared to commercial vehiefgreent.
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Scooters, Kinetic Group and LML are the only play#rat have seen a persistent decline
in turnover in the recent yeafs.Majestic and Atul Auto have been growing
tremendously, while the bigger players, namely, THM8ro Honda and Bajaj have been
growing at reasonably high rates. However, all canigs except Hero Honda and VCCL
have seen lower growth in sales, output and cagitehg 1996-2005, than that during
1988-95. There are many instances of negative growthe smaller companies.

The growth rates in production for these compaaresmore or less in tandem with those
in sales. However, inventories have also been grgwat rates comparable to those of
sales and production for almost all players, exagd-ML and Majestic. Growth in
emoluments has been rather modest, except for actempanies in a few years, in
comparison with the growth rates of sales and dutidevertheless, there are a fewer
instances where emoluments have declined, thar tiwbere with sales and production
have declined. As explained in another contexthia section below, this indicates the
stringency of labour regulations.

Dramatic growth of R&D expenses can be seen imaykars for Maharashtra Scooters,
Atul Auto, Bajaj and Majestic Auto, but all compasiincluding these have seen a
decline in R&D expenses in many years. Huge investmihave come in this segment in
the 1990s and there is a rising trend in investrretite recent years in most companies.

Though the growth trends in R&D expenses show aflatynamics, the actual share of
R&D in the turnovers of different companies has lo@én rising very dramatically, with
exceptions. From less than 0.5 per cent in 19888§) and LML have increased their
R&D shares to 1 per cent. Hero Honda has raisd@&f3 share from O per cent in 1988-
89 to about 2 per cent in 2005-06. Kinetic Engimeehas had the all-time high shares of
R&D expenditure from 1993-94 to 1995-96, the peeaiky over 3.5 per cent in 1994-95.

Export shares in turnover have been the highestMajestic Auto for the past two
decades, varying between 5 and 33 per cent. Kik&tgineering is also more export-
oriented than many other players in a few yearsluding the latest one — 2005-06.
Kinetic Motor, LML and Bajaj have been 5-12 per tcerport-oriented in most of these
two decades. TVS and Hero Honda had export sh&&ag @er cent in this period. Other
players had negligible export shares. Hero HondgajBand Maharashtra Scooters have
profit rates of 10-15 per cent in most of the peroetween 1988-89 and 2005-06. LML,
Majestic Auto and Kinetic group have faced losswsnfiany years in this period, while
TVS has been earning 0-5 per cent profits sinceeéinly 1990s, after suffering losses for
two years before this.

% Inferences on Auto Companies are made from botheTA1.2.1 and the annual growth rates, which are
not reported in this report, owing to space coiirstra
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Table Al1.2.4: Average Annual Growth Rates (%) in Mgor Two-/Three-Wheeler Companies

Name of the Period Sales | Output | Inventory | Emolument | R&D | Capital | R&D | Export | Profit
Company Growth | Growth | Growth Growth Growth | Growth | asa |asa% | asa %
% of of of sales
Sales| Sales
Atul Auto 1988-1995 N.A. N.A. N.A. N.A. N.A. N.A.| .00 | 0.00 9.45
1996-2005 48.40 46.12 38.38 -66.67 25.56 33/86  0.00.19 5.13
Bajaj Auto 1988-1995 25.82 26.17 23.42 19.98 8.11 530 | 0.60| 4.45 7.79
1996-2005 12.57 13.08 5.19 14.83 4.3P 9.31 1.02 8 7.3 12.79
Hero Honda 1988-1995 29.23 28.11 35.92 19.30 20.48 1470  0.08.25 4.08
Motors 1996-2005 32.43 31.11 28.60 28.89 15.38 24,44 0.28.74 8.90
Kinetic Engg. 1988-1995 14.09 14.19 19.97 -50.2% 448.] 16.25 | 1.00] 4.66 4.27
1996-2005 1.08 -1.02 5.26 15.35 11.33 9.32 146 6 6(7 -2.15
Kinetic Motor 1988-1995 21.98 21.88 26.46 348.0( .628| 1420 | 0.10f 4.85 2.14
1996-2005 -1.67 -3.05 9.94 18.19 0.22 11.16  1.07 525] -1.63
LML 1988-1995 20.84 20.67 17.46 28.36 18.20 7.88 050. 3.95 -0.69
1996-2005 -8.61 -5.14 17.31 39.43 3.44 15.19 1.05.754] -2.82
Maharashtra 1988-1995 14.70 14.94 19.16 N.A. 13.05 8.06 0,00 000 7.72
Scooters 1996-2005 | -16.65] -15.0( 3.60 N.A. 27.99 8.78 000 .000 7.30
Majestic Auto 1988-1995 35.34 32.84 25.97 -100.00 3.3B 20.71 | 0.11] 14.82 -1.35
1996-2005 25.33 21.61 20.76 75.93 -5.00 9.75 0.53.861| -2.85
Scooters India 1988-199% 39.89 41.33 10.50 N.A. 83, 1.50 0.00| 4.78 -111.8
1996-2005 8.01 8.66 8.82 12.22 6.23 6.22 0.14 0{778.74
TVS Motor Co. 1988-1995 22.63 22.39 17.42 38.93 380, 1548 | 0.39] 3.00 2.39
1996-2005 20.25 19.04 21.45 42.99 23.79 26,46  1.59.95 4.68
VCCL 1988-1995| -31.84] -34.79 -20.65 N.A. -1.54 0.1 0.00| 6.04 | -302.72
1996-2005 95.79| 133.65 -10.11 N.A. -10.86 -0.44 00.0 0.00 652.26
Average 1988-1995 19.09 18.56 17.57 45.99 1497 781 0.23| 4.49 -37.81
1996-2005 19.81 22.48 13.89 20.95 10.05 13/49 0.68.99 57.47

Source: Calculations from CMIE Prowess Database and Aniegborts of Companies
Notes. 1. All values are in Rs. crore in current prices
2. R&D Share, Export Share and Profit Share aeeghares of R&D, Export and Profit Expenses inltesdes, respectively, in
Rs. crore in current prices
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Table A1.2.5: Average Annual Growth Rates in MajorAutomobile Companies

Name of | Period Sales Output Inventory | Emolument | R&D Capital | R&D | Export | Profit
the Growth | Growth Growth Growth Growth | Growth asa | asa% | asa
Company % of | of Sales| % of
Sales sales
Ashok 1988-1995 22.80 24.30 20.88 22.34 -0.18 23.94 0,338.05 3.04
Leyland 1995-2005 12.71 13.32 11.53 10.04 8.5Y 7.97 090 92 7| 3.60
Daewoo | 1988-1995 72.46 68.23 190.97 50.26 23.04 36.[76 0.069.47 -3.27
Motors 1995-2005 25.79 31.12 -16.28 25.57 139.75 158|27 58 2. 18.26 | -27.00
Eicher 1988-1995 17.26 17.10 14.16 27.03 N.A. 17.65 000 .194| 1.02
Motors 1995-2005 26.60 26.32 10.88 26.97 35.85 20.66 1.466.49 4.23
Force 1988-1995 16.22 16.19 23.17 13.45 30.61 18.19 0.991.41 2.86
Motors 1995-2005 6.01 6.27 4.23 10.15 -1.58 10.22 193 8138 0.26
Hindustan | 1988-1995 13.01 13.28 8.60 12.89 -1.04 8.25 0/36 901., 0.19
Motors 1995-2005 -2.90 -3.19 0.27 -1.44 -1.43 4.96 047 613.| -2.50
Honda Siel| 1995-2005 22.23 26.40 11.62 18.21 48.26 8.53 018 .57 0| -1.36
Hyundai 1995-2005 27.40 32.54 29.89 34.13 95.85 .27223| 0.10 15.79 3.20
Mahindra | 1988-1995 16.87 17.14 13.01 12.44 -2112417.54 0.05 3.95 2.80
1995-2005 13.54 14.06 9.87 6.76 2.77 14.57 1/08 1 3.8 541
Maruti 1988-1995 32.51 31.52 31.34 28.33 -1.68 30.95 0.058.77 3.54
Udyog 1995-2005 9.20 10.33 6.26 10.98 21.71 13.07 0|38 63 6. 4.34
Pal- 1988-1995 N.A. N.A. N.A. N.A. N.A. N.A. 0.00 0.13 Ris
Peugeot | 1995-2005 36.63 37.08 156.04, 131.21 N.A. 19.50 0/000.12 -29.30
Swaraj 1988-1995 12.00 12.61 17.08 16.49 N.A. 2.87 0,00 013.| -1.02
Mazda 1995-2005 15.75 15.09 9.54 16.35 -2.76 8.31 0/30 96 4. 2.63
Tata 1988-1995 25.84 27.34 21.19 16.69 46.99 19.85 0.368.89 4.41
Motors 1995-2005 14.07 13.79 8.55 7.71 7.72 12.07 147 2 8.6 2.79
Average 1988-1995 25.44 25.30 37.82 22.21 10.93 569, 0.24 5.52 151
1996-2005 17.25 18.59 20.20 24.72 32.25 25.12 0.906.51 -2.81

Source: Calculations from CMIE Prowess Database and Aniegborts of Companies

Notes. 1. All values are in Rs. crore in current prices
2. R&D Share, Export Share and Profit Share & ghares of R&D, Export and Profit Expenses ialtsales, respectively, in Rs.

crore in current prices
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Table Al1.2.5 shows the trends for major automobdmpanies, other than two-/three-
wheeler manufacturers. The trends for the compathias are exclusively engaged in
manufacture of Commercial Vehicles (CV) are almostrelated and quite cyclical in
nature. In the past two decades, 1992-93, 1998r@D 2904-05 have been the only
periods where sales has seen a decline in most &\fiacturers. Production has grown
more or less in tandem with sales in most compani#sis period. However, inventories
growth has always been quite high, though it hadiredl in a few years for some
companies. Further, the rates of decline are mawir than those of growth.

Growth in emoluments has not been as high asnhaioduction and sales. Nevertheless,
decline in emoluments could be seen only in Forotoké for two years. This is perhaps

because of the stringent labour regulations thatataallow a proportionate reduction in

employment when there is a slump, and that disgasréhe companies from recruiting

many permanent workers during booms.

Growth in R&D expenses is too low to comparabléhet in other indicators. In fact, this
has declined in many years for the CV manufactursiessertheless, growth rates are
impressive (around 100 per cent) for a few commamespecific years. However, the
share of R&D expenditure in sales has grown to (&b cent from zero for all CV

manufacturers other than Swaraj Mazda, which h&&ID share of less than 1 per cent.

It is impressive to note that there has been alaeguowth in capital of commercial
vehicle manufacturers for the past two decadesoltleyland appears to have gradually
reduced its capital growth over the years, whildats still increased after 2004-05.
Swaraj Mazda has seen capital growth rates thaloarer than most other CV majors,
while Eicher appears to be the leading investorragrtbese, despite the fact that it has
reduced its capital in 2005-06.

Export shares of CV majors have been relativelyelovior the entire time period
considered. While Swaraj Mazda and Force Motoreeways exported 0-10 per cent
of their sales, Ashok Leyland and Eicher have etggbmore than 10 per cent in the
recent past. However, in 2005-06, export shareslahe four companies are less than 8
per cent. This indicates that Indian CV players @itber not very keen on expanding
their export markets or not very competitive iremmational arena. This could also be due
to the fact that their products are more caterethéoconditions of countries similar to
India. Ashok Leyland is the only company which lheen profitable during the entire
period. Other companies have faced losses for agrevo each, in the 1990s, but are
profitable in 2005-06. Eicher is the most profigbWith a profit rate of 12 per cent,
while others have a profit rate of less than 6qaet, in 2005-06, and even before, over
the past 18 years.

Including Mahindra and Mahindra (M&M) and Tata Mtalong with other passenger
vehicle manufacturers in India, we examine theqrerance of other auto manufacturers
in the remaining part of this section. Hindustantdde has been suffering from sales
decline since 2000, while all other companies Haaen performing well for the past few
years. Maruti (except in 2001), Honda Siel and Hiairhave never seen a decline in
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sales in the period considered. Production grovethds are quite similar to these trends.
However, the growth rates in production have beamally higher than those in sales.
This observation is confirmed by the relatively heg growth rates of inventories for

most companies.

Contrary to two-/three-wheelers and CV manufacgyrether auto manufacturers have
seen higher growth rates in emoluments. While M&filhdustan and Honda Siel cars
have seen huge decline in R&D expenditure in ayfears, all companies have witnessed
high growth rates for some years. However, thisdref high growth rates in R&D does

not get much translated into dramatic increasefR&D expenditure as a share of

turnover. Other than Tata Motors and M&M, which dancreased their R&D shares

from O per cent in 1988-89 to 2 per cent and li5geat respectively in 2005-06, all

other auto manufacturers have 0-0.8 per cent R&ldesh

There is a secular trend of growing capital for fheest two decades in other auto
manufacturers. The only exception to this trend leen Hindustan Motors in 2000-01.
Hyundai has been a striking outlier in terms of @xshare. While its export share in
turnover is about 40 per cent in 2005-06, all otngio majors are far behind, with 0-10
per cent shares. Both Maruti and Tata have beeorexg 5-10 per cent of their total

sales, while M&M exports around 5 per cent for plast few years.

All companies except Hindustan Motors have beerfitpbde since 2001-02. M&M,
Maruti and Tata have been profitable for almosttlafl 18 years, while Hyundai and
Honda Siel have been profitable after the initiaigd of 1-3 years that took for them to
break-even. A striking observation is that mosth&flse companies enjoy a profit rate of
5-10 per cent, which has been increasing in thefpasyears.
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Appendix 2: India’s Trade of Auto Products
A2.1 Exports from Indian Auto Industry

Figure A2.1.1 dwells more on vehicle exports framdi&, taken in isolation. Exports of

cars has been growing along aggregate vehicle es¢pahile all other vehicle categories,

except the negligible and stagnant Special Purp@bécle exports, have seen a gradual
increase since 2001-02. As Figure A2.1.2 shows aee the major segment of exports,
followed by two-wheelers. Commercial Vehicles, Toas and Public Transport Vehicles

comprise almost equal shares of around 10 per &are of two-wheeler exports has
fallen from 34 per cent in 2002-03 to 15 per cen005-06. Share of public transport
vehicles has dropped from 24 per cent in 1999-20® per cent in 2005-06, while that

of CVs has fallen from 19 per cent in 2000-01 topEd cent in 2005-06. On the other
hand, the share of cars has risen from 32 perine2@00-01 to 56 per cent in 2005-06
and that of tractors has grown from 4 per cent97198 to 10 per cent in 2005-06.

Figure A2.1.1: Trends in Indian Vehicle| Figure A2.1.2: Composition of Indian

Exports (in Constant 1993-94 Prices, Vehicle Exports
Rs. lakh)
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Since CV segment is one of the major segmentseointiian auto industry, it is essential
to look further into this segment so as to figurg the sources of its decline in export
share. Figure A2.1.3 shows the exports from submeeats of CV sector. It clearly
emerges that there has been a structural changedian CV exports, as LCV has
emerged as the major export item, with its expleatrs in CV segment rising from a mere
31 per cent in 1996-97 to 65 per cent in 2005-06s Tas been facilitated by shrinkage
of export share of MCVs from 46 per cent in 1996t9A4 mere 18 per cent in 2005-06
and also a reduction of HCV’s share from 7 per @@rii997-98 to 4 per cent in 2005-06.
Figure A2.1.4 illustrates the trends of exportsiratian auto-components, in constant
1993-94 prices. Each of the categories of auto-corapt exports has been less than Rs.
800 crore, except the category ‘other auto-compiieras mentioned in IHS
classification, which comprises over Rs. 2,000eiar2005-06.
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Figure A2.1.3: Composition of the Exports of Commetial Vehicles
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Figure A2.1.4: Trends in Indian Auto- Figure A2.1.5: Composition of Indian
component Exports (in Constant 1993- Auto-component Exports’’
94 Prices, Rs. lakh)
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Figure A2.1.5 shows that the share of exports afid® and chassis has dropped
tremendously from 24 per cent in 1996-97 to 6 gt én 2005-06. Rubber and plastic
auto-parts have grown from 4 per cent in 1996-95 tper cent in 2005-06, despite
having declined from 7 per cent in 1999-2000. Burageve grown from 4 per cent in

1996-97 to 7 per cent in 2005-06. Screws, spriffigsgings and stampings have
maintained a share of 12 per cent in 1996-97 a®%-2®, but with the share going up to
17 per cent in 2000-01. Engine parts have growidhgfrom 17 per cent in 1996-97 to

21 per cent in both 1997-98 and 1998-99, but dedlihen on to 11 per cent in 2005-06.
Export share of suspension and braking parts isostinstagnant at 3-5 per cent

" Here, around 130 items at 8-digit level of H.Sdeofrom chapters 39, 40, 70, 73, 84, 85 and &7, ar
clubbed into 10 broad categories. This was basexliodiscussions with ACMA.
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throughout the period. Export share of drive trassian and steering parts has gone up

from 1 per cent in 1996-97 to 8 per cent in 2005-8I@are of electrical parts has been
stagnant at around 2-3 per cent throughout thisger

Figure A2.1.6 illustrates the region-wise trendautomobile exports from India. Exports

to all regions except rest of Asia and Europe hdedined from 1996-97 to 2000-01 and
have increased steeply since 2000-01 onward.

Figure A2.1.6: Region-wise Trends in Figure A2.1.7: Region-wise Composition
Indian Automobile Exports (in Constant of Indian Automobile Exports
1993-94 Prices, Rs. lakh)
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Figure A2.1.8: Region-wise Trends in Figure A2.1.9: Region-wise Composition

Indian Auto-component Exports (in of Indian Auto-component Exports
Constant 1993-94 Prices, Rs. lakh)
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A2.2 Imports of Auto Products by India

Figure A2.2.1 shows the trends in imports of défgrcategories of vehicles. Car imports
have been rising steeply, while other imports hastebeen growing much. Figure A2.2.2
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illustrates the growth of different segments ofi&’sl vehicle imports. Cars have been the
major import category all these years, thoughhtses has declined from 85 per cent in
1996-97 to 59 per cent in 2001-02 and increasé@® toer cent in 2005-06.

Figure A2.2.1: Trends in Imports of Figure A2.2.2: Composition of India’s
Vehicles (in Constant 1993-94 Prices, Vehicle Imports
Rs. lakh)
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Rapid growth of import of commercial vehicles, whicas been happening in the recent
years, warrants attention, because the tariffs baea cut every year in this segment, the
latest cut being in 2007-08 to 10 per cent. FigdRe?.3 shows that MCVs have been the
major constituents of commercial vehicle import€\Ms have been prominent only in
1997-98 and 2000-01, while HCVs have been promimennhany recent years. This
Figure gives an impression that import of LCVs dtomot be a major threat to the

domestic industry, while reasons for rising impd#tSVs and MCVs should be examined
further by the domestic CV manufacturers.

Figure A2.2.3: Sub-segment-wise Trends in ImportsfdCommercial Vehicles
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Figure A2.2.4 shows the import trends of auto-congmts by India, at constant 1993-94

prices. Even in real terms, auto-component impaige doubled. Engine and its parts
has been the major category imported, while otlaeesrelatively quite small. Figure
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A2.2.5® shows that import share of engine and its passsifaeased from 25 per cent in
1996-97 to 49 per cent in 2002-03, but has declsiece then to 30 per cent in 2005-06.
Import share of drive transmission and steeringsgaas risen from 2 per cent in 1996-97
to 6 per cent in 2005-06. Import share of rubbet plastic parts has risen from 1 per
cent in 1996-97 to 5 per cent in 2005-06. Impodrshof screws, springs, forgings and
stampings has gone up from 1 per cent in 1996-% ger cent in 2005-06. The import
share of bumpers has declined from 11 per cen986-B7 to 1 per cent 2005-06. It
emerges form this figure that engine parts, drikasmission and steering parts, screws
and springs and rubber and plastic parts have tieemajor imported auto-component
items in the recent years.

Figure A2.2.4: Trends in Imports of Figure A2.2.5: Composition of India’s
Auto-components (in Constant 1993-94 Auto-component Imports
Prices, Rs. lakh)
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Figure A2.2.6 shows that rest of Asia has overtakenEU as the biggest exporter of
automobiles to India, by 2005-06. North America hasn from being a minor exporter
in 2000-01 to the third major exporter to India205-06. Figure A2.2.7 shows it more
clearly that rest of Asia has increased its shardia’s imported automobiles market
more than threefold, from 20 per cent in 1996-984qer cent in 2005-06. The EU, on
the other hand, has lost its share from 64 per ted®96-97 to 36 per cent in 2005-
06.The Middle East had increased its share frorer7cpnt in 1996-97 to 14 per cent in
2000-01, but this declined rapidly to a negligibleare by 2005-06. North America has
been maintaining a fairly stable share of arourdd per cent during these years.

% This figure excludes the categories for whichghares are less than 1 per cent
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Figure A2.2.6: Trends in Region-wise Figure A2.2.7: Region-wise
Imports of Automobiles (in Constant Composition of India’s Automobile
1993-94 Prices, Rs. lakh) Imports
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Figures A2.2.8 and A2.2.9 show that EU (38 per)ceast of Asia (40 per cent), ASEAN
(11 per cent) and North America (8 per cent) aeentlajor exporters of auto-components
to India. Steep increase in value of imports frast rof Asia, the EU and ASEAN has
occurred since 2000-01. Share of imports fromeégtsia has fallen from 62 per cent in
1996-97 to 40 per cent in 20005-06, on accounthef rising share of ASEAN from
nowhere in 1996-97 to 11 per cent in 2005-06.

Figure A2.2.8: Trends in Region-wise Figure A2.2.9: Region-wise
Imports of Auto-components (in Constant Composition of India’s Auto-
1993-94 Prices, Rs. lakh) component Imports
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Appendix 3: Field Survey

Table A3.1 Description of the Structure of the Samig Analysed

Products Number of Region Number of
Enterprises Enterprises
EPDM Rubber Products 2 North India (Delhi, UP, 17
Stamping Parts and Dies 1 MP, Punjab, Haryana)
Engines 2 Bangalore 5
Engine/Transmission West India 11
Parts (Including FIPS) 2 Tamil Nadu 12
Interior Parts: Luxury
Cars 1
Mechanical Control
Cables, Stamping and Total No of Enterprises
Plastic Injection covered: 45

Turning Components ang
Tooling

Steering and related part
Automotive Chains

Auto Electricals
Castings

Wheels

Clutches

Ride-control devices
Filters

Forgings

Gears

Brakes

Motorcycle components
Passenger Cars and
MUVs

Commercial Vehicles
Two-/Three-Wheelers

[

[

RPRPNNRPRRRPPRPONWERE

w w

As indicated in Tables A3.1 and A3.2, we have ceddirms that deal with a wide range
of turnovers and products in different regions. Téwest turnover of auto-component
manufacturing firms covered all over India is R8.ldkh per annum, while the highest is
over Rs. 3,200 crore and both of these firms atdaryana. Among the OEMs covered,
the lowest turnover is that of a Pune-based OEMsat60 crore and the highest is Rs.
15,000 crore for a Haryana-based OEM. As shownahld A3.3, the sample contains
auto-component firms established in each of thé fias decades, while the OEMs
covered were established either in the 1940s tharl990s. Almost all firms that have a
turnover of Rs. 50 crore and above have subsidianeassociates. The only small-scale
firm in our sample caters to a major player in tegion, as a Tier-2 supplier, while all
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other auto-component firms covered in the surveyaither Tier-1 players in India or
Tier-2 suppliers for companies abroad or both.

Table A3.2: Aspects of Turnover in Different Regios Covered

Region Type Turnover Range Number of
Firms
North India (Delhi, | Auto-component | Less than Rs. 1 crore 1
Haryana, UP, (Average Rs. 1 crore-50 crore 3
Punjab, MP) Turnover: Rs. Rs. 50-100 crore 2
427.6 crore) Rs. 100-150 crore 2
Rs. 450-500 crore 3
Rs 3000-3500 crore 1
OEMs (Average: | Rs. 100-150 crore 1
Rs. 6286 crore) | Rs. 3000-4000 crore 1
Rs 4000-5000 crore 1
Rs 10000-15000 crore 2
Bangalore Auto-Component | Rs. 1 crore-50 crore 1
(Bangalore city) (Average Rs. 50-100 crore 2
Turnover: Rs. Rs. 150-200 crore 1
270.4 crore)
OEM (Average Rs 3500-4000 crore 1
Turnover: Rs 4000
rore)
Mumbai, Pune and| Auto-Component | Rs. 1 crore-50 crore 1
Kalol, Gujarat (Average Rs. 50-100 crore 1
Turnover: Rs. Rs. 150-200 crore 1
505.2 crore) Rs 500-1000 crore 2
Rs 1000-1500 crore 1
OEM (Average Rs. 50-100 crore 1
Turnover: Rs 3622 Rs. 500-550 crore 2
crore) Rs. 8000-9000 crore 2
Tamil Nadu Auto-Component| Rs 1-50 crore 1
(Average Rs. 200-250 crore 1
Turnover: Rs. Rs. 250-300 crore 1
516.6 crore) Rs 300-650 crore 3
Rs. 650-700 crore 1
Rs. 800-850 crore 1
Rs. 1000-1500 crore 1
OEM (Average Rs 400-500 crore 1
Turnover: Rs Rs. 6000-6500 crore 1
5164.7 crore) Rs 9000-10000 crore 1

The sample examined here is, to a large exteepr@sentative one, covering 70 per cent
of the Indian automobile sector and over 20 pett oérthe auto-component sector, in
terms of turnover. A wide range of auto-componentlpcts are included, so that each of
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them gets a reasonable representation in the siMdie we find in the previous section
that the output share of unorganised auto-composeator in total auto-component
production is roughly 0.08 per cent, the turnoviethe only small firm included in our
study is Rs. 40 lakh, which is less than 0.08 @&t of the total turnover of our sample
auto-component sector. All the major auto indubtips and some relatively minor hubs
have been included: north India (including somdaspar Punjab and Madhya Pradesh,
which are not major auto hubs), south India (inclgdBangalore, which is not a major
hub) and west India. In terms of export share,ghediversity in the sample covered, as
inferred from Table A3.4.

Table A3.3: Years of Establishment of Firms Covered

Period of Establishment Number of OEMs No of Auto-omponent
Manufacturers
Before 1930 0 1
1930-40 0 1
1940-50 5 1
1950-60 0 6
1960-70 0 6
1970-80 1 2
1980-90 3 10
1990-2000 5 4
Table A3.4: Export Orientation of Firms Covered
Export as a Proportion of Number of OEMs Number of Auto-

Sales component Manufacturers

0% 3 8

1-10% 7 7

10-20% 3 6

20-30% 0 4

30-40% 0 1

40-50% 0 3

>50% 1 2

Questionnaire used in the Field Survey
1. General Information:
a. Name and Address of the Company
b. Year of Establishment
c. Approximate Annual Turnover
d. Ownership Structure:
e. Subsidiaries/Associates (If Any)

% This was designed for OEMs. There is another tpresaire meant for auto-component manufacturers;
since most aspects are similar in the two questives, we have excluded this from this report. The
differences are noted in this questionnaire inrtevant places. Questions with *" mark at the emd
not relevant for auto-component firms.
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2. Production Structure:

a. Products:

b. Total Manufacturing Area (Square Feet)

c. Personnel Details:

i.  Number of Production Employees
ii. Number of Supervisory Staff
iii. Number of Administrative Staff
iv. Number of R&D Employees
v. Number of Management Executives

d. Installed Capacity and Actual Production of EacbdRct:

e. If Installed capacity is more than Actual Produstiavhat are the reasons
for producing less than the potential?

f. Has the scale of production been perceived a sepgmblem (as being too
excessive or too limited) in the recent past?

i. If yes, what was the context and how was it propdeebe solved?

g. Is there any recent addition to the product rangd/aa individual
products?

Yes, this year/ Yes, in the past 2 years / Yethenpast 5 years/ No

h. Supplier Details (If Any):
I. Products
ii. Number of Suppliers for Each Finished/Intermediiteduct
iii. Expenditure and Output Shares of Suppliers
Iv. Role of Suppliers in Timely Delivery of ProductsGoistomers
Excellent/Good/Satisfactory/Poor
v. Do you think Indian component-manufacturers are petitive in
all your component supply requirements?*

1. What are their strengths relative to other coustie

2. What are their drawbacks and weaknesses compared to
other countries, from where you import?

i. Has Infrastructure bottleneck been a major probighaencing the overall
production performance?

Yes / No

1. If yes, what are the specific problems?

2. If no, which specific infrastructural aspects (velpt
directly/indirectly to production) are reasonablgod in
your region?

j. Other Risks and Concerns Involved in Production

k. How are the industrial relations (employer-employesations in
particular) in the organisation and their impact performance and
competitiveness?

I. Do you operate optimal labour or do you have toyckbour surplus? If
you have labour surplus, what are the reasonsramdich departments?
What is the approximate additional cost burdervéilue or % terms)?

m. What are the recent policy decisions of the ceratnal state governments
that are likely to have a direct impact on yourduation, performance
and competitiveness?
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Do you think the investment climate and other polspects are better in
your state, with relevance to your industry?
Has location played a crucial role in your prodoictperformance?

i. If yes, was your choice of location deliberate,ef®meing this

possibility?
ii. If no, what else was/were the reasons behind ydwmice of
location?
Are there any incentives for your organisation frdhe central/state
government?

Foreign OEMs: Do you plan to develop your facitien India as a
production base to cater your global requirementsierely to serve the
Indian market?*

3. Market Structure:

a.

b.
c.

f.

g.

Who are your clients/customers?:
Domestic Retail/Foreign Retail/ Others (Specify)
Approximate Share of Exports in Total Sales:
Has there been a rapid expansion of domestic/exparkets in recent
past for your company? Which of these is expandioge rapidly?
Domestic Markets:
Export Markets:
Competitors and their location:

I. List of Domestic Competitors and their location:

1. Which among these pose a major threat and whdteis t
nature of threat (quality/price/both/other)?

ii. List of Foreign Competitors and their location:

1. Which among these pose a major threat and whdteis t
nature of threat (quality/price/both/other)?
Do you have your dealership network in place oyao look for new ones
every year?*%

i. Number of Regular Dealers:

ii. Number of Service Stations:

iii. Any Other Company Infrastructure to reach customers

iv. In the case of regular dealers, is there any pitigithat your
competitors might grab your share in future? If,yebat are the
strategies you follow to retain and expand yourrsha the
market?

v. In the case of new dealers, what are the stratdgiesved to
explore new markets? Are you successful to ententarkets that
are served by other competitors? If yes, how wpessible?

What is the general feedback from the market, am pooducts?
Are there any synergies with other similar prodstsmppliers? If yes,
what are they?

199 This question is not relevant for auto-componeanuiacturers. Instead, we have a question on their
buyers and their strategies to retain them and fookew ones. We also asked them about the role of
OEMs in their capacity-building.
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h.

Is there any positive feedback from the market your technology,
operation, mode of production, etc.? If yes, speaifdetail.

4. Financial and Cost Structure (in terms of Value/an& Share)

a.
b.

Sales, Turnover and Production:
Material Costs (includes raw material costs ofgkitike steel, copper,
aluminum, plastics):
Power & Fuel Costs:
i. Electricity Charges
ii. Fuel Expenses:
iii. Electricity Taxes/Duties:
Other Manufacturing Expenses:
I. Conversion expenses
ii. Stores consumed
iii. Technical fee paid
iv. Repair & maintenance
v. Miscellaneous manufacturing expenses
Salary & Wages:
I. Salaries to Managerial employees:
ii. Salaries to Supervisory employees:
iii. Salaries to Production Workers:
iv. Total Welfare Expenses to Employees:
Royalty Expenses
General and Administrative Expenses:
I. Rent Paid and Received:
ii. Taxes
Excise
Customs
Sales tax
Octroi tax
Entry tax
Surcharges
Stamp duty
Water tax
. Electricity tax
iii. Insurance
iv. Communication expenses
v. Travel/Transportation expenses
1. General Travel Expenses:
2. Port charges for the raw materials and finishedlpcts
vi. Printing & stationery expenses
vii. Legal expenses
viii. Audit expenses
ix. Director’'s remuneration
X. Rejection/Quality Defect Costs
xi. Other administrative expenses.
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h. Interest
i. Paid:
ii. Received:
i. Depreciation:
Research and Development Expenditure:
k. Capital Investment and Cost of Capital
I. Invested Capital:
ii. Working Capital:
Profits (Before and After Tax)
. Earnings/Share
Return on Capital
Dividend
Growth of
I. Sales
ii. Output/Production
iii. Capital
iv. Profits
g. How cost-competitive do you think your organisatisnin comparison
with your domestic and foreign competitors, esgdbcighose in the
following countries?
I. China
ii. Thailand
ili. Malaysia
Iv. South Korea
V. South Africa

[S—
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vi. Taiwan
vii. Indonesia
viii. EU

iX. USA

r. What are the major impediments in becoming morécompetitive?

5. Technology, Quality and Standards:
a. How competitive do you think your organisation iis,comparison with
your domestic competitors, in the following terms:
i. Technology
ii. Quality of products
iii. Compliance with national/global standards?
b. Compare yourselves with typical firms in the foliog countries in the
above terms:
I. China:
ii. Thailand
ili. Malaysia
Iv. South Korea
V. South Africa

vi. Taiwan
vii. Indonesia
viii. EU
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iX. USA
c. Are you Planning for New Technology or Technologygtadation
I. Yes
ii. No:
1. Reason for not being prepared for new technologies:
2. Plans for survival/expansion in future without teclogy
upgradation:
d. Role of Government in Technology Upgradation, Séadsl and Quality:
i. Do Governments in Countries like China, Thailandal®ysia,
Indonesia, etc., mentioned above, extend any suppotheir
respective firms in this area in acquiring new tehgies, setting
and compliance to global standards and quality agfion?

ii. To what extent does our government play an importae in this
area, in comparison with these countries?

iii. What are the areas in which more governmental stipjgo
required?

e. Details of awards, recognitions, quality systemd atandards (such as
ISO 9000 and 14000):

f. Do you have any sort of collaboration with Indianéign companies for
technological upgradation and import of technolegie

g. Do you have any R&D infrastructure or facility?

I. If yes, what is the proportion of R&D investmentatal?

ii. If no, do you have plans for investing in R&D inanduture, or do
you have collaborations with other Indian/foreignmt in this
connection?

h. How far do you think NATRIP facilities would enhangour production
technology and competitiveness?

i. Have your interactions with your Indian/foreign pliers and/or
Indian/foreign buyers enhanced your technologiagatilities, quality
and competitiveness in any way?

j. How do you compare the technologies that you emplitly the best in
India and best in the world?

k. What are your strengths and weaknesses compasaaitar companies in
China and Thailand?

I. Are there any rejections from the customer, becatiteck of quality?

i. If yes, what is the approximate proportion of tlvisthe total
production and its approximate cost share?

i. Do you see any inherent disadvantage/weakness afr yo
organisation that results in rejection, or is im&bhing that is
merely incidental or is it something that can benmlated by
proper process planning?

m. Are the quality parameters of raw materials usédfaatory?

i. If no, have you discussed this with the raw mateigopliers, and
what are the reasons for this?

138



What are the strengths and weaknesses of compeuppliers operating
in India?

How can Indian component industry increase thest @mmpetitiveness
vis-a-vis the other countries mentioned above?

6. Plans for the Future:

a.

b.

Do you think increasing the product range, i.evedification, is a good
strategy for future?

How important do you think is to establish Madendia brand
abroad?

Which are the markets where Indian industry shdoddis on to increase
exports?

What is the role of the government in overseas etatkvelopment in the
countries mentioned above? Do you think governnscant play a similar
role in overseas market development?

Do you feel a need to build brand image for younmsganization?

What are the future strategies on technology frmntenhance global
competitiveness?

Do you think mergers or acquisitions, to enhanedescof production, are
useful in future?

Which strategy, do you think, is more beneficialthe future: Focus on
export markets or domestic markets?

Do you anticipate any shortfall in terms of raw er&tls in future?

Are you open for any technological/business coltabon with other
domestic or foreign firms?

Are there indications and expectations that yoganisation will become
globally competitive in the next few years, givenrent set of policies of
the state and central government? If no, can yaboeate on the required
policy changes?

Are there any inherent disadvantages/weaknessesms of technology,
raw materials or management in your organisatidmchvhinder it from
being globally competitive? If yes, how do you ptaneliminate them in
future?
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Appendix 4: Econometric Analysis

The data sources used herein are CMIE Prowess {8988 2005-06), annual reports of
some auto companies and ACMA Buyer’s Guide. Thé&esanalysis is based on firm-

level data. Though the sample of firms covered WWIE Prowess database does not
cover the entire population, it does comprise ok@rper cent of the population, and
hence the results arrived at herewith are quitebigl applicable for the entire auto

industry in India. In addition, the analysis of el@binants of market share done in
Section 8.3, using ACMA Buyer’s Guide, is more able because of the fact that this
comprises more than 90 per cent of the entire eoeponent industry.

Stochastic frontier analysis is a popular parametiethod used to estimate technical
efficiency and its determinants and is extensivslgd in the literature (See, Coetti al,
1998, for a detailed explanation of the relevaebties and methodologies). It requires
specification of a production function, which cegithe information on the inputs
involved in production and the interactions betw#em, relevant for production. In our
analysis, we assume transcendental logarithmic ustaxh function, which has four
inputs, namely, capital, labour, energy and materighis is the most general and flexible
form, without imposing any theoretical restriction.

There are two equations that estimated simultamgdushis regression. First one is the
production function that contains logarithm of autas the dependent variable and the
logarithms of the inputs, their cross-products goddratic terms. The error term in this
equation has two components: one is stochastia d¢emon, while the other is the
inefficiency component, which is measured as theiatien from the stochastic
production frontier that represents the firm in #anple that is able to make maximum
output from a given basket of inputs.

The second equation is the one that representséficiency term as a variable that
follows a distribution, say, truncated normal dimition, with a mean that is a linear
function of various determinants of inefficiencyprag with a stochastic error term in it.
This estimation is done using Joint Maximum Likeldld, wherein both equations are
estimated simultaneously by some iteration.

Once the equations are estimated, technical gffigiscores could be calculated, using a
formula that expresses the score as an expongniiedireasing function of inefficiency
predicted from the second equation estimated asionex above. In this subsection, we
illustrate and explain the results of stochastofier analysis performed for a reasonably
huge unbalanced panel of firms from 1988-89 to 2005This was done separately for
automobile (26 firms) and auto-component industf228 firms).

As Figure A4.1 shows, technical efficiency of twbrée-wheelers has been increasing
gradually on an average. It has grown very rapgihce mid-1990s for Hero Honda,
TVS, Bajaj and Kinetic Motor, while it has falleorf Maharashtra Scooters, LML and
Majestic. Figure A4.2 shows that the upswing ohtecal efficiency has occurred in the
other automobiles segment only after 1999-2000aroaverage. Maruti has always been
the most technically efficient, while Hyundai hatarted bettering it in 2004-05.
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Hindustan, Eicher and Daewoo have seen declinifigjegfcy in the recent years, while
Force has an almost stagnant level and othersbieameimproving since the late 1990s.

Figure A4.1: Trends in Technical Efficiency of TwofThree-Wheelers
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Figure A4.2: Trends in Technical Efficiency of Othe Automobiles
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