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Indian Car Industry 
Driving Down the Perilous Path

Paaritosh Nath

It would not be far-fetched by any 
stretch of the imagination if one was 
to say that the passenger car indus-

try has been the de facto poster boy of 
 India’s reform story. An industry that 
up until the 1980s had been heavily 
regulated, underwent delicensing, was 
categorised as a high priority sector and 
thrown open for the global players to 
enter. Suddenly, as the narrative goes, 
after years of an uncompetitive, oligo-
polistic decay, there was renewed dyna-
mism within the segment. Sixteen new 
joint ventures were set up and different 
varieties of passenger cars fl ooded the 
market (GoI 2002), catering to the aspi-
rations of a bourgeoning middle class. 
Large, modern plants boasting of the lat-
est technological wherewithal were set 
up and there was the promise of new job 
creation that would be both skilled 
and rewarding. 

Twenty-eight years down the line, the 
industry retains its much favoured posi-
tion both in policy discourse and main-
stream academic writing. As per the web-
site of the government’s fl agship pro-
gramme, “Make in India,” the automotive 

sector is seen as one of the six  “superstar” 
sectors, particularly the passenger car 
segment whose market is  expected to 
triple to 9.4 million units by 2026.1 The 
Second Automotive Mission Plan 2016–26 
similarly identifi es the industry as a 
major employment generator, foreign 
direct investment (FDI) earner and gross 
domestic product (GDP) contributor. 
Academic writings such as those of Gulyani 
(2001) and D’Costa (2005) highlight the 
continuous high growth trends that the 
industry has been witness to and its re-
markable performance both in terms of 
technological development (Sagar and 
Chandra 2004; Kale 2012) and exports 
(Narayanan 2006). These are provided 
as defi nitive proofs of the resounding 
success of the reform programme.

It would only be befi tting, then, that a 
stringent critique of the  basic arguments 
of the neo-liberal model is carried out 
by taking the very same  industry as an 

entry point and undertaking a thorough 
investigation of its so-called success 
story. Jatinder Singh’s title is a useful 
attempt in that direction, providing a 
much-needed industry-centric examina-
tion of the relationship between indus-
trial restructuring, FDI infl ows, and 
consequent trade performance. Through 
the course of its nine chapters, it investi-
gates the hypothesis that changes in 
economic policy, particularly those related 
to foreign investment, bringing in capi-
tal, modern techno logy and managerial 
and marketing skills, which are neces-
sary for strengthening the resource 
base, ensuring macroeconomic stability, 
increasing exports and leading to an 
overall improvement in the country’s 
economic performance. 

The fi rst set of issues examined by the 
book revolves around the structural 
changes that have taken place in the 
 industry during the past six decades and 
the reasons for the same. On the basis of 
the nature of policy framework operat-
ing at the time, Singh divides the evolu-
tion of the industry into four sub-periods. 
The fi rst phase covering the period from 
1947 to the mid-1960s is marked by the 
state granting protection to the domestic 
car industry by imposing quantitative 
restrictions, increasing tariffs and regulat-
ing the nature of foreign presence with 
an objective to promote the indigenisa-
tion of passenger car produ ction in the 
country. The second phase, stretching 
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from the mid-1960s to early 1980s, wit-
nesses a further tightening of the regula-
tions surrounding the industry. This 
comes down to a host of factors  including 
the shortage of foreign exchange as a 
result of the oil shocks of the early 1970s. 
In a bid to modernise the  industry and 
promote competition amo ngst domestic 
manufacturers, the third phase starting 
from roughly 1981 and ending in 1990 
witnessed a considerable relaxation of 
policy regulations. There was a change 
in the conditions determining the operat-
ing environment, and the rules concern-
ing technical collaboration and imports 
of goods were also eased. The objective 
of the policy discourse shifted towards 
export promotion as a means to earn 
foreign exch ange. The period was marked 
by the emergence of a joint venture 
between the Government of India (GOI) 
and Suzuki Motors, Maruti Udyog Ltd 
(MUL) which shook the stable oligopoly 
of Premier Automobiles Ltd (PAL) and 
Hindustan Motors Ltd (HML) that had 
dominated the market until now. 

In these chapters, Singh provides us 
with an interesting account of how the 
success of MUL was not only down to the 
competitive pricing strategy of the fi rm, 
but also on account of an evidently 
 biased strategy adopted by the state to 
act in favour of this venture. As he notes, 
no other fi rm from the passenger vehicle 
segment was allowed to enter into a 
joint venture with a foreign fi rm during 
this time. A proposal involving a collabo-
rative exercise between Tata and Honda 
was reje cted at the last moment due to a 
sudden change in criterion in govern-
ment policy. The fi nance ministry, on 
its part, redu ced rates on customs and 
excise duties on fi rms producing vehicles 
with an  engine capacity of up to 1,000 
cubic centimetres as only MUL was man-
ufacturing cars in that  category. The 
nexus between the government offi cials 
and MUL was so strong that the latter 
was allowed to enter the euro currency 
market to raise resources. 

If the joint venture between Maruti 
and Suzuki led to the restructuring of 
the segment in the 1980s, the dynamism 
in the passenger car industry observed 
in the 1990s has been attributed to the 
entry of foreign fi rms whose roles 

changed  entirely from being technology 
suppliers to that of equity holders. This 
radically altered the structure of the 
 industry from being a seller’s market to a 
buyer’s market. Singh acknowledges the 
importance of other factors operating as 
well. According to him, the growth of 
the industry in the early years of the 
1990s had been initially driven by the 
release of pent-up consumer demand. By 
the end of the decade, however, consum-
er demand was sustained by factors such 
as the easy accessibility of credit for pas-
senger vehicles, the urban bias in terms 
of personal loans distribution and the 
rise in disposable income of a growing 
section of the middle class. 

Imported Technology

Having established the pattern of stru-
ctural change in the industry, the book 
proceeds with its investigation of one of 
the key arguments made in  favour of the 
reforms, namely that India’s passenger car 
industry had performed well with regard 
to the question of techno logy develop-
ment. Using fi rm-level information from 
the Centre for Monitoring Indian Econo-
my PROWESS data set, Singh notes that 
while the agg regate picture shows that 
the amount spent by passenger car fi rms 
on techno logy acquisition and develop-
ment has indeed risen since the 1980s, a 
careful disaggregation of technology 

spending paints an altogether different 
picture. Spending by fi rms on technolo-
gy has been highly biased towards im-
ported technology. While the latter has 
increa sed signifi cantly over the reform 
period, the investment in in-house re-
search and development (R&D) has gone 
down. For example, industry leader 
MUL’s spending on R&D remained less 
than 0.5% until 2010–11, only to 
increase marginally thereafter. At the 
same time, the parent fi rms of these 
very foreign subsidiaries (located out-
side the country) spend close to 2%–7% 
of their sales on R&D. Furthermore, the 
manufacturers have steadily increased 
the import share of components, raw 
materials and intermediate goods dur-
ing the post- reform period.

His analysis, thus, suggests that 
alth ough India has been able to attract a 
large volume of FDI into this sector, it has 
failed to improve its own techno  lo gical 
base in terms of local R&D activities. Firms 
have neither devised the strategy nor 
operated with the objective of promot-
ing indigenous technology and continue 
to remain highly dependent on techno-
logy imports. The fact that spending 
on disembodied technology (acq uired via 
expenditure on licensing fees, royalties 
and technical know-how fees) has risen 
during this period, lends little support to 
some of the claims made above. 

EPWRF India Time Series
(www.epwrfi ts.in)

 Cost of Cultivation of Principal Crops 
Cost of Cultivation and Cost of Production data have been added to the Agricultural Statistics 
module of the EPWRF India Time Series (ITS) online database. This sub-module contains 
statewise, crop-wise data series as detailed below: 

● Depending upon their importance to individual states, cost of cultivation and cost of 
production of principal crops of each state are given in terms of different cost categories 
classifi ed as A1, A2, etc. 

● Items of cost include operational costs such as physical materials (seed, fertiliser, 
manure, etc), human labour (family, attached and casual), animal and machine labour 
(hired and owned), irrigation charges, interest on working capital and miscellaneous, 
and fi xed cost such as rental value, land revenue, etc, depreciation and interest on 
fi xed capital.

● In addition, the following related data are given: value of main product and by-product 
(rupees/hectare), implicit rate (rupees/quintal), number of holdings and tehsils used 
in the sample study, and derived yield (quintal/hectare).

The data series are available on annual basis from 1970–71.
Agricultural Statistics module constitutes one out of 18 modules of EPWRF ITS covering a 
range of macro-economic, fi nancial sector and social sector indicators for India.
For more details, visit www.epwrfi ts.in or e-mail to: its@epwrf.in
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The fi nal section of the book deals 
with the impact of foreign fi rms’ entry on 
the trade performance of the industry. 
Proponents of the reform process have 
long justifi ed the necessity of opening our 
markets to foreign players who would 
use the country as a base to serve the 
world market (Lall 1985; Aggarwal 2002). 
The consequent rise in exports, it was 
argued, would ease India’s balance of 
payments (BOP) situation. The empirical 
analysis carried out by Singh in this work 
refutes the above, depicting no improve-
ment in the export performances of India’s 
car industry during the 1990s, with some 
improvement thereafter. Imports on the 
other hand rem ained consistently high, 
post the  reform period. His analysis at the 
fi rm level shows that amongst the major 
fi rms operating in the industry, only 
Hyundai has been recording a net surplus 
in terms of foreign exchange earnings with 
the rest (including MUL) noting a signifi -
cant gap between import and export in-
tensities. His empirical inve sti gation sug-
gests that there exists no correlation bet-
ween the FDI and exports. While the liberal 
trade and investment regime did allow a 
large infl ow of FDI, the outcome of this 
investment in terms of exports, BOP and 
technological capabilities has been far 
below expectations. The objective of most 
of these fi rms has been to exploit the do-
mestic market by selling highly import-
intensive products rather than focusing on 
exports. This has resulted in a huge drain 
of foreign exchange out of the country. 

Firms’ Strategies

Through this exercise, Singh raises some 
uncomfortable truths for policymakers. 
The recent strategy of the  private players 
is not only worsening our BOP situation, 
but the lack of indigenous technology 
development and the mono polisation of 
technology in the hands of a select few 
parent fi rms located at the head of the 
global value chain (GVC) outside the 
country also pose some serious threats 
to the viability of the industrialisation 
process itself in the country. One does 
wish that Singh had expanded his anal-
ysis to cover the auto-component sector 
in equally rich detail as well, given that 
it accounts for a sizeable presence in the 
larger automotive industry.

While going through what is a succinct 
narrative of the genesis and growth of the 
passenger car industry, one cannot help 
but notice the underlying tension that 
exists between the vision and objectives of 
broader state policy on the one hand and 
the strategy undertaken by individual 
fi rms for their own interests on the 
other. Very often, commentaries dealing 
with industry-specifi c studies tend to 
overemphasise the  impact of the former. 
The experiences of the pre-reform period, 
in such readings, are in entirety attrib-
uted to the nature of policy discourse 
prevalent at the time. The lack of growth 
and development of sectors are marked 
as a failure of a plan that was executed 
fairly well but was fl awed in its very con-
ception, the fact that the interests of the 
market took a back seat. The post-reform 
narrative is all about a new type of plan 
where there appears to be a far greater 
synchronisation between the objectives 
of policy discourse and individual fi rm 
strategy. Singh’s book departs from such 
simplistic readings and notes how the 
post-reform period has been marked by 
fi rms pursuing strategies that are often 
in direct contradiction to the objectives 
of the state. 

However, the power dynamics has 
shifted so much in favour of the former 
that the latter often appears helpless. In 
the section on foreign presence and BOP, 
Singh notes how in the second half of 
the 1990s, the GOI on realising that the 
fi rms were basically using the country 
as an assembling centre for passenger 
cars, tried to impose various restrictions 
on these fi rms, which included, apart from 
other things, their overall local content 
and minimum foreign  equity required. 
However, none of the fi rms that signed 
the memorandum of understanding ful-
fi lled the various conditions listed out, 
only for the government to eventually 
scrap the same after pressure from the 
World Trade  Organization. 

Having commendably highlighted the 
shift in power away from the state into 
the hands of the private players, Singh’s 
resolution of the problem in the end does 
leave the reader rather confused as to how 
it would be achieved. The way forward, 
according to Singh, is for the state to 
come up with a differentiated FDI policy 

that will promote those fi rms that wish to 
help export and restrict the entry of those 
whose sole objective is to exploit the local 
market. Given that India is capable of 
providing skilled workers at low wages, 
and is a large market for multinational 
corporations’ products which  improve its 
bargaining power vis-à-vis international 
fi rms, it is possible, according to Singh, 
for the country to attract quality FDI. The 
two points, which are supposed to work 
in favour of India’s bargaining capacity, 
however, are not new arguments. They 
were the very reasons given while justify-
ing India’s liberalisation programme back 
in the early 1990s. Clearly, as Singh’s exten-
sive empi rical body of work shows, the 
bargaining power of the state has reduced 
considerably over this period. Why would 
things be different is something that the 
reader would wish was more clearly 
 explained in the book. To be fair, the 
 author himself fl ags this, by questioning 
the feasi bility of his own solution, given 
that  India is tied down after having 
signed the Uruguay Round agreement.

Paaritosh Nath (paaritoshnath@gmail.com) is 
a research fellow at the Centre for Sustainable 
Employment, Azim Premji University, Bengaluru.

Note

1  http://www.makeinindia.com/six-superstar-
sectors-boosting-make-in-india.
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