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INTRODUCTION

To study the various operation techniques followed by leading automobile

manufacturing industriesin India.Also,a comparative studyon the supplychain

effectiveness ofthese selected Indian automobile-manufacturing companies with

respecttoHYUNDAIMOTORS.

Todayeveryorganizationisfacingafiercecompetitioninthemarket,becauseofshort

productcycle,rapidlychangingtechnologyandeconomicconditions.Virtuallyeach

majorautomobilecompanyinthecountryistryingtomakeitspresencefeltinthenew

net-centriceconomy.Thedealersarealsofocusingongettingtoknowtheircustomer

better,someonmakingtheirsupplychainneatandtransparentandsomeoncreating

electronicpresence.Alsotryingtofigureoutnew waysofincreasingtheorganization

operationseffectivenesssoastogetandedgeoverthecompetitorsinthemarket.This

canbeobtainedfrom informationsharing,cooperation,riskandrewardsharingamong

supplychainpartners.Inthisscenarioonlythoseorganizationscansurvivewhocan

competeonthebasisofcostandquality.Allthesecanbeexplainedwitheffective

operationstechniqueandsupplychainmanagement.Alsotherearevarioustools,which

areadoptedbytheautomobilemanufacturingcompaniesnowadays,whichenablethem

toreducetheircostandenhancetheirproductivityalongwithincreasingtherevenues.

These tools are reallyeffective as theyare adopted bymostofthe automobile

manufacturingindustries.
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OBJECTIVEOFSTUDY

To study the various operation techniques followed by leading automobile

manufacturing industriesin India.Also,a comparative studyon the supplychain

effectivenessoftheseselectedIndianautomobile-manufacturingcompanies.

Todayeveryorganizationisfacingafiercecompetitioninthemarket,becauseofshort

productcycle,rapidlychangingtechnologyandeconomicconditions.Virtuallyeach

majorautomobilecompanyinthecountryistryingtomakeitspresencefeltinthenew

net-centriceconomy.Thedealersarealsofocusingongettingtoknowtheircustomer

better,someonmakingtheirsupplychainneatandtransparentandsomeoncreating

electronicpresence.Alsotryingtofigureoutnew waysofincreasingtheorganization

operationseffectivenesssoastogetandedgeoverthecompetitorsinthemarket.This

canbeobtainedfrom informationsharing,cooperation,riskandrewardsharingamong

supplychainpartners.Inthisscenarioonlythoseorganizationscansurvivewhocan

competeonthebasisofcostandquality.Allthesecanbeexplainedwitheffective

operationstechniqueandsupplychainmanagement.Alsotherearevarioustools,which

areadoptedbytheautomobilemanufacturingcompaniesnowadays,whichenablethem

toreducetheircostandenhancetheirproductivityalongwithincreasingtherevenues.

These tools are reallyeffective as theyare adopted bymostofthe automobile

manufacturingindustries.How supplychaincancreateacompetitiveedgeforany

organization.AlsothisstudyaddresseswhataretheissuesinIndianSupplyChainin

IndianAutomobileIndustry.
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LITERATUREREVIEW

COMPANYPROFILE

TheHyundaiMotorCompany,adivisionoftheHyundaiKiaAutomotiveGroup,isSouth

Korea’s largestandtheworld’sfifthlargestautomakerintermsofunitssoldperyear.

HeadquarteredinSeoul,Hyundaioperatestheworld’slargestintegratedautomobile

manufacturingfacilityinUlsan,whichiscapableofproducing1.6millionunitsannually.

TheHyundailogo,aslanted,stylized'H',issaidtobesymbolicoftwopeople(the

companyandcustomer)shakinghands.Hyundaimeans"modernity"inKorean.

HISTORY

ChungJu-YungfoundedtheHyundaiEngineeringandConstructionCompanyin1947.

HyundaiMotorCompanywaslaterestablishedin1967.Thecompany’sfirstmodel,the

Cortina,wasreleasedincooperationwithFordMotorCompanyin1968.In1975,the

Pony,thefirstKoreancar,wasreleased,withstylingbyGiorgioGiugiaroofItalDesign

andpowertraintechnologyprovidedbyJapan’sMitsubishiMotors.Exportsbeganinthe

followingyeartoEcuadorandsoonthereaftertotheBeneluxcountries.In1991,the

companysucceededindevelopingitsfirstproprietarygasolineengine,thefour-cylinder

Alpha,andtransmission,thuspavingthewayfortechnologicalindependence.

In1986,HyundaibegantosellcarsintheUnitedStates,andtheExcelwasnominated

"BestProduct#10"byFortunemagazine,largelybecauseofitsaffordability.The

companybegantoproducemodelswithitsowntechnologyin1988,beginningwiththe

midsizeSonata.

In1996,HyundaiMotorsIndiaLimitedwasestablishedwithaproductionplantin
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IrrungattukatoinearChennai,India.

In1998,Hyundaibegantooverhaulitsimageinanattempttoestablishitselfasaworld

-classbrand.ChungJuYungtransferredleadershipofHyundaiMotortohisson,Chung

MongKoo,in1999.Hyundai’sparentcompany,HyundaiMotorGroup,investedheavily

inthequality,design,manufacturing,andlong-term researchofitsvehicles.Itaddeda

10-yearor100,000-mile(160,000 km)warrantytocarssoldintheUnitedStatesand

launchedanaggressivemarketingcampaign.

In2004,Hyundaiwasrankedsecondin"initialquality"inasurvey/studybyJ.D.Power

andAssociates.Hyundaiisnow oneofthetop100mostvaluablebrandsworldwide.

Since2002,HyundaihasalsobeenoneoftheworldwideofficialsponsorsoftheFIFA

WorldCup.

In2006,theSouthKoreangovernmentinitiatedaninvestigationofChungMongKoo’s

practicesasheadofHyundai,suspectinghim ofcorruption.OnApril28,2006,Chung

wasarrested,andchargedforembezzlementof100billionwon(US$106million),with

HyundaiViceChairmanandCEO,Kim Dong-jintakingoverasheadofthecompany.

SOMEFACTS

In 1998,aftera shake-up in the Korean auto industrycaused byoverambitious

expansionandtheAsianfinancialcrisis,HyundaiacquiredrivalKiaMotors.

In2000,thecompanyestablishedastrategicalliancewithDaimlerChryslerandsevered

itspartnershipwiththeHyundaiGroup.

In2001,theDaimler-HyundaiTruckCorporationwasformed.

In2004,however,DaimlerChryslerdivesteditsinterestinthecompanybysellingits10.5

percentstakefor$900million.

HyundaihasinvestedinmanufacturingplantsintheNorthAmerica,China,Pakistan,
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India,and Turkeyaswellasresearch and developmentcentersin Europe,North

America,andJapan.

In2004,HyundaiMotorCompanyhad$57.2billioninsalesinSouthKoreamakingitthe

country’ssecondlargestcorporation,orchaebol.Worldwidesalesin2005reached

2,533,695units,an11percentincreaseoverthepreviousyear.Hyundaihassetasits

2006targetworldwidesalesof2.7millionunits(excludingexportsofCKDkits).

Hyundaimotorvehiclesaresoldin193countriesthroughsome5,000dealershipsand

showrooms.AfterarecentsurveyofglobalautomotivesalesbyAutomotiveNews,

Hyundaiisnowthetenthlargestautomakerintheworldin2007.

HyundaiMotorCompany’sbrandpowercontinuestoriseasitwasranked72ndinthe

2007 BestGlobalBrands by Interbrand and BusinessWeek survey.brand value

estimatedat$4.5billion.PublicperceptionoftheHyundaibrandhasbeentransformed

asaresultofdramaticimprovementsinthequalityofHyundaivehicles.

Veryoften,thereisananalogydrawnbetweenthestateofthegreatIndianroadsand

thepaceofeconomicdevelopmentinthecountry.Needlesstosay,it’snotavery

pleasingcomparison.SotheaverageIndiancustomerwhoridestheroadsofIndiais

naturallyextremelycautiouswhenitcomestoinvestinginavehicle.Onlythoserough

andtoughenoughtosurvivethepotholesandnightmarishsurfacescanpassmuster.In

suchascenario,aforeigncompanylaunchingacarintheIndianmarketwasboundto

belookeduponwithskepticism andsuspicion,moreso,ifithadSouthKoreanorigins.

SouthKoreancompanieswereperceivednottobequalityoriented.Thefailureof

KoreancompanieslikeLuckyGoldstar(latertobere-launchedasLG,whichisanother

marketingsuccess)andthebadwordofmouthforDaewooledtothisperception.
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INDIANAUTOMOBILEINDUSTRY

The automotive industry has played a vitalrole in the developmentofnational

economies.Manufactureofcars,trucksandmotorisedtwo-wheelersrequiresallkinds

ofinputs,from steel,glass,plasticsandrubbertoelectroniccomponents.Makingthese

inputscancreatehugeemployment,andsocantheprovisionofafter-salesserviceslike

repairsandmaintenanceandpetrolpumps.

Aneconomistwouldputitlikethis:theautomotiveindustryhasstrongbackwardand

forwardlinkageswithmanykeysectorsoftheeconomy.Hencethisindustryexertsa

powerful‘multipliereffect’andcanbeanimportantdriverofeconomicgrowth.

Theindirectemploymentcreatedbytheautomotiveindustryisamultipleofthedirect

employmentcreatedwithintheindustry.IntheUS,forexample,ifyouaddthenumber

ofindirectjobscreatedinsupplierindustriestothedirectemploymentnumbers,the

totalworksoutto2.6timesthedirectjobsintheautoindustry.Inotherwords,the

‘employmentmultiplier’is2.6.

Addtothatthejobscreatedinindustriesthedemandforwhoseproductsrisesbecause

ofspendingbythoseemployedintheautoandauto-relatedindustries–andyoucan

seethattheoverallemploymentimpactishuge.Theemploymentmultiplierincluding

thejustdescribed‘expenditure-inducedeffect’is5.

Inotherwords,if1millionpeopleareemployedinmakingcarsandothervehicles,the

totalemploymentthatiscreated(includingthose1million)is5million.Thiswasthe
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finding ofa 2003 studyprepared bythe Centre forAutomotive Research ofthe

UniversityofMichiganatAnnArborfortheAllianceofAutomobileManufacturers.

InIndia,unfortunately,awonkyview oftheroleofthecarheldthisindustrydownfor

decades.Thegovernment,andmostpoliticians,lookeduponcarsas“luxurygoods”,

whichdidnotfitintotheeconomicdevelopmentmodelthatwasadoptedforoverthree

decades.That,ofcourse,didnotstopthem from usingcars!

The governmentalso imposed increasinglyheavytaxes on cars since theywere

consideredluxuries.Thusthegovernmentpricedthem outofthereachofevenmiddle

classIndians,andmadethem aluxurythatfewcouldafford.

Quitedifferent,youmightsay,from HenryFord’sdream ofhavingeveryAmericanfamily

ownacar,forwhichheintroducedmanyinnovations,includingtheassemblylineand

massproduction,toreducethecostsofmakingacarandthereforeitsprice.

Thegoodnewsisthatin1991,whenthecountrylaunchedacomprehensiveeconomic

reform programme,thefortunesoftheautomotiveindustrylitup.TodayIndiaisoneof

thebiggestandfastestgrowingautomotivemarketsintheworld.

Intheyearended31March2007,theIndianautomotiveindustrygrewatnearly21per

cent.Injustfiveyearsfrom 2001-02passengervehicle(car,utility,SUV)salesmore

thandoubledto1.38million.In1991thenumberwasapathetic____.Salesofalltypes

ofvehicles(includingcommercialvehiclesand2-and3-wheelers)nearlydoubledduring

this5-yearperiodtoover10.11million.

Theoverthree-timesriseincommercialvehicles(trucksandbuses)isanindicatorof

theboostfrom theoverallgrowthoftheIndianeconomy.Inotherwords,theautomotive

industryhasreceivedanimpetusfrom thebuoyanteconomy,justasitiscontributingits

substantialbittothegrowthoftheeconomy.Thefavourablefactorsincludeincreasing

purchasingpower,newproductlaunches,coupledwithattractivefinanceschemesfrom

automobilemanufacturersandfinancialinstitutions.
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Thegrowthisvisibleinruralaswellasurbanareas.Accordingtoasurveyconductedby

theNationalSampleSurveyOrganisation,thenumberofruralhouseholdsowningcars

orutilityvehicleshasshotupfourtimesbetween1993-94and2004-05,andmotorcycle

orscooterownershavegrownfrom 11.6percentto26.0percent.Inthisperiod,the

numberofurbanhouseholdsowningcarsorutilityvehicleshasmultipliedfrom 1.2per

centto4.6percent,andmotorcycleorscooterownershaveincreasedfrom 11.6per

centto26.0percent.

TodayIndiaisthesecondlargesttwo-wheelermarket,thefourthlargestcommercial

vehiclemarketandthe11thlargestpassengercarmarketintheworld. Bytheyear

2016itisexpectedtobecometheseventhlargestpassengercarmarket.

Indianpassengervehiclesalesareprojectedtogrow around15percentannuallyto

reach2.1millionby2010,accordingtoFrost&Sullivan.Accordingtoconsultingfirm

Keystone,asubsidiaryofLaSalleConsultingAssociates,Indiawillbecometheworld's

thirdlargestautomobilemarketby2030,behindonlyChinaandtheUS.

Littlewonder,then,thateverysignificantcarandtruckmakerintheworldismakinga

beelineforIndia,withambitiousinvestmentandexpansionplans.Afterplayingaround

inthemid-sizeandbigcarendofathesmallcar-dominatedautomarket,Toyota,Ford,

Honda,MitsubishiandGeneralMotorshavedecidedtolaunchtheirownsmallcarsin

thenextthreeyears.That’swherethevolumesare.

Nottobeoutdone,newentrantsVolkswagen,RenaultandCheryAutomobiles,China's

biggestcarmaker,haveannouncedtheirplanstolaunchsmallcarsintheIndianmarket.

BMW willalsointroduceasmallcar;youcanbesurethatwhileitmaybesmallinsize,

notbyitspricetag.

InIndiaThesmallcarsegmentiscurrently(September2007)dominatedbySuzuki

subsidiaryMaruti;HyundaiandTataMotorsaretheotherstrongplayersinthissegment.

Asurprising(butperhapsnotsuchasurprising?)new trendisIndia’semergingasan
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automotive vehicle and componentexporter.According to the Society ofIndian

AutomobileManufacturers,automotivevehicleexportsgrew25.4percentin2006-07.

Passengervehicleexportsrose13percent,twowheelersat20.65percent,commercial

vehicles22.57 percent,and threewheelers87.16 percent.India isbecoming a

manufacturingbaseforcarexports.

Indiaexported198,478cars-about13percentofthenumberproduced.By2010,the

countryisslatedtoexportamillioncars,orathirdoftheprojectedproductionof3

millioncars.

PROBLEM STATEMENT

Considerhowamaterialmightflowfrom acompany’ssupplierthroughthecompanies

operation,andthetoitscustomers.Anincreasinglypopularperspectivetodayistoview

theflow ofmaterialsfrom suppliersallthewaytotheconsumersasasystem tobe

managed.Thisperspectiveiscommonlyreferredtoassupplychainmanagement.

In the broadersense itrefers to the way thatmaterials flow through different

organizations;Startingwithbasicrawmaterialsandendingupwithproductsdelivered

totheultimateconsumer.Egconsiderthesteelusedinautomobilebodies,mining

companyfirstonlytheironorefrom thedirt.Theironoreisthensenttoasteelmill,

whereitisprocessedwithothermaterialstoform largesteelingots.Theseareagain

soldtoanothersteelcompany,wheretheyareheatedrolledintolongthinsheetsand

annealed.These rolls are then sentto automotive manufacturers thatare either

specializedinmakingdoors,andinnerandouterbodypartsofthecars.Theautomobile

isthensoldtosomecardealershipthatperformssomefinalpreparationwork,suchas

addingpinstripestothesidesetc.finallytheultimateconsumerpurchasesthevehicle

orcarfrom thedealerwhoisthelastlinkinthesupplychain.

Oneofthekeydriversofindustrialdevelopmentliesintheintegrationoflocalfirmsinto

globalsupplychains.Themosthighlydevelopedsupplychainisthatofthecarindustry,
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andoverthepastdecade,ChineseandIndiancompanieshavebeguntoplayamajor

roleinitsextension.Centraltothisdevelopmenthasbeenthearrivalinbothcountries

ofawaveofinternationalcarmakers,oftenoperatingasjointventureswithlocal

partners.Asthisnew generationofcarmakersdevelopthedomesticsupplychainin

sourcing theirown needs,theyinteractwith localsuppliers (some ofwhom are

themselvesmultinationaljointventures).Thetransferofproductionknow-how that

resultsdrivesadvancesinproductivity,butmoreimportantlyitdrivesadvancesin

productquality,withoutwhichexportingprospectsremainpoor,howeverlow their

prices.

BACKGROUND

The1990ssawaremarkabletransformationofthecarindustryinbothIndiaandChina.

Atthebeginningofthedecade,therehadbeenonlyaverylimitedinvolvementof

multinationalfirms,andtotalproductionvolumesinbothcountriesremainedmodest.In

1991,Indiaproducedabout209,000cars,whileChinaproducedabout81,000.Foreign

involvementinChina,uptothatdate,hadbeenverylimited:anearlyjointventureby

Chryslertoproducejeeps(“BeijingJeep”)hadbeenmarkedbycontinuingdifficulties.In

India,however,alinkupwithSuzuki,formingtheSuzuki-Maruticompany(now Maruti

Udyog) led to early success. The once dominant Hindustan Motors,whose

‘Ambassador’model(essentiallythe1960svintageMorrisOxford)hadbeenIndia’s

biggestsellingcarfordecades,lostmarketshareatadramaticratetothenewSuzuki-

Marutimodel,whichwentontocapture70%ofpassengercarsalesbytheearly1990s.

TheSuzuki-Marutiplant,locatedoutsideDelhi,developedanetworkofsuppliersduring

theearly1990s.Someofthesewerejointventures,inwhichSuzuki-Marutihelda

substantialstake,whileotherswereindependentdomesticfirms.Inbothcases,Suzuki-
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Marutiworkedwithsupplierstoestablishinternationalbestpractice,andtoachieve

high levels ofproductivityand quality.From the early’90s onwards,a wave of

multinationalfirms entered both markets.In both countries,these entrants were

requiredtoachieveahighlevelofdomesticcontentwithinaspecifiedperiod(typically,

70% within3years).Foratleastsomeofthenew 9entrants,thiswasseenasan

unreasonable target,as domestic suppliers could notmeetthe price and quality

requirementsofthecarmakers.Achievingthe70% targetrequiredthecarmakersto

switchrapidlyfrom arelianceonimportedcomponentstosourcingfrom localvendors;

andthisinturngavethecarmakersastrongincentivetoworkcloselywith(first-tier)

suppliers,toensurethatqualitystandardsweremet,withinanacceptableprice.Bythe

endofthedecade,carproductionhadincreasedbyafactoroftwoandahalfinIndia

(from 209thousandunitsin1991to564thousandin2001),andbyafactorofalmost

nineinChina(from 81thousandin1991toover703thousandin2001).Overthesame

period,thesupplychainhadundergoneamajortransformation.Thenewgenerationof

multinationals worked closely with localsuppliers to achieve high standards of

productivityand quality.Meanwhile,domesticcarmakersin both countriesfaced

intensecompetitionformarketshare,andtheirresponse

wastoupgradeproductivityandqualitylevelsintheirownplants,andtolookforhigher

qualitylevelsfrom their(first-tier)suppliers.

Thecomponentsupplychaindevelopedrapidlyinbothcountriesoverthedecade,with

the value ofcomponentproduction almostdoubling from 1997 to 2001 in both

countries.By2001,China’scomponentoutput,andexports,exceededIndia’sbyafactor

ofabout.India’stop10componentexporters,however,hadtotalexportsalesofabout

two-thirdstheleveloftheirChinesecounterparts.Ofthesetop10Indianexporters,six

weremultinationaljointventureswhilethreeform partofasingledomesticgroup(the

T.V.S.group),.OfChina’stop ten componentexporters,fourhave one ormore

multinationaljointventurepartners,whilesixaredomesticfirms.

SCM PERSPECTIVES



12

THEDEPTHANDSTABILITYOFTHECHAIN

Hereweaim toexaminethedegreetowhicheffortsmadeinbothcountriestodevelop

localsuppliers in tandem with the arrivaland expansion ofthe new wave of

multinationalcarmakershavesucceeded.Theaim underlyingthedomesticcontent

rulesimposedonthenewarrivalswastobringaboutthedevelopmentofapopulation

ofhighqualitydomestically-basedsuppliers;towhatextenthasthissucceeded,andwill

thesesuppliersretaintheirroleinthewakeofWTOentry.

THEQUALITYOFTHECHAIN

Thequestionhereis,towhatdegreehasinternationalbestpracticebeentransferredto

thedomestically-basedsuppliers(whethertheseareindependentdomesticfirmsor

jointventureswithmultinationalcomponentproducers)?Weaddressthisissue,which

formsourmainfocus,from twoangles,lookingfirstatacomparisonofsupplierquality

experiencedbytwinnedpairsofbuyersinIndiaandChina,andthenturning,inthenext

section,toadetailedexaminationoftwoparticularcomponents(seatsandexhausts)

thatlendthemselvestocross-plantandcrosscountrybenchmarkinginrespectofboth

productivityandquality.

THEDEPTHOFTHECHAIN

Thedegreeofdevelopmentofthesupplychainmaybegaugedbyexaminingtheextent

towhichcarmakerschoosetobuyincomponents,ratherthanmanufacturein-house.

Toinvestigatethis,wevisitednineChineseandsixIndiancarmakers,andrecordedthe

inhouse versus buy-in decision forallmajorcomponents,assemblies and sub-

assemblies.Itisworthnotingthatthedecisiontomanufacturein-house,ortobuyin,is

asubtleone.Whenthecarindustryfirstdevelopedintheearlyyearsofthe20thcentury,

almostallcomponentswereboughtin.Bythemiddleofthetwentiethcentury,in-house

productionwasthenorm formajorcomponents.Overthepastfewdecades,thepattern

hasmovedheavilytowardsbuying-in.Theissueofinteresthereisthedegreetowhich

carmakershaveaccesstoadequatelocalsourcesofsupply.Ifthesupplychainiswell
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developed,thenweexpecttoseeapatterninwhichonlyacoupleofkeycomponents

(thecylinderheadandblock)arealmostalwaysmadein-house;acentralgroupofkey

components,assembliesorsub-assembliesmaybeoutsourcedormadein-house;

whileafinalgroupoflesscentralcomponentsarenormallyoutsourced. Thetable

omitsalargenumberofitemsthatarevirtuallyalwaysoutsourced.

TABLE:CategoriesofComponent

GROUP1(NORMALLYMADEINHOUSE) GROUP3(NORMALLYOUTSOURCED)

CylinderHead

CylinderBlock

Pistons

Timingbelts

Clutch

Exhaustsystems

Bumpers

Seats

Brakingparts

GROUP2(OFTENOUTSOURCED)

Enginemounting

Bumpers

Crankshaft

Seats

Camshaftandvalve

Doorpanels

ThepatternforIndiaandChinaisasfollows:
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•TheCylinderheadandblockaremadeinhousebyeightofthenineChinesefirms,but

threeofthesixIndianfirmsoutsourcethem.

•Forthesecondgroup(seeTable2.4),thereisanevenbalancebetweenin-house

productionandoutsourcinginbothcountries.Thefractionofin-houseproductionin

Chinais49% (i.e.ofthe10componentsacross9producers,thereare44instances

where the componentis bought-in against46 where itis made in-house).The

corresponding figure forIndia is 55%.This suggests a very similarpattern of

outsourcing in both countries.A detailed examination ofthe pattern shows no

anomalies:foreachofthesecomponents,andforbothcountries,betweenone-third

andtwo-thirdsofthefirmsareoutsourcingthecomponent.Inalargeproportionof

cases,thesupplierisajointventurewithamultinationalcomponentsupplier,oran

affiliateofthe(foreign)carmakers.ForChina,45%oftheoutsourcinginstancesin17

Group2forwhichtherelevantinformationwasavailablecamefrom ajointventureor

affiliateofthecarmaker;thecorrespondingfigureforIndiais55%.

•Forcomponentsinthethirdgroup,outsourcingisalmostuniversalinbothcountries.

Forthese13components,thenineChinesefirmshavea90%incidenceofoutsourcing,

whiletheIndianfirmshaveanincidenceof83%.Whatthesefiguressuggestisthatcar

makersinbothcountriesshow asimilarpatternofoutsourcing,andthispatternis

consistentwithwhatwewouldexpecttoobserveinanenvironmentwheretherewere

noseriouslimitstotheavailabilityofsuitablelocalsuppliers.

SUPPLIERQUALITY

Assessingthequalitylevelsachievedbyfirmsindifferentpartsofthesupplychain(as

conventionallymeasuredbythefractionofpartsfoundtobedefective)bythebuyer

posesanumberofdifficulties:

i.Sometypesofcomponentposegreaterproblemsthanothersinmanufacturing,and

sodefectratesforbestpracticeproducerswillvarywidelyfrom onecomponentto

another.
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ii.Systematicdifferencesinlevelsofqualitymaybeexpectedaswemovedownthe

supplychain,from first-tiertosecond-tiersuppliers,andsoon.

Inlightofthesedifficulties,weattacktheproblem intwoways.Inthissection,welook

atthreetwinnedpairsofbuyers,oneinIndiaandoneinChina,chosenfortheirclose

similarityintermsoftherangeofcomponentstheybuy.Weexaminethedistributionof

qualityacrosseachbuyer’ssuppliers.Thismethodallowsustoobtainasnapshotof

thequalityofthesupplychainatthreedifferentpoints.Thestrengthofthismethodlies

inthebreadthofcoverage:wearelookinghereatawiderangeofcomponentssupplied.

Inthenextsection,weadoptacomplementaryapproachbylookingatthepicturefrom

thesupplier’sside.Wetaketwospecificcomponents(seatsandexhausts)andlookat

halfadozensuppliersofeachcomponentineachcountry.Thisallowsustoexamine

therangeofperformanceacrossdifferentsuppliersofthesameproduct.Inthissection,

then,weadoptthefirstapproach,viz.examiningtwinnedpairsofbuyerfirms.Thefirst

pairoftwinnedfirmsarecarmakers.Eachisarecentlyestablishedmultinationalfirm.

Havingbeenestablishedlessthanadecade,eachofthesefirmsbenefitedfrom the

earlydevelopmentofthelocalsupplychainthattookplaceuptotheearly1990sineach

country.Eachfirm hastakenadvantageoftheoptionofinvitingsomeofitshome

countrysupplierstosetupjointventureswithlocalfirmsinordertoensuresupplier

quality.ThehistogramsinFigure2.1showtherangeofquality,asmeasuredbydefects

foundinincomingcomponents–expressedin‘partspermillion’defective.International

bestpracticeforcarmakersintheU.S.,JapanandEuropecurrentlyaimstobringthe

largemajorityofsuppliersunder100ppm.ThehistogramsfortheIndianandChinese

companiesarefairlysimilar.

Supplychaincanform complexnetworksinvolvingmanycompaniesandmaterials.A

raw materialcanbeusedinmanydifferentfinishedproductsproducedbynumerous

companies.Co-ordination ofallcompaniesinvolved in thesupplychain,including

effectivecommunicationiscrucialinprovidinghighqualityfinishedproductsinatimely



16

mannerand atthe lowestcostpossible forthe company.From an operations

managementperspectiveforaparticularcompanythatisinmiddleofasupplychain,

onlyaportionofsupplychainisofparticularinterest.Soformostofthecompaniesthe

mostrelevantaspectofSCM involveallmanagementfunctionsrelatedtotheflowof

materials from the companies directsuppliers to its directcustomers;including

purchasing,warehousing,inspection,production,materials handling,shipping and

distribution.

Thereareabout6,350smallandlargecomponentmanufacturersinIndia,outofwhich

about350 are in the organized sectorand are registered with the Automotive

ComponentsManufacturersAssociation.Thereisasizeablereplacementmarketfor

partsandcomponents,butthismarketisheavilydominatedbymanufacturerswhosell

unbrandedproductsatverylow prices.Thecomponentmanufacturersthereforehave

torelyonassemblersinthedomesticmarket.Theindustryhadaturnoverofabout$2.7

billionin1995-96.Althoughthisisnotimpressive,industrysaleshavebeengrowingat

nearly35%since1992-93,andturnoverisprojectedtoreachabout$6.4billionbythe

year2000.Exportsareprojectedtoreach$565millionbytheyear2000.Toolingcosts

forsuppliersremainthesamefor10,000unitsorfor100,000units.Tillassemblers

achievevolumes,itisnotprofitableforsupplierstoacceptorders.Assemblersarethus

forcedtoimportcomponents.Thispushesupcostsandcurrentlypricesaswell,which

inturnaffectssalesandgrowth.Marutidevelopedaqualityvendorbaseoveraperiod

of10years.However,newentrantscanexpecttodevelopasupplierbasefaster.The

Indian auto componentindustryhas had some success in developing parts and

components including collapsible steering columns,brake linings,powersteering,

catalyticconvertersandcentrallockingsystems.Currenttechnologyupgradationisin

plastics,trims,electronics,antilockingbrakingsystems,andenvironmentandsafety

relateditemsandmaterials.InternationalsupplierfirmsarelookingforIndianpartners

inavarietyofareas.Thirteennewjointventureswereformedin1995,andmanymore

technicalcollaborationsarebeingfinalized.Alargebusinessdelegationfrom CLEPA,

the

LiaisonCommitteefortheEuropeanAutomotiveComponentsandEquipmentIndustry,



17

visitedIndiainFebruary1996.FurthercollaborationbetweenIndianandEuropean

suppliersislikelytotakeplace.Industryanalystsexpectthatproductsmadebynew

jointventureswillnotonlyservetheIndianmarket,butwouldalsobeexported.Export

focusisshiftingfrom traditionalmarketsinAsia,theMiddleEastandAfricatoNorth

America,EuropeandAustralia.
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DISTRIBUTIONCHANNEL

ThedistributionenvironmentforautomobilesinIndiaisquitedifferentfrom thatof

mostadvancedcountries.Suchdifferencesexistintypeandsizeofdealers,numberof

dealers,carsupermarkets,verticalintegration,functionsofdealer,bookings,financing,

manufacturer-dealerrelationship,numberofcarssoldperdealer,margins,andmarket

environment.Havingoperatedforyearsinasupply-constrainedindustry,mostcar

dealersinIndiawouldneedtoadjusttoasituationwherethe customerhasawide

choice.Inthecurrentautomarketingsystem,thedealer

orderscarsinadvanceina p̀ush'system drivenbytheautomakers'agendas,andin

turnthedealerhastobendthecustomer'srequirementstoexistingstock.Thetypical

Indian auto dealerhastraditionallyconfined hisroleto collecting paymentsfrom

customersandsupplyingthecartothecustomerafterhereceivesitfrom thefactory.

However,withwiderconsumeroptions,autoretailinginIndiaissettochange.Thenew

multinationalcompaniesaretryingtorevolutionizetheconceptsofcardeliveryand

after-salesserviceinIndia,andarecomingoutwithseveralinnovativeretailingideasto

wincustomers.Customersaredemandingmorevoiceintheoptionstheywantandthe

carstheybuy.Thisinturnwillforcedealerstobemorecustomeroriented.Theemerging

system of c̀ustomerpull'translatesto empowering thecustomerand creating a

genuinesymbiosisbetweenthecustomer,thedealer,andtheautomaker.Technologyis

playingamajor,possiblyrevolutionaryroleinthisnew thinkingandisincreasingly

expressingthevoiceoftheconsumer.Dealerswouldneedtochangetoaddressthe

newmarketconditions.Thesefactorswouldrequireevenbettercoordinationbetween

themanufacturerandthedealer.Withgreatercompetition,theIndiancarmanufacturers

anddealersarealsolikelytoadoptadvancedcountrypractices,likelargedealergroups,

multipleoutletsperdealer,company-owneddealers,highersalesperdealer,higher

margintodealers,changingrole

ofthedealerasaretailer,etc.
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METHODOLOGY

HYUNDAI-INDIA

Inthelate1990s,carmanufacturerslikeFord,GeneralMotors,andFiatwerefaring

miserablyintheIndianmarket.Marutihadamarketshareofawhopping79percentin

thepassengercarsegment.DaewooandTelcowerecreatinghypeovertheimpending

launchesoftheircarsMatizand Indica,respectively.In suchascenario,thetop

managementofHyundaiMotorIndiaLtd,whichhasSouthKoreanorigins,hadatough

decisiontomake.Itwasabiggambletogoaheadwiththelaunchofthesmallcar

–Santro.TheHyundaimanagementstucktoasimplestrategy– launchaquality

productin the mostpromising segmentwith the latesttechnology and price it

aggressively.Inthepre-launchperiodinlate1997,thecompanycommissionedmarket

researchprojecttounderstandtheIndianconsumerpsycheandspecifyabenchmark

forthepricingpolicy.Theresultsofthissurveyandtheactionstakenthereafterhada

bearinguponthesuccessoftheproductlateron.TheIndianconsumersshowedan

immensedisliketotheshapeofSantro.Oneconsumerevenlikenedittoa“funeral

hearse”.AsecondimportantresultwasthatHyundaiisanunknownbrandwithalmost

zerobrandequityamongstIndianconsumers.Thecompanyimmediatelyundertookthe

initiativeofreshapingandcustomizingthecarfortheIndiancustomer.Thetallrearend

wasreducedandmademoreaestheticallyappealing.TheSantrowasallsetforthe

Indianlaunch.Hyundaiwasstillconfusedoverthelaunchwhetherto goforitnot.But

atlasttheydecidedtocontinuewiththelaunchaspertheschedule.Buttheyknowthey

willrequiregoodsupplychainstrategyinIndiatodefendthelaunch.
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MARKETINGGENIUS

Herecamethemostimportantaspectofthelaunch–themarketingstrategy.Thiswas

afactorthatcouldmakeormarthesuccessoftheSantro.Hyundaitiedupwiththe

advertisingagencySaatchiandSaatchi,whohituponanovelstrategy.Bollywoodstar

ShahRukhKhanwasropedintobethebrandambassador.Athree-prongedstrategy

wasdesignedtoattracttheconsumer:

 EducateIndianConsumersaboutHyundai

 CreatehypeandexpectationsabouttheSantro

 ExplainthevirtuesoftheSantro

TheTV &PressCampaignbrokeinJune1998.TheinitialTV spotsandthepress

campaignshowedShahRukhKhanbeingapproachedbyaHyundaiofficialtoadvertise

theSantro.ShahRukhwasnotconvincedaboutHyundaiandhewasshowntoaskall

questionsanormalIndianconsumerisexpectedtoask.WhatisHyundai?WhyshouldI

advertisefortheSantro?Willitmatchcustomerserviceexpectations?Whatabout

dealernetworks?HowcananinternationalcarmeettherequirementsofIndianroads?

Asthecampaignwentthroughallofthesequestions,theHyundaiofficialanswered

ShahRukhKhan.Bythetimethecarwasactuallylaunched,ShahRukhKhanproclaims,

“heisconvinced”.HedeclaresthatheisnowreadytoadvertisetheSantrosinceheis

certainthattheSantroisthecarforIndia.Thishighprofilecampaignbackedbysome

veryinnovativemediabuying,whichwentformaximum coveragewiththeminimum

budget,brokeallgroundsintermsofcreatingconsumerexpectationsandhypeinthe

market.AlongwiththeAdvertisingCampaign,theSalesTeam workedburningmidnight

oilincreatingthedealernetworkacrossthelengthandbreadthofthecountry.Thewide

dealernetworkwouldprovetobeinvaluableinensuringthattheSantrowouldbe

availabletoanyonewhowantstobuyit.Animportantpre-requisiteforthedealer

networkwasafullyfunctionalworkshopareawithimportedinternationalstandard

equipmentandengineerstrainedinHyundai’sparenttrainingcentreinSouthKoreaand

localisedtrainingprovidedintheChennaiPlant.The360°campaignwithSHAHRUKH

KHANworkedasawonderforHYUNDAI.ItcreatedahugesuccessintheIndianmarket
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andforthefirsteveritwasseenthatMarutiwasgoingtoloosetheirmarketshare.

September23,1998sawthelaunchoftheSantro.Therewasanunprecedentedrushfor

bookingsinspiteofthefactthatHyundaiwasacceptingbookingsonlyagainstfull

paymentforthecarandbookingwasopenedonlyforafewdays.Hyundaiclosedthe

calendaryear1998withsalesof8,447.Thenextyear(October1998-August1999)saw

Hyundaiconsolidatingitsmarketshare,asthesefiguresofmonthlysalesshow:Thus,

the cumulative sales during October1998-August1999 were 42,283 units.This

accountedfor30percentofthemarketshareinthesmallcarsegmentand10percent

oftheoverallautoindustry.Withinayearofitslaunch,theSantrohaddislodgedthe

MarutiZenastheno.1carinitscategoryandslippedinbehindMarutiSuzukiasthe

no.2carmanufacturerinIndia.ThelaunchoftheDaewooMatizandtheTATAIndica

failedtodampenthedemandfortheSantro.EversincethehistoriclaunchoftheSantro,

Hyundaihasconsistentlytakentheno.1spotinallthesegmentsofthepassengercar

industryinwhichithadlaunchedaproduct.Santrostandstallundisputedlymarket

leaderinthecompactcarsegment.Thetoolbehindthesuccessfullaunch– the

marketingcampaign– wonnumerousawardsforitsinnovativeconcept,previously

unheardofinIndia.Thiswasacaseofcelebrityendorsementwiththecelebrityactually

notadvertisingtheproductbutplayingtheroleofacommonIndianconsumer.Thus,

thelaunchoftheSantrostandsasanexcellentexerciseinunderstandingconsumer

needsandlucrativeportrayalofaproducttocapitaliseonitsdesign.

WithMarutilosingitsshareinIndianmarketandnonew variantwascreatinghype

HyundaienteredintothemarketwithSANTRO in1998.Andcreatedhugecampaign

withSRKandgainedhugesuccess.Thebrandcreateditsequityafterthatanditcanbe

seenfrom themarketshreofHyundaiMotorstill2007-08howithascreatedsuccessin

theIndianmarketwhichwasnotsoeasy.
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HYUNDAI-MARKETSHARE

FIG10:MarketShareOfHYUNDAI(2007-08)
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RESULTSANDDISCUSSIONS

SOMEKEYFACTSANDFIGURES

Automobile,putthehorsesonrestandchangedthewayoflivingformankind,is

awheeledpassengervehiclethatcarriesitsownmotor.Theterm 'automobile'is

derivedfrom GreekandLatinwords.'Auto'inGreekmeans'self'and'mobiles'in

Latin means'movable.'Thephraserefersthefactthatit'movesbyitself.'

Automobileusedtobealsoaddressedas'motorwagen'or'horselesscarriage'.

ThefirstautomobilerolledinIndiain1897inBombay(now Mumbai).Soon

numberofcarsincreasedontheroadsanditbecamethestatussymboluntil

Marutienteredthemarketin1980swithcarsateconomicalpriceandhighfuel

efficiency. Maruti800 ousted the outdated modelof Hindustan Motors'

Ambassador.Today,theIndianautomobileindustryhasmaturedgreatly.Ithas

becomeoneofthelargestindustriesinIndia,witnessingimpressivegrowth

duringthelasttwodecades.Worldwide,theindustryisgettingrecognitionand

vehiclesaswellascomponentsaremakinggoodprogressintheexportmarket.
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FIG5:CARPRODUCTION(innos.)
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FIG6:MOTORCYCLEPRODUCTION(InNos.)
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FIG6:MUV’SPRODUCTION(inNos.)

FIG7:AutomobileProductionInIndia(innos.)
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ProductionofFour-Wheelersin2005-06

Theproductionoffour-wheelersaregiveninnumberswheretheJapanesecompanies

top.

•JapaniesCompanies-670,379

•EuropeanCompanies-13,347

•KoreanCompanies-57,633

•IndianCompanies-719,098

ProductionofTwo-Wheelersin2005-06

Evenintwo-wheelers,JapaneseCompaniesarethehighestproducer.

•JapaniesCompanies-3,860,915

•IndianCompanies-3,739,886

SEGMENTKNOW-HOW

Amongthetwo-wheelersegment,motorcycleshasthemajorshareinthemarket.Hero

Hondacontributes50% motorcyclestothemarket.InitHondaholds46% sharein

scooterandTVSmakes82%ofthemopedsinthecountry.40%ofthethree-wheelers

areusedasgoodstransportpurpose.Piaggioholds40%ofthemarketshare.Among

thepassengertransport,Bajajistheleaderbymaking68%ofthethree-wheelers.Cars

dominatethepassengervehiclemarketby79%.MarutiSuzukihas52% sharein
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passengercarsandisacompletemonopolyinmultipurposevehicles.Inutilityvehicles

Mahindraholds42%share.Incommercialvehicle,TataMotorsdominatesthemarket

withmorethan60%share.TataMotorsisalsotheworld'sfifthlargestmedium &heavy

commercialvehiclemanufacturer.Thefutureoftheautomotivemarketisfarfrom

beingsaturated.Ithastremendousscopeforvolumegrowth.Thefollowingfigures

illustratethisfact.

FIG8:PerCapitaPassengerCarPenetrationper1000

Increasedaccesstocreditandlowerinterestratesisboostingconsumerspending

patterns.TheGovernmentisawareoftheincreasingpurchasingpoweroftheIndian

middleclassandhasreactedbysupportingfinancialproductsthatwillinturnseean

increase in spending patterns,therebyspurring sales and volume growth.India’s

rankingintheworldmotorvehicleproductionisnotunimpressive.Itisranked11
th

inthe

sectionofpassengercarsproduction(2004)intop12countriesandinthesectionof

productionofheavytrucksitisranked4
th

intoptwelvecountries(2004).
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FIG9:InterestOnCarLoans&IncomeTaxRatesAndFinancePenetration

Theautocomponentsindustryisincreasingitsexportsandisturningoutworldclass

products.IndiaisoneofthekeysupplierstoOriginalEquipmentmanufacturers(OEMs)

Therearenearly500companiesthathaveISO9000Certification,about250companies

with TS 16949 certification,136 with QS 9000 certification,140 with ISO 14000

certification,32withOHSAS18001certification.Therearecompaniesthathavewon

theDemingPrizeandtheJIPM Award.Suppliersarealsoincreasingembracingmodern

shopfloorpracticessuchasKaizen,TQM,SixSigma,Leanmanufacturing,5-S7-W etc.
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THEINDIAADVANTAGE:

Indiahasthepotentialtobecomeoneofthetop5automotiveeconomiesby2025

basedonitspresentgrowthpotential.Steeredherebythecountry'shighengineering

skills,established production lines,a thriving domestic automobile industry and

competitivecosts,globalautomajorsarerapidlyrampingupthevalueofcomponents

theysourcefrom India.Theindustryispoisedtojumpfrom exportsofUS$1.8billionin

2004-05 to US$ 5.9 billion in 2008-09.According to the Automotive Component

ManufacturersAssociationofIndia,morethanathird(36percent)ofIndianauto

componentexportsheadforEurope,withNorthAmericaaclosesecondat26percent.

In2006,componentsworthUS$2billionwereexportedbyIndiancompanies,75per

centofwhich were boughtdirectly by carcompanies.The originalequipment

manufacturers (OEMs)include firms like GeneralMotors,Ford MotorCompany,

CumminsInternational,Bosch,Volkswagen,BMW,MAN(trucks)andJCB(earthmoving

equipment)amongstothers.Over20OEMshavesetuptheirInternationalPurchase

Offices(IPOs)inIndiatothecomponents.Thisnumberisexpectedtodoublebythe

year2010.Indiaenjoysacostadvantagewithregardtocastingsandforgings.The

manufacturingcostsinIndiaare25to30percentlowerthanitswesterncounterparts.

India'scompetitiveadvantagedoesnotcomefrom costsalone,butfrom itsfullservice

supplycapability.

CLIMBINGUPTHEVALUECHAIN

TheIndianautomotivecomponentindustryhasmadeasustainedshifttotheglobalTier

1marketfortheirproducts.Inthe1990s,theIndianautocomponentsmarketwas

dominatedbysuppliestotheaftermarket,withonly35percentofexportsbeing

sourcedbyTier1OEMs.In2006,itisaverydifferentstory.Today,Indianautomobile

componentmanufacturerssupply75percentoftheirexportstoTier1OEMsandonly

25percenttotheaftermarket.Indiancomponentsuppliershavedisplayedagrowing

capabilitytocatertotheengineeringandproductionneedsofsomeoftheworld's

biggestautocompanies.Thisislargelydueto:

•Proficiencyinunderstandingtechnicaldrawingsandbeingwellconversantinall
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globalautomotivestandards:American,Japanese,KoreanandEuropean

•Appropriateautomationhasledtoeconomicallyattractiveproductioncosts

•Flexibilityinsmallbatchproduction

•GrowingITcapabilityfordesign,developmentandsimulation

Strikingthegrowthchart,Indiancompaniesare:

•increasinginvestmentsinproductioncapacity

•establishingpartnershipsinIndiaandabroad

•investinginoracquiringcompaniesoverseas

•establishinggreenfieldmanufacturingfootprintsoverseas

INVESTMENTS

Globalautomajorsanddomesticgiantsarepullingouttheirpursesandputtingtheir

moneywheretheproductionlinesare.AutopartsmakerRobertBoschofGermanywill

investUS$201.4millioninitsIndiansubsidiariesovertwoyears.Bulkoftheinvestment

willbeinMotorIndustriesCoLtd(Mico)--theBoschflagshipinIndia. Japanese

electronicmajor,HitachiLtd,isplanningtostartautocomponentmanufacturinginIndia

whenitsOEMs-IsuzuMotorandNissanMotor--startmanufacturingtheircarsinIndia.

GKNDriveline,anarm ofUK-basedautocomponentcompanyGKN,planstoopenanew

manufacturingfacilityinIndia.Dubai-basedautoancilliarymajorPartsInternational

CompanyhasplanstoinvestapproximatelyUS$3.6millioninIndiaoverthreeyears.

ThisincludessettingupamanufacturingfacilitymeanttoserviceexportstoCISand

SAARCcountries.FiatIndiaistakingbabystepsinbecomingaglobalsourcinghubfor



32

components.FiathasexportedcomponentsworthUS$8.3millionlastyeartoits

operations in South Africa.GeneralMotors has decided to increase sourcing of

componentsfrom IndiansuppliersandintendstoshippartsworthUS$1billiontoits

globalproductionunitsby2010.

BIGPLAYERSGOHIGH-TECH

TheautocomponentsindustryinIndiaisdominatedbyaround500keyplayers,which

contributemorethan85 percentofIndia'sproduction.Someofthelargest,like

MothersonSumi,SonaKoyoSteeringSystems,RicoAutoIndustries,BharatForge,

AmtekandMahindra&Mahindraarescalingupfrom producingindividualcomponents

tomakingassembliesandsystems,asautomobilemakersseektomanagefewer

vendorsandtrim costs.

GOVERNMENTINITIATIVES

TheGovernmentofIndiaallowsautomaticapprovalforforeignequityinvestmentupto

100percentforthemanufactureofautocomponents.Manufacturingandimportsin

thissectorisfreefrom licensingandapprovals.Thereisnolocalcontentregulationin

theautoindustry.TheengineeringexportpromotioncouncilundertheaegisofMinistry

ofCommerceandIndustry,GovernmentofIndia,overtheyearshasbeenengagedin

promotingexportsofengineeringgoodsincludingautoparts.Amongotherinitiatives

thathavebeeneffectedin2006-07are:

•Reductioninthedutyofrawmaterialto5-7.5percentfrom theearlier10percent.

•SettingupoftheNationalAutomotiveTestingandR&D InfrastructureProject

(NATRIP)atatotalcostofUS$388.5millionforenablingtheindustrytousherin

globalstandardsofvehicularsafety,emissionandperformancestandards.

•FinalizationoftheAutomotiveMissionPlan(AMP)2006-2016formakingIndiaa
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preferreddestinationfordesignandmanufactureofautomobileandautomotive

components.

SWOTANALYSISOFTHEINDIANAUTOMOBILEINDUSTRY

STRENGTHS

1.Costeffectivenessintermsoflabourandrawmaterials

2.Establishedmanufacturingbase

3.Economiesofscaleduetodomesticmarket

4.Potentialtoharnessthegloalbrandimageofthedomesticmanufacturrs

5.Globalhubpolicyforsmallcars(hyundai,suzuki)

6.Customerswithvariedtasteandreadinesstoexperiment.

WEAKNESSES

1.Perceptionaboutqualityandqualitycontromeasures

2.Infrastructurebottlenecks

3.Indianroadconditionsnotfavouringvehiclesofhigherenginecapacityandother

vehicleswhichareagreatsuccessintheotherinternationalmarkets

4.Veryhardtochangetheperceptionofthepeopleonceset.

OPPORTUNITIES

1.Hugemarketpotentialoftheindiancarsinothermarkets(europe,america,africa)

2.More availablity ofchoices ifmore foreign players come into the indian

subcontinent

3.Potentialtoincresemoremarketbaseforindividualplayersintheautomarket

4.Increaseinthautocomponentsindustryifmoreparticipationismadeavailible.

THREATS

1.Othercompetitivemarketslikechina,malaysiawhichcanmakevehiclesand
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automobilesforcheaperpricesandthuspenetratetheindianmarketandcreate

hugeopportunitiesforthemselves.

Withapopulationofonebillion,Indiaisoneofthemostattractivefuturemarketsfor

theautoindustry.Nevertheless,duetotheverylow incomesofthepopulation,the

numberofpassengercarssoldinthecountryisonly600,000unitsayear.Moreover,

newvehiclesalesinIndiaareunlikelytoexceed2millionunitsayearby2010,meaning

thatthemarketwillbesmallerthaninFranceortheUKnowadays.TheIndianmarketis

also very protected from foreign participation.Like mostAsian countries,the

governmenthasconsideredtheautomotiveindustryakeysectorforthedevelopment

ofthecountry.Therefore,itenactedindustrialpoliciesthatincludehightariffs,severe

restrictionstovehicleandcomponentsimports,aswellaslimitstoforeigninvestment.

Smallsize and strong protection have keptforeign OEMs atlarge,which have

overlookedinvestmentintheregion.Intheabsenceofstrongforeigncompetitors,the

localcarmanufacturerMarutiUdyoghasdominatedtheIndianmarketinallsegments.

Salesin1999achievedtherecordlevelof385,000,correspondingalmosttoa60

percentmarketshare(TheIndu2000).Attheverybottom endofthemarket,thereis

littlealternativetoMaruti,andthelow costMaruti800isubiquitousonIndia’sroads.

However,inhighersegmentsofthemarket,Marutiisnow facingsomecompetition

from foreigncarmakers.Someinterestinthelocalmarket,morepossibilitiesforthe

participationofforeignersintheeconomy,butthesamerestrictionstocarimports,is

summoningtheworldplayersintoIndia.Fordenteredthemid-rangemarketwiththe

Ikonmodelandquicklyboostedsalesfrom apaltry180forthemonthofApril1998to

1,600inAprilofthisyear.LikeFord,Hondahasalsomadeinroadsinthemid-range

marketwithitsCity,sellingabout9,500unitsin2000.Mitsubishi,Hyundai,andDaewoo

havealsostartedtoproducevehicleslocally.Bothfirmshavesuccessfullypositioned

theirmodelsbetweenthemid-rangeFordIkonandthebottom-endMaruti800.Asa

resultofthesenewinvestments,Maruti’smarketsharehasfallento56percentinApril

2000,downfrom 76percentinthesamemonthlastyear.Inthesameperiod,Hyundai

raiseditsshareto14percentfrom 8.3percent,Telcotonearly10percentfrom 4



35

percentandDaewooto9.5percentfrom 2.3percent(FinancialTimes14June2000,

TheIndu2000). Nevertheless,thesurgeininvestmenthasalsoledtoamounting

problem ofovercapacity.Estimatessuggestthatinstalledcapacitymaybeabout3

timeslargerthanthatrequired(IndiaInfonline.com 2000),mostlyduetotoomany

assemblers,currently24.Thiswillleadtoaninevitableshakeoutintheindustry,with

mergers and acquisitions between automakers and the closure ofsome ofthe

productionunits.Butsomeautomakersarecounteringtheovercapacityproblem by

lookingatIndiaasabasisofregionalsourcing,ratherthanadestinationmarket.

Daweooisamongtheleadersinthisstrategy.ItscarfactoryinSurajpurincludes

facilitiesto make300,000enginesandtransmissionseach,aswellaspressand

aluminum die-casting.Morethanhalfoftheproductionistobeexported.Unfortunately,

theexampleofDaweooisstillquitesingular.Theoverallautomotivecomponents

sectorishighlyfragmentedandhasimportantqualityproblems.Over300smalland

medium companiesservicedirectlythe24 companiesassembling vehiclesin the

country,withasmuchas5,000othermicrofirmsworkingforthefirsttiersuppliersand

forthereplacementmarket.Mostlyduetoregulation,componentimportdependenceis

alsosmall,with87percentofthedomesticdemandsatisfiedbylocalfirms.Despite

theselevelsoflocalization,theindustryisquitesmallbyinternationalstandards.Sales

in1999werebelowUS$3billion,with10percentofthisvaluecorrespondingtoexports

(IndiaInfoline.com 2000).ThisvolumeofsalesisroughlyequivalenttothePortuguese

autopartsindustry,acountrythatassembleslessthanhalfthenumberofvehiclesof

India,butwherethe150localfirmsexport60percentoftheproduction(Velosoetal.

2000).Smallcapacityandalargemodelvarietyareparticularlyharmfulforsuppliers.

EstimatessuggestthatIndianfacilitiesproducingatoptimalscalesmayenjoyacost

advantageof10to30percentovercompetitorsinotherregionsofAsia,largelydueto

cheaplaborandloweroverheads.Nevertheless,thesecostadvantagesaremitigatedby

lackofvolumeandlowproductivity.Apoorqualityrecord,withclientrejectsintheorder

of2900partspermillion(ppm),tentimestheworldclasslevelof240,islikewisea

source ofconcern.Given this context,itis notsurprising to find mostforeign

automakerstobeunsatisfiedwithIndiancomponentmanufacturers,statingthatthey
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wouldratherpreferfreeimports(IndiaInfoline.com 2000).Liketheoverallmarket,the

suppliersituation israpidlyevolving.Despite a slowdown in 1998 and 1999,the

domesticproductionofcomponentsregisteredacompoundgrowthrate(CAGR)of

almost20percentbetween1994and1999,andsalesareexpectedtogrowatleastat

thesamespeedinthenextyearsandexportsevenfaster.LikeDaewoo,Visteonhas

announcedthatitwillsourcecomponentsfrom Indiatoitsglobaloperations.Other

foreigncompaniesarefollowing.Theleadinglocalfirmshaveestablishedover200

technicalcooperationagreementswithforeignfirmstobeabletoreachinternational

standardsincostandmanufacturing.Asaresultofthiseffort,theindustryaimsto

reachUS$1billioninexportsby2002,averyambitiousobjective(IndiaInfoline.com

2000).Buttheindustryhaslittlealternative.AstheWTOguidelinesenterintoforcein

2001andimportsareliberalized,localfirmseitherbegintocompeteinequalfooting

withforeignersorfaceleavingthebusiness.

ROLEOFSCM INAUTOMOTIVEINDUSTRY

According to the CouncilofLogistics ManagementSupply Chain Management,

“theprocessofplanning,Iplementingandcontrollingefficientandcosteffectiveflowof

materials,in-processinventory,finishedgoodsandrelatedinformationfrom point-of-

ordertopoint-of-consumption,forthepurposeofconformingtocustomerrequirements

asefficientlyaspossible”.Theautomobileindustryhasundergonesignificantstructural

andotherchangesinthelastdecadeorso.Inview ofthepresentglobalisation,

implementation oflean production and the developmentofmodularisation have

changedtherelationshipsbetweenautomobileassemblers(OEMs)andtheirsuppliers,

especiallythoseinthefirsttier.Stiffcompetitionamongmanufacturerswillresultin

moremergersoracquisitions.Thechallengesautomobilemanufacturersandsuppliers

faceincludeimprovingquality,meetingcostreductiontargetsanddevelopingtimeto

market.DiversecustomerneedsHighcostduetohugeR&DinvestmentM&A,strategic

alliancesamongmanufacturesRegulationsforenvironmentandsafety.

FIERCECOMPETITION
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Allthisisdrivingtheorganisationstowardsgreaterproductdifferentiationusingcutting

edge R&D,innovative sales and marketing approaches,and increasing focus on

boosting efficienciesin manufacturing and supplychain.Hence,in theageofe-

businessandglobaloutsourcing,supplychainmanagement(SCM)playsacrucialrole

inmanyoftheseareas.SCM isabest-in-class,high-performancesolutionwhichcanbe

utilised bythe world's leading automobile manufacturer,logistics and distribution

companies,andretailerstoblendthedemandchainwiththesupplychain.SCM helpsin

demandforecasting;takinganorder;givinganaccuratepromise

date;sourcingandmanufacturingtherightgoods;positioninventoryproperly;pick,pack,

andefficienttransshipment;mostimportantly,SCM makesaworldofdifferencetothe

manufacturers by maintaining a minimalfinished goods inventory.Supply chain

managementflowisdividedinto:

a)Productflow

b)Informationflow

c)Financeflow

Theproductflow isnothingbutmovementofgoodsfrom suppliertocustomersand

alsoincaseofanycustomerreturnsorservicerequirements.Theinformationflow

coversupdatingthestatusofthedeliveryaswellassharinginformationbetween

suppliersandmanufacturers.Thefinanceflow encompassescreditterms,payment

schedulesandconsignmentandtitleownershiparrangements.

DRIVINGFORCEFORINDIANMARKET

TheIndianAutocomponentIndustryhasanestimated560companiesoperatinginthis

area(FY2006),givingdirectemploymenttomorethan300,000persons,exporting

goodsworthUS$1.8billion.Exportshaveimprovedfrom 16%(FY2005)to21.5%(FY
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2006)oftotalautocomponentproduction.TheIndianAutocomponentindustryis

largely dependenton OEM’s,which contributes to 60 % ofsales,‘aftermarket’

(Replacementmarket)18.5%andexport21.5%.

FIG1:ProjectedemploymentinIndianAutomotiveIndustry,ACMA

FIG2:ContributiontotheGDP

India'sGDPissettodoubleoverthenextdecadeInpercentageterms,theautomotive

industry'scontributionshouldalsodouble.Indollarterms,thesector'scontributionis

settoquadrupletosome$145bnTheconsequenceisaremarkabletransformationof
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India'sentireeconomiclandscape.

FIG3:AutoComponentsasapercentvalueofavehicle

FIG4:CompositionofExportsasapercent–FY2006

TheAutocomponentIndustryisgraduatingtoworldclass.Opportunityandchallenge,
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bothareby-productsofglobalization.Indiancompaniesarefacingthechallengesby

consistentlytryingtoreachtheworldclassstandards.

•Availingglobalcertification

Detailsofvariouscertificationsarelistedbelow:

NO.OFCOMPANIES CERTIFICATION/AWARDS

456 ISO9000

248 TS16949

136 QS9000

129 ISO14001

9 DEMINGAWARD

4 JIPMAAWARD

AUTOPOLICY:

GovernmentofIndia,undertheEXIM policy,hasdesignatedautocomponentsasa

“ThrustSector”,allowingautomaticapprovalofforeignequityparticipationupto100

percentformanufactureofautocomponents.

Continuedimporttariffreduction:

YEAR TARIFF(%)

2001 35

2002 30

2003 25

2004 20

2005 15

2006 2.5
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With more businesscoming from USA and European Union♣ ,exportsare more

remunerativetothesecountries,forwhichChinaandIndiaarelookedatasprospective

destinations.FocusareasareR&D,Qualitycertifications,capacityexpansionandGlobal

marketing-Initialcostmaybehigh,butwouldproveremunerativeinthelongrun.With

mountingpressurebyOEM’storeduceprices,mostoftheautocomponentsuppliers

from NorthAmericaarefilingforBankruptcy.Nowisthephaseofconsolidationglobally.

Industryexpertsareoftheview,thatlittleover100,Tier–I,supplierswouldsurvivein

thecomingyearswithmorethan50percentoutsourcing.

GlobalsupplierpresenceinIndia:

 Delphi:SteeringSystem andWiringharness

 Bosch:Sparkplugs,FuelInjectionequipments,OilFilters

 Denso:Autoelectriccomponents,alternators,fuelpumpsandRadiators

 Lear:ElectronicandAutoelectricalcomponents.

 JohnsonControls:SeatingSystemsandControls

 Visteon:Airconditioning,enginecoolingsystems.

 TRW :Enginevalvesandsteeringsystem,Brakingsystem andautoelectric

components

 SiemensVDO:Automotivedashboardinstrumentsandaccessories.

 DANA:Clutch,Pistonrings,axlehousing.

 ZF:Hydraulicpowersteeringgears,steeringcolumnsandshafts.

 GKN:Driveshaftassemblies,CVJoints,Sinteredbearingparts,filters.

INDIANAUTOCOMPONENTSMARKET

Indianautocomponentsindustryiscurrentlyquitesmallcomparedtoglobalstandards

withoutputofUSD4.1BioandinvestmentofUSD2.1Bio.in2000.Comparedtothis,

large multinationalfirms in the sectorhave turnovers in excess ofUSD 20 Bio

individually.Theotherfeatureistheextremefragmentationoftheindustrydrivenbyour

pre-liberalisationpolicyofsupportingsmallindustriesandlicensingcapacities.

Theleveloffragmentationisindicatedinthetablebelow:



42

TURNOVER(USD) NO.OFCOMPANIES

<1 101

1-10 202

10-20 50

20-30 21

>30 28

Giventhepoorpicturepresentedabove,whyisitthatthereisstronginterestinauto

componentssectortoday?.

Therearethreereasonsresponsibleforthis:

1.Inthelastdecade,mostoftheleadingIndianautocomponentcompanieswhere

exposedtosupplyingtomultinationalautomanufacturerswhohavesetshopin

IndialikeFord,Hyundai,GM,etc.Thisraisedthebarforqualityandprocess

orientation.Asaresulttherewasdramaticimprovementsinqualityofproducts

andinprocessparameters.

2.Thelast5-6yearswereplaguedbyovercapacityasaresultoflargecapacity

additions during high growth 1995-97 period.This forced auto component

companiestorestructureandcutcoststosurvivethisbadphase.Thishas

improvedtheircostcompetitiveness.

3.Thisphasealsoensuredthatthecompaniesfocusonexportsinaconsistent

mannertoensurethatthelargegapsincapacityarebridged.Earlier,exportswas

alwaysacapacityfiller.Howevermostlargefirmshavechangedtheattitudeand

havestartedfocussingtheexportsto insulatethemselvesfrom thevolatile

domesticmarket.Manyofthem havesetsignificanttargetstoimprovetheshare

ofexportsfrom lessthanfivepercentoftotalsalesinmostcasesto25–50%of

sales by the end ofthis decade,having realised theircapability and the
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opportunity.

SUGGESTIONSANDCONCLUSIONS

Indianautomobileandautocomponentsindustryisonarollandthereisanimmense

scopeformanagementforenhancingthesupplychainofthesector.Indiahasbecome

afavourabledestinationforforeigncompaniestoestablishtheirfacilitiesandform

alliances with domestic companies.Low costofmanufacturing and conducive

governmentsupporthavebeenthemajordriversforforeigncompaniesinvestingin

India.India’slargeyoungpopulation,higherGDP growth,andmostimportantlyper

capitapassengercarpenetrationislowat8.5carperthousand

population,whichcreatesgreatopportunityforindustryplayerstoofferanaffordable

four-wheeler alternative to the two-wheeler customers. According to Planning
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CommissionofIndia,Indianautomobileindustryisexpectedtogrow atCAGRof15%

overthenextfiveyears.TheIndianeconomyisnowgainingmomentum intheworldof

freetradeandliberalmovementsofgoodsandservicesbetweencountries.Therefore,

efficiencyinsupplywillbecriticalforIndia’s

automobilesuccess.
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RECOMMENDATIONS

Themarketisgrowingatabout25%forthelastthreeyears.Inthehighlypricesensitive

market,

reductionofpricesbecauseoflowerdutiesandtaxesandprogressiveindigenization,

andrisingmiddleclassincomesarelikelytofurtherincreaseindustrygrowthrate.

Penetrationinruralandsemiurbanareasisextremelylow andcouldprovidefresh

markets.New entrantswillhavetodealwithuncertaintyofdemand,differentand

evolving customerneeds,a relativelypoorsupplierbase,a marketcrowded with

competitionandindustrywidecapacityshortages.However,ifthereisashakeoutas

many analysts expect,furtheropportunities forsurvivors willopen up.Another

implicationisthatIndiacouldemergeasasignificantmanufacturingbaseforexports.

Thesupplierindustryisalsogoingthroughmassivegrowth,althoughfrom asmallinitial

base.ExceptforTelco,productdevelopmentcapabilities are very low among

establishedindigenousassemblersandsuppliers,andtheindustryhassomewaytogo

beforeitbecomesworldclass.
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InnovativemethodsofproductiontoaddvalueforEngineparts,Drive,Transmission&

Steeringparts,Suspension&brakingpartswhichalmostconstitute55%oftotal

value.

 Importtechnology,Collaboratewithcomponentsupplierstovarioushighend

componentconsumerlearningcurve.

 Lookforpossiblesupplyofanassemblyratherthancomponents,whereIndia

hasanedgeoverothercountries.

 AutoSuppliersshouldbemotivatedfrom timetotime.

 Governmentslongterm policies-bothLocalandExportingcountries.
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