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The Indian automotive sector has 
traditionally pinned its hopes on labour 
arbitrage and the unmatched demographic 
dividend to drive its growth. However, with 
the economy growing and inflation rates 
rising, labour costs have also shot up, which 
has offset that advantage to an extent. Lack 
of automation and investment in technology 
and talent has resulted in higher costs, lower 
efficiencies and stunted growth.

‘The inevitable comparison’
China’s automotive sector also went 
through a similar evolution cycle.  
According to industry statistics by 
Organisation Internationale des 

Constructeurs d’Automobiles (OICA), in 
1960 the country’s motor production 
capacity was 50% less than that of India. 
Today, China is the biggest car-producing 
country in the world, accounting for over 
25% of total global vehicle production. 
India, on the other hand, accounts for a 
mere 4.5%of global output. 

Like India, China had the advantage of  
a large population and low labour costs.  
So what has been the differentiating factor 
that has led to this meteoric rise of the 
Chinese automobile market in a span of  
just over 50 years? 

The primary reason appears to be  
the manufacturing-friendly economic 

The Indian automotive industry has had a  
lot of potential to grow in the last 25 years. 
However, it has not lived up to that promise.

“If India can  
de-bottleneck some  
of the congestion in 
the economy, then the 
long-term potential of 
the automotive market 
cannot be doubted.” 
Executive Vice President HR of 
leading multinational construction 
equipment company

Source: OICA world motor vehicle production statistics
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After a few years of stunted progress, the Indian 
auto industry seems to be bouncing back. 
Industry leaders believe that ‘revival is imminent’.

“If the question is 
whether India will 
become the third-
largest auto market  
by 2020, then one 
cannot say that with 
absolute certainty.” 
CEO of leading multinational Tier-1 
component manufacturer

environment, coupled with investment  
in infrastructure, technology and talent. 
These have not only spurred the rapid 
growth in China, but have also left India far 
behind in this competitive race to become 
the preferred global manufacturing hub. 

Undeniable potential
India must take inspiration from China’s 
growth story, with a confident belief that  
‘if China can do it, so can India’. 

The Indian Prime Minister Narendra  
Modi recently launched the ‘Make in India’ 
campaign. Success in achieving Mr Modi’s 
vision will depend on the Indian 
government’s ability to provide the 
infrastructure, governance and policy 
leadership from which the Chinese 
automotive sector has benefited. 

However, the Indian automotive sector 
will itself have a crucial role to play in 
capturing the opportunities presented to 
India as a nation, at what seems to be a 
crucial economic crossroad for the country.

The industry speaks….
Odgers Berndtson surveyed top business 
leaders from the Indian automotive sector, 
seeking their views regarding the direction 
of the industry over the next five years  
and beyond. 

We probed them about the sector’s 
priorities, what they perceived as the 
industry’s inherent challenges, and their 
opinion about  leadership capability  
within the sector.

The survey was conducted on the condition  
of anonymity. The comments, therefore, are  
not attributable to a specific individual or  
her/his company. 

Direction of travel 
India is a highly under-penetrated market 
for this sector. At a motorisation rate of  
15 cars for every 1,000 people, India has 
one of the lowest car penetration levels 
among developing economies. China,  
for example, is at 60; and, at the  
extreme end of this spectrum, the USA  

has 800 cars for every 1,000 inhabitants.1

With the rise in middle-class purchasing 
power, a stable and business-friendly 
government at the centre and a domestic 
market displaying signs of revival, the stars 
seem to be aligning themselves. “At the 
very least, growth will be better than the 
last five years,” said the President of 
International Markets for a leading global 
two-wheeler manufacturer. 

He further added: “What people are  
not talking about enough is the scope for 
international growth, which is a huge 
opportunity for Indian automotive players.” 
Last year, auto component exports alone 
nearly touched the $10bn mark.2

The CEO of a leading multinational Tier-1 
company said: “India is absolutely headed 
in the right direction of growth. However, 
that will have to be aided by favourable 
government policies and structural reforms, 
investments to drive infrastructure growth 
and development, and other facilitating 
macro-economic factors.” 

Enabling factors 
for growth

Low car penetration levels
India likely to have 72 cars per 1,000 inhabitants by 2025

Growing middle class; rising disposable income
Middle class will account for 40% of the population by 2015

Business-friendly government at the centre
Reforms such as GST are expected to be implemented

Cost and talent arbitrage
6,500+ R&D staff added by nine companies in the last two years

Sources
1 Business Line, Article (June 19, 2014)
2 BOAO Review (November 25, 2012)  

3 ET, Article (September 11, 2014)
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Commenting on the Indian automotive 
sector’s potential growth in future, the 
Group President Technology of a leading 
Indian auto component conglomerate said: 
“In the next five years, India’s vehicle 
production is likely to cross circa six  
million units from the current 
[approximately] four million, including 
passenger cars, LCVs and HCVs. This is 
considering an optimistic estimate of the 
industry growing at a CAGR of 10%.” 

On the other hand, the Automotive 
Component Manufacturers Association – 
Ernst & Young ‘Vision 2020 Study’ has been 
relatively bullish about its predictions, 
stating that “India will manufacture nine 
million passenger vehicles per annum by 
2020”. 

The big question…
In either of the cases above there is a 
common thread – ‘growth is imminent’. 
However, the key question is – while the 
government does what it does in the next 
five years, what are going to be the 
priorities for the Indian automotive sector? 

Priority areas for the sector 
Citing an interesting development,  
the President Technology of an Indian 
conglomerate said: “Ten years ago 
multinational companies brought new 
technologies to India, which were 10-15 
times costlier than the Indian ones. Indian 
companies did not have the technology 
then. A decade later Indians still do not 
have the technology, but multinationals 
have managed to bring down the cost 
significantly.”

The CEO of a Tier-1 manufacturer 
believes that: “Going forward, the 
strategies for individual companies are  
likely to be different, which will drive  
their priorities.” However, there are a  
few common themes that are deemed 
important across the sector and the 
sub-segments within that. 

 Enhancing engineering and  
R&D capabilities

Engineering/R&D is considered as the  
most critical focus area across the Indian 
automotive sector today. It stands out as 

Predictions for India’s 
automotive market

Will grow to 
75.8 million 

units by  
FY 2026

Third-largest 
automotive market in 

the world by 2020

Auto component 
exports to touch 
$40bn by 2020

Can touch 
$300bn mark 

by 2026

Auto 
component 
market to be 
$100bn by 

2020

Sources
1  TOI, Article  

(March 21, 2013)
2  Indian Express, Article 

(September 14, 2014)
3  Live Mint, Article  

(September 28, 2011)
4  ET Article  

(September 11, 2014)
5  Indian Express Article 

(September 14, 2014)
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Priority areas for the Indian 
automotive sector

Changing approach of Indian automotive companies to R&D

the common denominator across foreign 
and domestic companies, OEMs and auto 
components manufacturers alike.

The President of International Markets 
said: “There is a deep recognition of the 
fact that Indian companies need to invest in 
creating robust R&D capabilities. Only that 
will allow them to compete in the global 
arena.” The President Technology added: 
“The average Indian company spends  
0.5% of its revenue in technology and 
engineering … that too with the primary 
intent of availing tax benefits.” At 4.75% 
the global average spend on R&D stands 
way ahead.3 

There is a long way to go still before 
Indian OEMs can compete shoulder to 
shoulder with their global peers. 

However, players such as Tata and  
M&M are already investing heavily on 
ramping up their R&D capabilities.  
R&D budgets are increasing, more 
development facilities are being set up  
and hiring has picked up across all levels. 
In the last few years, foreign companies 
such as BMW, Mercedes, Renault-Nissan, 
Volvo, GM and Honda have also set up 
R&D centres in India.4 

However, industry leaders felt that for 
multinationals the challenge is different. 

They need to customise their R&D for the 
Indian market and create ‘fit for market’ 
solutions at lower cost. Companies relying 
on imports will need to focus heavily on 
localisation. “Apparently, there is a 
limitation in the multinational mindset  
to develop platforms for emerging 
markets,” said the President  
of International Markets. 

 Impetus on quality and  
operational excellence

Consumers are increasingly looking for 
better quality of products at competitive 
prices. The Group President of Technology, 
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Impetus on quality and manufacturing excellence

Upgrading skills

New product introductions

Capacity expansion Source
‘Automotive Business Leaders Survey 2014’: Odgers Berndtson
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ET article: Why global carmakers are moving R&D work to India (September 11, 2014)
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however, feels that: “The focus on quality 
and operational excellence in India is still 
very primitive. Cost still tends to assume 
greater importance.” 

“There is a strong need to adopt Lean 
and Six Sigma on the shop floor to drive 
operational excellence. It is now a must for 
the Indian market, and most definitely for 
exports,” said the Vice President R&D of  
a global farm equipment company. The 
Managing Director of a multinational 
commercial vehicle firm remarked:  
“It is not just about OEMs. The Tier-1 
manufacturers and suppliers down the 
value chain have an equally critical role  
to play. They need to constantly evolve 
their manufacturing capabilities to  
supply better technology at lower cost.” 
With the introduction of stringent  
emission and safety legislations, the  
entire industry needs to move swiftly  
to be ahead of the curve. 

Rendering a balance to this view,  
the President of International Business 
stated: “Managing the profit margins will 
still be important, hence the industry 
needs to ‘strike a balance between 
innovation and commercial viability;  
man and machine’.”

 Upgrading skills
The CEO of the global Tier-1 component 
manufacturer believes that: “China is better 
compared to India in terms of productivity, 
efficiency, quality and operational 
excellence. Companies in India tend to flood 
their shop floor with temporary workers in 
order to avoid cost and unionisation. 
Instead they should focus on upskilling and 
having a stable workforce.” 

He further added: “Manufacturing 
organisations cannot have TQM or Lean 
established effectively if there is a lack of 
alignment and adherence to the processes 
and standards.” 

“India produces more
than one million
engineers annually.
However, less than
10% of this educated
pool is employable.” 
Group President Technology of 
leading global Indian auto 
component conglomerate

The President of Technology remarked: 
“However, all this requires effective 
programme management skills. One needs 
to have strong knowledge of product 
development processes. Most multinationals 
have it, but very few Indian OEMs possess 
that expertise today. They seem to have  
the theoretical know-how but lack in terms 
of application.”

 Capacity expansion 
The CEO of the global Tier-1 manufacturer 
commented: “Currently, there is about 
30%-40% excess capacity in the industry 
across OEMs and automotive component 
manufacturers. Hence, it is unlikely that 
there will be fresh investments for capacity 
addition in the near term.” 

Some industry experts estimate that  
‘the excess capacity is good enough to  
feed the demand for the next three to  
four years’.5 However, ‘the intensified 
competition in the industry is likely to 
force companies to stay in the capex  
mode’. Companies are likely to invest in 
capacity expansion as the demand  
picks up.6 

 Other priorities
“International growth is going to be  
another area of focus. The key will be  
to have a balanced portfolio; addressing 
both the domestic and international 
markets. This also allows for better risk 
management in scenarios of economic 
downturn, where certain markets might  
get impacted”, said the President of 
International Markets.

“Vendor management will also be 
critical. Localisation strategies can only  
be executed effectively by having a  
vendor base with efficient manufacturing 
processes and strong quality systems,”  
said the Vice President  R&D of the global 
farm equipment company.  

Highlighting the wage imbalance, he 
said: “Most multinational companies pay 
their employees in countries such as China 
and Korea higher than what they do in 
India. However, they balance the impact  
of higher fixed costs by having more 
efficient and productive workers.”

The Group Head of Human Resources  
for a leading global farm equipment 
manufacturer believes: “With the launch of 
new products and technologies, companies 
will not only need new technical expertise 
but also skills on the commercial side that 
will eventually drive sales volumes.”

 New product introductions
India is a unique market. Cars are not just a 
mode of transport; they are symbolic of 
social strata. However, it is very value-
sensitive; a good testimony of this 
conundrum is the growing success of 
compact sedans and SUVs.

There is a need to consistently bring out 
new products centred on the constantly 
evolving needs of the customer. The 
products should not only have appealing 
designs but they should be safe; they need 
to be fuel-efficient and possess great 
features at the same time.

Break-up of the projected capex of circa  
$2bn for Indian OEMs in this fiscal

Brownfield and 
greenfield capacity 
expansion

Technology  
and product 
development

Source
Business Standard, article: Competition forces automakers  

to spend more despite slowdown – Crisil (February 5, 2014)
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“Companies in India 
need to stop predatory 
pricing practices; as a 
result everything is 
getting commoditised.” 
CEO of leading multinational  
auto component manufacturer

Lack of advanced 
engineering capability
 Need to develop centres  

of excellence

 Ability to predict future 
technologies is required

Lack of competencies 
for innovation
 Today innovation happens  

in the West, not in India

 Challenge of attracting and 
managing overseas talent  
needs to be addressed

Need to build 
international markets
 Competing with global players  

is a huge challenge

 It requires understanding of 
global markets, consumer 
behaviour, etc.

Need for capability 
building
 Organisations need to develop 

capabilities in specialist skills

 Develop a more stable, 
permanent workforce; build a 
culture of customer orientation

Brand management 
needs to improve
 Need to bring in new dealer 

concepts

 Innovative strategies required  
to tap into rural markets

Less evolved against 
global peers
 Create awareness about the  

need to invest in technologies

 Need to shift from products  
to services as the key revenue 
contributor

Highly fragmented 
component industry
 Small-medium promoter-driven 

companies need to 
professionalise

 Balance short-term needs with 
long-term motives

Need to shift total 
cost ownership
 A huge change needs to be 

brought about in the entire  
value chain

 Creating accountability at  
all levels is critical

As the industry 
embarks on a new 
journey, it becomes 
imperative to 
acknowledge and 
address some of the 
inherent challenges.

Inherent industry challenges

Source
‘Automotive Business Leaders Survey 2014’:  
Odgers Berndtson
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Leadership capability 
“Back in the 1950s India started its  
nuclear programme, but 60 years hence,  
it has fallen far behind. The same happened 
with space programmes and, now, the 
automotive industry could be the next to 
repeat history. If that happens, it will be 
because the sector lacks the right 
leadership,” said the Group President  
of Technology for the Indian group. 

The Managing Director of a global 
commercial vehicle manufacturer 
remarked: “The industry has the 
operational capabilities to address its 
immediate challenges and opportunities. 
However, there are very few thought 
leaders in the market today who bring a 
visionary outlook.”

Given below is a summary of what  
the industry leaders consider as gaps in 
leadership capability within the sector and 
what some of the companies are adopting 
as solutions to address these:

The gaps…
 Strategic, visionary leadership 
 Specialist technical skills in areas of R&D, 

Lean and programme management
 Second line of leadership

 Blend of technical expertise and 
commercial acumen 

 International exposure to compete globally
 Innovation in leadership 
 Technological capability versus technical 

competence

The solutions being adopted…
 Hire ex-pat talent – they bring specialist 

skills, strong process orientation and help 
groom the Indian staff

 International exposure for Indian leaders 
– train on newer technologies and global 
benchmarks

 Groom the second rung of leaders –  
fast-track development programmes; 
cross-functional exposure 

 Focus on retention and not just hiring 
– right man for the right job; invest in 
growth and professional development 

 Create stronger knowledge management 
capabilities – distil learning from 
experience and document it to enhance 
dissemination of knowledge

 Tie-ups with global majors to enhance 
technological capabilities and exchange 
best practices

 Create more international forums to 
exchange thought leadership 
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2 The Economic Times, article: Indian auto component 
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(September 11, 2014)

3 Bloomberg & Capitaline, Roland Berger Analysis
4 The Economic Times, Article: Why global carmakers are 
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to spend more despite slowdown – Crisil (February 5, 2014)
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Conclusion
The automotive industry accounts for  
nearly 30% of the production sector in 
India altogether.7 As a result, the sector  
will have a key role to play in the new 
government’s drive to create manufacturing 
jobs and ensure that India’s demographic 
dividend does not turn into a demographic 
catastrophe. 

It is a matter of debate whether the  
trek to the top will be long and slow, or 
dramatically achievable in a shorter span  
as industry pundits predict. Whichever way 
the pendulum might swing, there is no 

denying the fact that the potential is huge. 
With China seeming to lose its cost 
advantage, the story is starting to become 
more believable. 

The opportunities are well acknowledged 
by industry leaders and analysts, and 
priority areas are potentially well-defined, 
but there are challenges to be overcome 
and gaps to be filled. 

If the Indian automotive sector can take 
charge of the wheel and wisely navigate 
this crossroad, then there is no reason why 
it cannot transform itself into a global force 
to be reckoned with.

“It’s a volatile market 
out there … it requires 
organisations and 
leaders to respond 
with speed.” 
President International Markets  
of a leading global two-wheeler 
manufacturer
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