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Introduction competitive environment. 

The key industries of a national economy largely determines A number of studies have been undertaken in the past, but 
the growth prospects. Peter F. Drucker, the founding father still there exists a gap to exhibit the potential untapped 
of the study of management coined the automobile industry passenger car market in the Indian scenario to use acumen of 
as "the industry of industries" in 1946 (Peter and Yannis, the industry to the existing and potential car manufacturers. 
1994), and it has been a major constituent of surface This paper is an attempt to make an inclusive situational 
transport and plays a vital role in economic growth of a analysis of such a scenario by carrying out Industry analysis 
country. More specifically, the passenger car industries in of the Indian passenger car industry using the Porter's five 
many countries have proven to be one of the strongest forces analysis model. It is expected that findings of the 
drivers of technology, growth, and employment and its study shall be of succor to the car manufacturers in 
advancement has characterized global competitiveness of determining their future course pertaining to the grand and 
leading industrialized economies in the last few years corporate level strategies in regard to the Indian market.
(Gottschalk and Kalmbach, 2007). The various tax reliefs by 

Indian automobile and Passenger Car Industry
the Government of India including de-licensing, an 
provision of 100 per cent FDI under the automatic route in  An Insight into the Journey of Post Liberalization Era
the auto sector, abolition of phased manufacturing 

Since the 1980s, the Indian car industry has seen a major 
programme, reduction of excise duty and import duties of 

resurgence with the opening up of Indian shores to foreign 
'Completely Knocked Down Units (CKD)' and 'Completely 

manufacturers and collaborators. Post the BOP crisis of 
Built Up Units (CBU)' (Mukherjee, 1997), inclusion of 

1990 and the bail out from the International Monetary Fund, 
automobile sector under Make in India Campaign with a 

the Indian government had to take a course of expedient 
commitment to indigenization schedules; complemented by 

actions toward liberalization and deregulation (Jenkins, 
the country's large middle class population with a growing 

1999; Joshi and Little, 1996). This period became the 
earning power, strong technological capability and 

melting point for the industry in India when large number of 
availability of trained manpower at competitive prices 

foreign players came into the country through 
attracted a large number of multinational auto companies, 

collaborations and partnerships. (Yeong-Hyun, 2003) 
especially from Japan, South Korea, U.S.A. and Europe to 

described it as a shift from CLP (controls, licenses and 
enter the Indian markets (Delloite, 2011; KPMG, 2015). 

protectionism) to LPG (liberalization, privatization and 
Furthermore, the intensely low penetration level of 19 cars 

globalization). The face of the Indian industry has been 
per thousand people, and an untapped niche market in terms 

changing in the post-economic liberalization era; 
of rural Indian markets, offers the global passenger car 

remarkable changes have been seen in the passenger car 
industry with an opportunity for colossal growth and a 

Abstract

Passenger car industry is one of the key industries in India as well as the world. Since the compulsive and ambitious structural 
adjustment programme of Indian government aimed at economic liberalization in 1991, the Indian car industry has sailed 
along. With the reforms in economy and the sector, the car market with significantly low penetration level immense market 
size, coupled with rise in the per capita and disposable income of the working population, has made it an attractive destination 
for global automobile players. Considering the significance of the sector at the global level, the present analytical study was 
undertaken to analyze the recent trends and provide a situational inventory based on Porter's five forces model. The analysis 
findings suggest that the overall attractiveness of the Indian car industry in the present scenario may be rated as moderate. 
Though, with the projections pertaining to the expected growth rate in the coming years and potential in the niche Indian rural 
market along with the favorable government initiatives the axis of the attractiveness would fall on the higher side.

Keywords: Industry Analysis, Porter's five Forces Analysis, Indian Passenger Car Industry 

Pacific Business Review International
Volume 8, Issue 7, January 2016



industry. According to (Mukherjee and Sastry, 1996), most It is paradoxical that the Indian middle class, the most 
of the major global automobile companies were either attractive feature for foreign investment in the liberalization 
operative in India or were in the process of launching in the phase, was an outcome of the statist ideologies in the 
country by the year 1996. As a result, while initially there regulatory phase. The product innovations of domestic firms 
were only about three vehicles to choose from, consumers like Tata Motors and Bajaj Auto are the fruits of 
now have a wide variety of options (Mukherjee and Sastry, indigenization and protection policies of the regulatory 
1996). Further in 1997, some more reforms were made phases (Ranawat and Tiwari, 2009). Presently this industry 
where new foreign entrants required establishing actual is fully capable of producing and targeting all the segments 
production facilities, followed by further alterations in in the passenger car industry with some of the leading names 
2002, the government's policy allowing 100 per cent foreign echoing in the Indian automobile industry includes Maruti 
direct investment in Indian automobile industry. With the Suzuki, Tata Motors, Mahindra and Mahindra, Hyundai 
reason, the Indian auto industry became a level playing field, Motors, Honda and Ford in addition to a number of others. 
with government's role reduced to providing direction to the The Indian automobile industry currently accounts for 22 
industry. Given the merits of market potential and the new per cent of the nation's manufacturing GDP and constitute 7 
automobile policy, it attracted a large number of automobile per cent of country's total GDP providing employment to 
companies and almost all the global auto companies nearly 19 Million people directly or indirectly. India is 
established facilities in India (Mukherjee, 1997). currently the seventh-largest producer in the world with an 

average annual production of 17.5 Million vehicles, of 
India witnessed a rushed entry of global car manufacturers 

which 2.3 Million are exported. The Indian automobile 
in the auto industry, including GM and Ford from US, rd market is estimated to become the 3 largest in the world by Toyota and Honda from Japan, Fiat, BMW, Mercedes-Benz, 

2016 and will account for more than 5% of global vehicle Audi, Volkswagen, Volvo, and Porsche from Europe and 
sales (Govt. of India, 2015). The passenger car industry Hyundai and Daewoo from South Korea having set up new 
constitute nearly 14 percent of the overall automobile production facilities around the country resulting in 
industry.tremendous increase in the production levels, from 2 million 

in 1992 to 9.7 million in 2006. India's passenger car industry Recent Trends in Indian Passenger Car Market
has experienced a wave of new models, and unprecedented 

The passenger car Industry in India has shown a tremendous marketing wars among automobile companies in the past 
market potential after economic liberalization in 1990s like decade. 
never before. Amongst the Asian countries, India was the 

To maintain this high rate of growth and to retain the fourth largest exporter of passenger cars with Chennai 
attractiveness of Indian market and for further enhancing the accounting for approximately 60 per cent of the exports 
competitiveness of Indian companies, the Government (Delloite, 2011). The report further explains that China is the 
through the Development Council on Automobile and leader with 23.51 per cent of the total production, followed 
Allied Industries constituted a Task Force to draw up a ten by Japan with 12.39 per cent, USA with 9.9 per cent, 
year Mission Plan for the Indian Automotive Industry (Govt. Germany with 7.6 per cent, South Korea with 5.5 per cent 
of India, 2007). The plan was to focus on giving a shape to a and India with 4.58 per cent of the total global vehicle 
futuristic plan of action with full participation of the production in 2009-10. 
stakeholders towards the growth of industry. Besides 

The passenger car density per thousand people in major making concerted efforts for removal of obstacles for 
markets of the world is highest for USA followed by accelerated growth, the prime need was to put in place 
Germany, UK, Japan, South Korea, Russia, Brazil, Turkey, required infrastructure well in time to facilitate growth. 
China and India continues to have one the lowest car density. Through this, Government wanted to provide a level playing 
The domestic passenger car industry has been on a relatively field to all players in the sector and to lay a predictable 
steady growth phase over most of the last decade and has direction of growth to enable the manufacturers to take more 
registered a 10 years CAGR of 10.3 per cent during the informed investment decision (Govt. of India, 2007; Nag, 
period. It has been one of the few markets worldwide which 2008). Released in 2007, the plan visualized India as an 
saw growing passenger car sales during the liquidity crisis emerging destination of choice in the world for design and 
and recessionary phase witnessed during financial year manufacture of automobiles and auto components with 
2009 (ICRA, 2011a). Buoyant economic growth, rising output accounting for more than 10 per cent of the GDP and 
disposable income levels, favorable demographics, strong providing additional employment to 25 million people by 
growth from tier II/III cities and rural India, together with 2016 (Govt. of India 2007). Every major shift in policies 
improving availability of vehicle financing at competitive made by the Indian government, the automotive industry has 
interest rates have been the key factors fueling growth in the come out stronger and better. 
Indian passenger vehicle market. 
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However, since the beginning of 2011-12, the industry segments is expected to lower the concentration levels, with 
witnessed a slowdown in volume growth marred by rising new players quickly gaining market share, though small in 
inflation, hardening interest rates and increasing fuel prices percentage but it is expected that the passenger car market 
that have combined to dent consumer sentiment. Even the will have 5 or more players making up for 80 per cent of the 
festive season failed to stoke domestic demand despite new market in the near future (Table 2). Maruti Suzuki India 
model launches, aggressive discounts and promotional Limited has been the all-time market leader in India since 
schemes offered by car manufacturers during financial years economic reforms. Though it lost the market in the financial 
of 2012, 2013 and part of 2014. Apart from macro-economic year 2012 and 2013, where the industry volumes were 
headwinds dampening demand, events such as production impacted by production disruptions. But in last couple of 
disruption at India's largest car manufacturer, Maruti years it has gained back the share with launch of new 
Suzuki, the natural calamities in Japan and Thailand also products and riding on the response from the rural market. 
created supply chain stresses, further aggravating the weak The volumes of all the players were also observed on the 
performance of the passenger car industry (Moneycontrol, path of slow growth due to the overall slump and slowdown 
2013; ICRA 2014; SIAM 2015). The large incumbents in the in the automobile industry in the year 2012-13 (Gupta, 2013; 
domestic car industry derive strength from their low cost Economic Times, 2015; ACG, 2015; Statista, 2015). 
manufacturing capabilities, established vendor base and Moreover during the down phase at Maruti Suzuki (India) 
widespread sales and service network; however, their Limited, a part of the demand shifted to other OEMs like 
dominance is being challenged by multinational car Toyota and Honda which gained market share that was also 
manufacturers that have entered the domestic market in the facilitated by their new product launches. Also, market 
recent past (ICRA, 2011b; ICRA, 2015). Overall, it is participants having diesel models and newly launched 
believed that car manufacturers may continue to face compact SUV's in their portfolio specifically M&M and 
challenging times at least over the short term as sluggish Renault and general diesel variants offered by Tata Motors 
demand on one hand and increasing competition on the other and Ford consolidated their market position. 
may restrict earnings growth.

Indian Passenger Car Market Share

The top four players namely Suzuki, Hyundai, Mahindra 
and Mahindra and Honda constitute nearly 80 per cent of the 
passenger car sales thereby making it a highly concentrated 
market. However, increasing competition across vehicle 
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In India, car production has been greater than sales over the domestic passenger vehicle industry started observing a 
decade. The CAGR of sales and production were 15.8 per drastic slowdown in financial year 2012 with the year 
cent and 17.6 per cent respectively during the last decade. ending at only 4 per cent year on year growth (SIAM, 
The domestic sales witnessed and reported a very strong 2013c). After witnessing a slowdown in 2013 and a negative 
volume growth over the last few fiscal years, with as much growth in year 2014, the industry sales has recovered with a 
as more than 20 per cent growth in 2010 and even higher YoY growth of 4 percent (SIAM, 2015c). 
than 25 per cent in the year 2011 (Table 3). However, the 

In the last few years, a number of new models and refreshed Riding majorly on the domestic demand the production 
versions of ongoing brands have been launched in the Indian trends were very similar to the sales trends (SIAM, 2013b). 
market. This has been amongst the strongest pace of new After seeing an exceptional growth of production at more 
product introductions in India so far. However, this than 25 per cent for two consecutive years in 2010 and 2011, 
increased supply push has coincided with a period of slow the economic slowdown paralyzed the manufacturers 
industry volume expansion making it difficult for the market specifically the major players to a point that the units had to 
to assimilate all new models. Around half of the new product be either shut-down or work at half the capacity for several 
introductions have received a lukewarm market response, days with piling inventory in the year 2012 and 2013 with 
exerting pressure on the profitability of OEMs as well as the year-on-year growth in production posted at just 4 per 
associated suppliers and dealers. While growth momentum cent and 3 per cent respectively (Table 4). Before observing 
slowed down in the passenger cars segment, the Utility a positive turn in last year the production like the sales also 
Vehicle (UV) segment continued to witness strong volume witnessed a negative turn in 2014 with 4 percent reduction 
growth aided by increasing demand for recently introduced and finally restoring the levels similar to 2013 in the 
models. financial year 2015 (SIAM, 2015c).
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Counter-balancing the declining domestic sales due to the good stead. Growing exports also offers a partial hedge on 
subdued sentiments in the domestic auto market, a concerted foreign exchange exposures at a time when the rupee has 
export push and has kept the country's biggest car makers in been vacillating sharply.

Maruti Suzuki and the other major players in the country domestic industry is no exception. In fact, it enjoyed a 
took a conscious call in lieu of the slowing European double digit growth rate backed by a robust growing 
markets, which accounted for more than 70 per cent of their economy over the last decade. Car manufacturers are always 
exports and took a note of the need to develop alternate subject to industry forces which they would have to keep 
markets. Consequently new market in Latin America, Africa dealing with constantly. And irrespective of the size or 
and the ASEAN countries were targeted and as a result now stature of the business or its dominance of the market in 
the dependence on European markets has come down to just terms of brand value or market share, there is no escaping the 
25 per cent and currently 75 per cent of vehicle exports are fact that these competitive forces could dislodge the car 
going to Non-European markets. Although the economy is manufacturing company from its position of dominance in 
adversely affected due to a falling rupee but it is proving the market at a quick turn of events. 
beneficial as far as the exports are concerned. This is being 

Porter (1979) and Porter (2008) listed down five major 
attributed as one of the reasons for growing exports in the 

forces of competition that applies to every industry 
sector (SIAM, 2013c; SIAM, 2015c). The exports in the 

including to that of the car manufacturers that needs to be 
sector has seen a continuous growth every year over the 

kept track of, if they have to succeed in the complex world of 
decade, except for the 0.4 per cent decline in 2011, which 

industry dynamics and competitive strategy. The five 
was majorly attributed to the dependence over the European 

competitive forces that shape strategy includes:
markets which entered an economic turmoil during the 
period (Table 5). With the manufacturers realizing and ?Threat of New entrants
developing the new markets, the export has again seen 

?Bargaining power of Suppliers
respectable growth in 2012 and 2013 despite an overall 
slowdown even in the Asian and non-European markets ?Bargaining Power of Buyers
(SIAM, 2013c). Even when the domestic sales was down in 

?Threat of Substitute products or services
2014 the exports steadily grew at 6 percent and by another 4 
per cent in 2015. ?Intensity of Rivalry among existing competitors.

Research Methodology This study analyzes the economic and market forces that 
will ultimately influence the car manufacturing industry in 

The presented research is descriptive cum analytical in 
India through Michael Porter's five force model so as to 

nature and is purely based on secondary data collected from 
understand the competitiveness of the sector. 

various authentic and reliable sources like the reports and 
statistics provided by Society of Indian Automobile Automobile industry in India is an emerging sector and has a 
Manufacturers (SIAM), Automotive Component huge potential to improve. The increasing GDP and 
Manufacturer's Association ACMA), ICRA and Moody's, economical resources have boost up during the last decade 
Economist Intelligence Unit (EIU) and Deloitte, Autobei which has increased purchasing power of the Indian 
Consulting Group (ACG), International Organization of consumer. The car segment in India has emerged as one of 
Motor Vehicle Manufacturers (OICA), Govt. of India, trade the promising sector and has shown growth trends in 
journals and white papers, industry portals, monitoring tremendous production, sales and exports (The Equicom 
industry news and developments, and research articles Research, 2013). Despite economic slowdown, the Indian 
published by authors. automobile sector has shown high growth. The passenger 

vehicle market, which constitutes around 80 per cent of 
Porter's Five Forces Industry Analysis

automobile sales, has immense growth potential as 
Backed by robust volumes as well as realizations, car passenger car stock which stood at around 13 per 1,000 
manufacturers have registered a phenomenal growth across people in 2011 (Delloite, 2011) increased to around 19 to 20 
the world over the past few years. The situation in the per 1,000 people in 2012-15 (Trefis, 2013, KPMG, 2015). 
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The other reasons attracting global auto manufacturers to other companies. Maruti Suzuki India Limited, a subsidiary 
India are the country's large middle class population, of Suzuki Motor Corporation of Japan is India's largest and 
growing earning power, strong technological capability, leading passenger car companies which presently hold a 
availability of trained manpower at competitive prices and share of over 45 per cent of the domestic car market, despite 
the recently launched 'Make in India' campaign of the the entry of many multinationals over the years, post 
government. liberalization. Although, in recent years Tata Motors which 

was leader in commercial vehicle segment has emerged as 
Threat of New Entrants

key player in Indian Passenger Vehicles as well with a 
According to Porter (2008), the new entrants bring new market share of 16.45 per cent. Tata motors recently entered 
capacity and a desire to gain market share that puts pressure the luxury and premium segment with the acquisition of 
on prices, costs, and the rate of investment necessary to Jaguar and Land Rover Brands on one hand and launched 
compete in an industry. Thus, the threat of new entrants puts the world's cheapest car “Nano” on the other, which changed 
a cap on the profit potential of an industry. The threat of entry and shifted the automobile sector paradigm as many other 
in an industry is determined by the level of entry barriers that companies have started focusing on the cheapest segment of 
are present and on the reaction entrants can expect from the industry (The Equicom Research, 2013). Other key 
incumbents. The barriers to entry includes the factors like players in automobile segment of India have also performed 
Economies of Scale and Capital requirement; Brand well and have contributed significantly and the scenario in 
identity, Product Differentiation and Customer Switching market is attracting other international brands to the market. 
Costs; Access to technology, raw material and Channels of With the increasing per capita income and purchasing power 
distribution; and Government policies and protection. of the Indian population, the sale of luxury cars has grown 

and market share has gained over the years and India is 
Economies of Scale and Capital requirement as a barrier 

projected to be amongst top three luxury car market by 2020 
for new entrants in the automobile industry, an enormous 

(Malhi, 2013). 
amount of capital is required. Besides capital, a new firm 
that is interested in entering the market needs to conduct in- Many foreign automobile manufacturers are aggressively 
depth research beforehand. An entering firm would need a entering high growth emerging markets such as India 
tremendous amount of implicit and explicit knowledge in amidst slowing demand in the developed economies. 
order to design and manufacture a product that has never Volkswagen has succeeded in establishing its brand in the 
been presented or offered before. An automobile Indian market since its entry in 2008. After its entry into 
manufacturing facility is very specific and specialized; India, Volkswagen's Polo, along with Ford India's Figo and 
therefore in the event of a failure or malfunction, the cost of General Motors India's Beat have managed to capture the 
repair is extensive. In recent years the international majors market share from the companies such as Maruti, Hyundai 
like Renault, Nissan, Volkswagen, Fiat etc. have overcome and Tata Motors Ltd. The threat of new entrants is high for 
this factor by inculcating strategies like alliances initially the car industry in general but specifically for the small car 
with domestic players, or alliances based on Badge segment it is very high. The growing economy and the 
engineering for their manufacturing and marketing in case increasing buying power of the customers have made every 
of Fiat with Tata and Renault with Mahindra and Mahindra automobile player to grab the opportunity in small car 
or setting up the facilities in alliances like Renault - Nissan segment. There are around five new players coming in to the 
and Volkswagen for its offered brands including Skoda, small car market; H800 from Hyundai priced around 1.6 
Volkswagen and Audi (Business Line, 2012; and lack, Maruti Cervo 600 priced 1.6 lacks, Bajaj-Nissan's new 
Ramanathan and Raj, 2013). Though on this factor it may be electric car etc. Non automobile players also have their 
stated that large amount of capital for entering the industry is focus in this segment like Ajanta Manufacturing limited has 
required and that economy of scale prevails and make it a launched electric car 'Orevo'. Barriers for entering would 
significantly difficult for new entrants to enter the industry. include economies of scale, competition from existing 

players, customer switching costs and the investment 
Brand identity, Product Differentiation and Customer 

decisions.
Switching Costs: Brand identity is a crucial barrier to entry. 
Exclusive high quality car brands have established Other factors like access to raw material, technology and 
extremely high brand equity-value over time. This is one of distribution channel in the automobile industry are 
the main reasons why the public is willing to pay premium concerned, are not easily accessible or easy to establish. 
price for it. Although the barriers to this exclusive market are With the new regulation policies pertaining to fuel emission, 
substantial, there are various ways around this obstacle. efficiency and a projected efficiency rating; rising fuel 
Companies who are well established in the automobile prices; downturn in the economic scenario and new 
sector may enter the new market (luxury cars) through segments like compact sedans, compact SUVs, luxury 
strategic partnerships or through buying out or merging with hatchbacks etc. (Bhanushali, 2013; Baggonkar, 2013). 
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Having created and established by the existing competitors, automobile industry and affect the crucial aspects including 
it would be really challenging for the potential new entrants the lead times and even the overall quality of the products, 
in the industry to bring out such technologically advanced and thus, analyzing the bargaining power of the suppliers in 
products that can compete in the existing market. Another the Indian automobile industry is significant. According to 
barriers for the new entrant and even the recently entered Porter (2008), the parameters on which the bargaining 
players in the industry would be to compete with the major power of suppliers can be assessed includes the number of 
players like Maruti Suzuki, Hyundai and Tata's which has suppliers present, availability of substitutes for suppliers 
established and provides the dealership and service available to the manufacturers, contribution of suppliers in 
networks for their vehicle even in the remote countryside cost and quality and the importance of the industry for the 
areas of the country (Gupta, 2013). With the saturating urban suppliers.
demands and huge countryside market potentials, the 

As far as number of suppliers in Indian automotive 
distribution channels are going to play a significant role in 

industry is concerned, there are more than 500 auto 
the future course and direction of the car market.

component manufacturers in the organized sector which are 
Government policies and protection for the sector: since largely represented by the Automotive Components 
the automobile sector in India is a crucial aspect of its Manufacturer's Association of India - ACMA apart from 
growing economy and the GDP, the government has other 5000 manufacturers in the unorganized sector which 
liberalized the policies pertaining to the sector. Currently, caters to the domestic market demand and also export a 
the Government of India allows 100 per cent foreign direct significant share of its output (Automotive Mission Plan, 
investment (FDI) in the automotive industry through 2006-16). Apart from the available large number of 
automatic route and is also planning to introduce fuel- suppliers in almost all the categories of required components 
efficiency ratings for automobiles to encourage sale of cars the manufacturers also have an alternative to source the auto 
that consume less petrol or diesel along with the plans to components from the nations which have the free trade 
accelerate the supply of electric vehicles over the next eight agreements with India and from the countries for which 
years (IBEF, 2006 and 2013). Another major step taken by India has lowered the duties and taxes including the auto 
government to promote the industry is the Make in India technology majors like Japan, South Korea and even 
Campaign launched in 2014 and Automobile industry is a Thailand and other low cost labor oriented nations including 
major component of it. China, Malaysia and South Africa (ICRA, 2011b). 

From the present scenario pertaining to the Threat of New As far as the contribution of suppliers in cost and quality of 
Entrants in the car manufacturing industry in India, it may be the product is concerned, it is significant in the automobile 
concluded on the basis of the above discussions on the sector, but with the alternatives available to the 
factors including Economies of Scale and Capital manufacturers ranging from the large number of domestic 
requirement; Brand identity, Product Differentiation and suppliers to globally available sources which have excelled 
Customer Switching Costs; Access to technology, raw in the technology over the years it does not extends the 
material and Channels of distribution; and Government bargaining power to the suppliers in the industry (ICRA, 
policies and protection, that the threat is moderately on the 2011b). 
higher side, and hence Industry attractiveness from this 

Thus, on the aspect of the bargaining power of suppliers in 
aspect is moderately low.

the Indian automobile industry, based on the noteworthy 
Bargaining Power of Suppliers dependence of the component suppliers on the domestically 

growing industry and a downturn in the economies globally 
The automobile industry is considered to be highly Capital 

on one hand and the alternatives available with the 
and Labor intensive as the major part of the cost of 

manufacturers for the sourcing component ranging from 
production include wage bills of labor; material costs 

domestic to global suppliers on the other, it may be 
including that of steel, aluminum, dashboards, seats, tires 

concluded that the overall bargaining power with the 
etc.; and intensive advertising and market research 

suppliers in the present Indian automobile scenario is either 
activities. Though, the automotive market majorly comprise 

moderate or low.
of the vehicles, but the auto parts make up the other half of 
the industry which includes the parts manufactured by the 4.3 Bargaining Power of Buyers 
original equipment manufacturers themselves and the 

In today's competitive environment and customer driven 
replacement parts or accessories and other rubber 

markets, the bargaining power of the buyers or customers is 
fabrications that are procured from the suppliers in the 

significant and influence every decision that the 
industry (Investopedia, 2013). 

manufacturers make and the automobile industry is no 
The suppliers play a vital role in the value chain of the different in this case. According to Porter (2008), the 
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bargaining power of buyers can be assessed on the basis of consider the likelihood of a potential customer taking the 
number of buyers in the industry, the availability of alternative modes of transport including bus, train or 
substitutes, switching costs involved and the contribution of airplane to their destination. The higher the cost of operating 
buyers in the cost and quality. a vehicle, the more likely people will seek alternative 

transportation options (Investopedia, 2013). The factor of 
The Indian automobile industry has been enjoying the 

fuel prices has a large effect on consumer's decisions to buy 
CAGR of around 10 per cent over the last decade and with 

vehicles. Apart from the cost while determining the 
the potential in unexplored and rural markets, it is expected 

availability of substitutes the factors including time, money, 
to continue the run over the coming many years (Deloitte, 

personal preference and convenience are also considered in 
2011). With an increased purchasing power, a developing 

the travel industry. According to Porter (2008), while 
state of the economy and large untapped rural markets, the 

analyzing the threat from substitutes, one need to consider 
number of potential customers in India is huge and all the 

the parameters including availability of close substitutes, 
existing manufacturers as well as the proposed new entrants 

switching cost and substitute's price and value. 
can expect to grow enormously in those areas. 

As far as the scenario of travel industry in India is concerned, 
Though with the changing preferences, income graphs and 

rail and air travel comprise of 10 per cent of the total 
saturating urban markets on one hand and increasing 

passenger travel and rest 90 per cent of passenger travel is 
number of alternatives, be it mode of transportation, types 

undertaken by roads (World Bank, 2013). And this share of 
of vehicles or the number of brands and their products 

road travel encompass 72 per cent of two-wheelers, 14 per 
ranging from hatchbacks and sedans to SUVs and luxury 

cent of passenger vehicles including cars, jeeps and taxis 
segments, the power of choosing from the available 

and rest 14 of other public transport busses and non-
alternatives lies with the customers. At present there are 9 

passenger vehicles (Govt. of India, 2011). The biggest and 
Indian and 15 foreign manufacturers producing or 

ever emerging available substitute for passenger cars is the 
assembling nearly 120 models and their variants locally 

two-wheeler segment, which has grown from 8 per cent at 
apart from another 100 models that are imported by the car 

the time of independence to the whopping 72 per cent in the 
manufacturers as complete built units. Further, most of the 

present scenario. And this one segment has very low 
car manufacturers are either proposed to launch new models 

switching cost and price. There have been efforts from the 
or are developing newer ones to be launched in Indian 

respective state governments to promote the public 
market over the next few years (Surfindia, 2013).

transportation modes, but the positive shift in the incomes 
In the automobile industry with low switching costs and purchasing power graphs has increased the usage of 
involved and since most of the brands are new in the market private vehicles. Although in metro cities like Delhi, there 
except from the few established ones, the brand loyalty has been a marginal increase in usage of the economical 
aspect does not impact much, and thus the manufacturers are public transport, with the start of the dedicated metro rail 
continuously challenged to bring out more efficient and projects, and considering the response of commuters a 
quality vehicles at the lowest possible costs. Apart from that number of other such projects have been proposed and 
the manufacturers have to incur a significant amount on the approved for other metro cities (The Indian Express, 2012). 
market research at the time of development and on 

Based on the evidences and reports on the factors pertaining 
advertising and promotion at the time of launch and sale of 

to the threat from substitutes to the Indian car industry, it 
the product, which constitutes a large part of the overall cost 

may be concluded that threat is significantly high and thus 
of the product (Bradley, Bruns, Fleming, Ling, Margolin, 

the industry attractiveness on this aspect is low.
Roman and Flury, 2005). 

Intensity of Industry Rivalry 
Thus, it may be concluded that the relationship between the 
car industry and its buyers or purchasers of finished The auto industry is considered to be an oligopoly around 
vehicles, the power axis is tipped towards the consumers. the globe, which helps to minimize the effects of price-based 
The Consumers enjoys the greatest power in this competition (Investopedia, 2013). Though, while taking a 
relationship due to the fairly standardized nature of the note of Indian automobile industry, the industry rivalry has 
commodity and the low switching costs associated with been divided into two major phases: the phase before the 
selecting from among competing brands. However, the economic reforms in 1991 and the other post the reforms. In 
automotive industry remains marginally powerful due to the the first phase there were only three major players including 
large customer to producer ratio. the Maruti Udyog, Hindustan Motors and Premier 

Automobiles which were competing in the passenger car 
Threats from Substitutes

segment which were not even able to meet the market 
The threat to a car manufacturer is not just that a customer demand during that time. Such factors and other economic 
would buy a different brand of car but they also need to circumstances led to the economic reforms and with the 
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opening up of a market for foreign players that had their diversified businesses be it in two-wheeler or 
enormous potential, the attractiveness was very high. At commercial vehicles; or entirely conglomerate in nature, but 
present the Indian customer has more than 20 domestic and the stakes in this industry for all the players are very high.
foreign players offering 120 locally manufactured models 

Based on the reports and analysis on the factors including 
and their variants apart from other foreign players offering 

number of competitors, growth rate, differentiation, 
another 100 imported models in almost all the price bands 

switching costs and the strategic stakes involved it may be 
ranging from ̀  1.45 Lakh to whopping amount of ̀  20 Cr. to 

concluded that the intensity of rivalry is skewed towards the 
choose from (Morey, 2013; Silicon India, 2013). 

higher side and thus the attractiveness in the industry may be 
Porter (2008) suggests considering parameters that includes rated as considerably low in this aspect.
number of competitors, industry growth rate, product 

Discussions and Conclusions
differentiation, switching costs involved and the strategic 
stakes of the manufacturers to assess the industry rivalry India assisted by its economic advancement, liberalization 
among existing competitors. policy and government initiatives and massive marketing 

strategies by car manufacturers and auto finance companies 
The number of competitors in the Indian car market has 

is experiencing fast growth of domestic and foreign car 
grown significantly in last decade and many others are 

manufacturers producing and selling many new car models 
expected to arrive over the next few years with 100 per cent 

during the recent past. Foreign car manufacturers have 
FDI allowed in Indian automobile sector (Philip, 2013) and 

discovered the Indian consumer as well as the R & D 
the sector being included in the Make in India Campaign. 

potential in the Indian technical fraternity and are setting up 
The industry has grown with a CAGR of 10 per cent over the 

manufacturing plants right and left across the country 
last decade and though it might have slowed down over the 

seeking cost advantages.
current economic crunch across the globe, but is expected to 
continue the growth over the next few years (Delloite, 2011; The Indian automobile industry is currently experiencing 
and IBEF, 2013).  volatility in demand for all car segments. This scenario has 

been triggered primarily by increase in disposable incomes 
The intense product war in the Indian car market with 

and standards of living of middle class Indian families; and 
minimal differentiation, almost every player offers one or 

the Indian government's liberalization measures such as 
more products in the defined segments. The extreme 

relaxation of the foreign exchange and equity regulations, 
competition exists in the small car or the hatchback segment 

reduction of tariffs on imports, and banking liberalization 
which constitutes nearly 80 per cent of the total car sales 

has fueled financing-driven purchases; and global economic 
(ICRA, 2011a). Though, in last few years the SUV and 

turmoil.
luxury segment with a CAGR of nearly 30 per cent has also 
witnessed a close competition (Thakker, 2012). The Presently, among the car manufacturers in the Indian car 
companies have focused on new product launches, be it the industry, most are multinational companies, who entered 
newer enhanced versions of the existing products or after the Indian economy opened up; Maruti Suzuki is one of 
launching a new product altogether in the market. The new the few Indian manufacturers on the scene and occupies 
product war is so intense that the major players are approximately half of the market share and is maintaining its 
considering it as one of the major strategies to capture and share despite the stiff competition from manufacturers like 
increase their market share, since the market shares have Hyundai and Tata Motors, who occupies over one fifth of the 
picked up for auto majors like Honda, Maruti Suzuki, market share. The Indian car industry is dominated by 
Renault, Ford and others after their recently launched Korean and Japanese automakers as compared to their 
products have been well accepted by the consumers western counterparts. The Indian car industry is still in the 
(Bhargava, 2013). growth and evolution stage and is depending on the 

domestic regional and rural market. Though the growing 
With decreasing brand loyalty among customers, number 

export figures even in the time of economic slowdown as the 
of available alternatives and nature of commodity with low 

manufacturers timely shifted to new markets, exhibits the 
switching costs, the manufacturers need to review, revive 

level of establishment among the players. But the bleak 
and enhance their customer experience on a continuous 

market demand and decreasing figures in the domestic sales 
basis and with the intensity of competition it only increases 

have forced the marketers to explore newer countryside and 
t h e  r i v a l r y  ( C a p g e m i n i ,  2 0 1 3 ) .  C a r  

semi-urban markets.
Manufacturing/Assembling industry being capital intensive 
in nature involves high strategic stakes of the competitors The overall attractiveness of the Indian car industry in the 
involved in the industry. Though, most of the major players present scenario with moderate threat from new entrants; 
be it Maruti Suzuki (Now wholly owned by Suzuki), Tata, reasonably low bargaining power of suppliers; significantly 
Mahindra and Mahindra, Toyota, Ford and others, do have high bargaining power of buyers; ominous threat from 
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substitutes; and high intensity of rivalry; may be rated as Government of India (2015). Make In India – Automobile 
moderate. Though, with the projections pertaining to the S e c t o r  I n f o r m a t i o n .  R e t r i e v e d  f r o m  
expected growth rate in the coming years and potential in the http://www.makeinindia.com/sector/automobiles/
niche Indian rural market the axis of the attractiveness 

Gupta, N.S. (2013). For car companies road to growth lies in 
would fall on the higher side.

countryside. The Times of India. Retrieved from 
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