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Abstract - The Indian automobile sector has undergone significant transformations, particularly during 
the post-liberalization phase that commenced in 1991. This phase marked the opening of the Indian 
economy to global markets, ushering in technological advancements, foreign direct investment (FDI), 
and increased competition. This study critically examines the impact of liberalization on the 
competitiveness of the Indian automobile sector. By analyzing key factors such as market entry of global 
automobile giants, adoption of modern manufacturing practices, and the role of government policies, the 
study reveals that liberalization enhanced both domestic and international competitiveness. However, it 
also exposed the sector to global market volatility and operational challenges. The study further 
discusses the industry's transition, highlighting shifts in production standards, consumer preferences, 
and supply chain efficiencies, all of which contributed to the sector's resilience and growth. 
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INTRODUCTION 

The Indian automobile industry, one of the largest in 
the world, has experienced remarkable growth, 
especially after the economic reforms initiated in 1991. 
The post-liberalization phase marked a pivotal moment, 
characterized by the removal of trade barriers and the 
promotion of market-driven competition. This allowed 
for greater collaboration with international 
manufacturers, infusion of foreign capital, and access 
to cutting-edge technologies. Prior to liberalization, the 
industry was dominated by a few players with limited 
innovation and a restricted consumer base. With the 
entry of global automakers and the relaxation of 
regulations, the sector witnessed an unprecedented 
shift in productivity, quality, and scale. This paper 
seeks to explore how the post-liberalization policies 
transformed the competitiveness of the Indian 
automobile sector, examining key drivers such as 
foreign direct investment (FDI), strategic partnerships, 
and the evolution of domestic firms. 

Organized Automobile Industry 

The automotive supply chain is topped by Original 
Equipment Manufacturers (OEMs), however it's worth 
mentioning that a small number of Indian OEMs 
provide components to other OEMs both domestically 
and internationally. The majority of India's original 
equipment manufacturers are active members of SIAM, 
whereas the majority of Tier-1 auto parts suppliers are 

active members of ACMA. Each one is part of the 
organised industry and supplies either Tier-1 players 
overseas or original equipment manufacturers 
(OEMs) in India and elsewhere.  

The car parts companies that make up Tier-2 and 
Tier-3 are not very big. Even if there are a few Tier-2 
companies in the organised sector, the vast majority 
operate in the unorganised. In the unorganised 
sector, all suppliers of auto components fall under 
Tier-3 manufacturers. This includes certain Own 
Account production Enterprises (OAMEs) where the 
owner and his family members work together, and 
where a single machine, such a lathe, is used for 
production.  

The after-sales sector is just as important as the 
original equipment manufacturers (OEMs) when it 
comes to auto components. The automobile 
aftermarket has evolved into a highly organised, 
knowledge-intensive, and rapidly developing 
industry in recent years. Therefore, in terms of size, 
kind of operation, market structure, etc., the Indian 
automotive sector is very diversified and 
complicated.  

Theory of Competitiveness 

Businesses, industries, or nations are considered 
competitive when their sales and supply of products 
and services in a particular market are compared to 
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those of other businesses, industries, or countries in 
that market.  

When discussing markets, the phrase may also be 
used to describe how far down the path to perfect 
competition the market system is. The degree to which 
certain businesses are "competitive" is irrelevant to this 
application.  

Firm Competitiveness 

There is a clear regional concentration of talent, 
money, labour, and technology, according to empirical 
evidence (Easterly and Levine 2002). This finding is in 
line with the reality that businesses rely on their inter-
firm ties to obtain an edge in the marketplace. These 
links extend to networks of suppliers, customers, and 
even rival businesses. Although these advantages are 
provided by markets when companies are operating 
independently, there are occasions when externalities 
emerge from regional or industry-specific links among 
businesses (such as in the textile, leather products, or 
silicon chip industries) that cannot be addressed or 
promoted by markets on their own.  

Modelling the benefits of networks, processes such as 
"clusterization," the development of "value chains," and 
"industrial districts" are available.  

The primary motivation for businesses in capitalist 
economies is, obviously, to stay or become as 
competitive as possible. A new paradigm in economic 
growth has evolved in recent years: competitiveness. 
At a time when governments are facing budget cuts 
and private companies are encountering formidable 
obstacles in both local and international markets, the 
concept of competitiveness has come to symbolise the 
realities of these pressures. The World Economic 
Forum's Global Competitiveness Report used the 
phrase "the set of institutions, policies, and factors that 
determine the level of productivity of a country" to 
characterise competitiveness.  

Economic competitiveness of nations, regions, or cities 
may also be denoted by the phrase in a more general 
meaning. A growing number of nations are assessing 
their ability to compete in international marketplaces. 
There are advisory committees or specific government 
agencies that deal with competitiveness concerns in 
many countries. Some examples are Ireland (1997), 
Saudi Arabia (2000), Greece (2003), Croatia (2004), 
Bahrain (2005), the Philippines (2006), Guyana, the 
Dominican Republic, and Spain (2011). Many more. 
Dubai and the Basque Country in Spain are among the 
areas and cities contemplating the formation of such an 
organisation.  
National Competitiveness Programmes (NCPs) follow 
different institutional models in different countries, but 
they share some characteristics. The NCP's leadership 
structure is firmly backed by the highest echelons of 
political power. Credibility among the right private 
sector players is enhanced by backing from higher-ups. 
Typically, a public sector leader (such as a minister, 
vice president, or president) and a private sector leader 

are chosen to serve as co-presidents on the council or 
governing body. Strong, dynamic leadership from the 
private sector at all levels—national, local, and firm—is 
necessary for national competitiveness programmes, 
even while the public sector is responsible for strategy 
creation, monitoring, and execution.  

At its foundation, the programme must diagnose the 
economy's challenges clearly and provide a compelling 
vision that attracts a wide range of stakeholders eager 
to pursue change and execute a growth plan focused 
on expanding internationally. Lastly, when it comes to 
collective action, the majority of programmes agree that 
networks of enterprises, or "clusters," are crucial. Using 
a bottom-up approach, programmes that foster 
partnerships among public institutions, private 
organisations, and political leaders can more effectively 
pinpoint obstacles to competition, collaborate on 
strategic policy and investment decisions, and achieve 
better results during implementation. 

National Competitiveness 

Small open economies, which depend on trade and 
usually FDI to provide the scale needed for 
productivity growth to drive living standard rises, are 
said to place a premium on national 
competitiveness. A Competitiveness Pyramid 
framework helps the Irish National Competitiveness 
Council to clarify the elements that impact national 
competitiveness. It differentiates between policy 
inputs concerning the business environment, 
physical infrastructure, and knowledge 
infrastructure, as well as the necessary conditions 
for competitiveness, such as business performance 
metrics, productivity, labour supply, and 
prices/costs.  

If a country's economy is dependent on foreign 
commerce to offset the cost of energy and raw 
commodities imported, then that economy must be 
competitive. In an effort to strengthen its position in 
the global market, the European Union (EU) has 
included R&D in its Treaty. Increases to Europe's 
competitiveness will get €12 billion in 2009 from the 
European Union budget, for a grand total of €133.8 
billion. Investing in education, research, innovation, 
and technology infrastructures is the way for the EU 
to tackle competitiveness.  

Washington, D.C.'s International Economic 
Development Council (IEDC) released "Innovation 
Agenda: A Policy Statement on American 
Competitiveness" in its August 2017 publication. 
This document compiles the thoughts shared during 
the 2007 IEDC Federal Forum and offers 
suggestions for federal policymakers and economic 
developers on how to keep the United States 
competitive despite the many threats it faces both at 
home and abroad.  

The World Economic Forum's Global 
Competitiveness Report and the Institute for 
Management Development's World Competitiveness 
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Yearbook compare country competitiveness on an 
international scale.  

The majority of research on national competitiveness 
has used a descriptive, qualitative approach. 
Researchers have made concerted attempts to both 
define and statistically analyse national 
competitiveness, and they have even econometrically 
modelled the factors that contribute to this 
phenomenon.  

According to some development economists, Western 
Europe has lagged behind the most active growing 
economies in Asia. This is mainly due to the fact that 
these countries have implemented policies that 
encourage investments with a longer time horizon. 

METHODOLOGY 

The data used in this research comes from CMIE 
Prowess, the annual reports of some car companies, 
and the ACMA Buyer's Guide. The whole study is built 
around the integration of data from firms.  

The conclusions obtained here are pretty reliably 
relevant for the whole car sector in India, even if the 
sample of enterprises covered by CMIE Prowess 
database does not represent the entire population. 
However, it does contain more than 70% of the 
population. Employee salaries, overall taxation, fuel 
costs (including energy consumption), total exports, 
maintenance costs, royalty expenditures, borrowings, 
total capital, raw material and capital good imports, and 
a host of other variables are all part of our analysis. 
Passenger and Commercial Vehicles were handled 
independently.  

On top of that, we compared the success of Asian 
automakers to that of their American and European 
competitors in India. 

Ordinary Least Square Multiple Regression 

Estimating technical efficiency and its determinants is a 
common practice in the field, and one prominent 
parametric approach for this is Ordinary Least Square 
(OLS).  

The specification of a production function is necessary, 
since it contains the information about the inputs and 
their interactions that are important to production. In 
order to determine the various regression, 

y˜ = a + bx 

y˜ = estimated y and is the y-axis value that is 
diagonally opposite the predictor x value point on the 
regression line. (Y˜ or y' may be used to indicate it at 
times.) Given a value for the predictor variable, this is 
the predicted criterion variable's value. 

a = where the y-axis meets the regression line as its 
intercept. The formula determines it. 

a = y − bx 

As a result, knowing the sample means of the two 
variables and the value of b is necessary prior to 
calculating a. 

b = the slope of the regression line and is 
calculated by this formula: 

b = ∑(x − x)(y − y) 

∑(x − x)2 

 

Everything needed to solve this equation is already 
known if the Pearson Product Moment Correlation has 
been computed. 

x = a randomly selected value of the predictor 
variable as a target for the criteria variable. 

Benchmarking may be understood in several ways. 
One group that specialises in benchmarking, The 
Benchmarking Network, describes it as "a 
performance measurement tool used in conjunction 
with improvement initiatives to measure comparative 
operating performance and identify best practices." 
To provide an example, The following steps are 
supposedly included in benchmarking, according to 
this definition: 

1. Measure comparative operating performance. 

2. Identify best practices. 

3. Institute improvement initiatives. 

Based on what we learned in Steps (1) and (2), 
regression is a great tool for benchmarking as it 
shows us how practices (the X factors) impact 
performance (the Y variable). To be more specific, 
the most effective methods are the ones that are 
considered best practices. 

1. The Benchmarking Regression  

A benchmarking regression looks something 
like this: 

P = β0 + β1X1 + β2X2 + B3X3 + … + noise; where 

X1, X2, X3, etc. represent different aspects of the 
company and its operations, and P is a performance 
metric. Whether the X variables are positive or 
negative performance determinants is shown by the 
coefficients β1, β2, β3, etc. 

2. Unit of Observation 

Companies, departments, or even people may all be 
the subjects of benchmarking research. The 
inventory costs of a subset of car parts suppliers 
might be the subject of an industry analyst's study 
(with the business serving as the unit of analysis). 
One such exercise for an Intel quality control 
manager would be to compare foundry-level failure 
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rates for chips. A manager in charge of human 
resources at AT&T Cable may, for example, look at 
how long it takes for different customer service agents 
to handle a client's call. 

3. Performance Measures 

Almost infinite options exist for evaluating performance. 
One may look at total profitability (ROA, ROS, etc.) at 
the firm level. Production per employee and other 
accounting ratios (such as the administrative cost ratio) 
are additional metrics used to evaluate business 
success. One way to assess success at the product 
level is by looking at unit costs or market shares. Pick 
metrics for performance that matter and that managers 
can really influence. Profits should not be the only 
metric considered. Making more money is as simple as 
being better at what you do. 

Predictors 

Both external factors (such as local market 
circumstances) and internal ones (such as product 
offers) may serve as predictors for managers. While 
compiling your list of potential indicators, keep the 
KSFs in mind. Finding out which of the selected 
variables are reliable success predictors is what the 
regression coefficients show. 

RESULTS 

Table 1: Commercial Vehicles 

 

Table 2: Passenger Vehicles 

 

There are various ways to measure competitiveness, 
but sales are the one that really reveal how different 
businesses and industries are. We will now use 
regional exports as our primary indicator. The present 
global economic downturn makes this issue all the 
more pressing; by tracking exports, we may learn about 

the competitiveness and adaptability of India's 
automotive sector.  

Automobile Manufacturers' Regional Competence  

The capabilities of the automotive sector were shown 
by the results of the regression analysis of the 
aforementioned firms.  

 Output = 71208 + 0.0789832 Europe + 0.0111725 
Export Others - 0.0280434 Export Asia 

 When it comes to global production of passenger 
vehicles, Europe's competence is obviously quite 
important. 

1. Regression Output 

 

2. Relationship between FDI and Capital 

 

3. Regression Equation 

 Foreign direct investment (FDI) = 158.138 + 
0.177313 = total sales - 8.1968 = total employee 
compensation + 12.8417 = total capital.  

 According to the previous equation, foreign 
direct investment (FDI) has a substantial effect 
on both capital employed and sales. 
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CONCLUSION 

The post-liberalization phase significantly reshaped the 
Indian automobile sector, fostering competitiveness on 
both domestic and international fronts. The 
liberalization policies opened the doors to global 
players, which brought in modern technologies, 
advanced production methods, and high standards of 
efficiency. Indian manufacturers adapted to these 
changes, improving their competitive edge. However, 
the increased exposure to global market fluctuations 
also presented new risks. The study concludes that 
while liberalization has undeniably propelled the Indian 
automobile industry toward growth and global 
recognition, continuous innovation, supportive 
government policies, and robust infrastructure 
development are crucial for sustaining competitiveness 
in an evolving global landscape. 
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