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Introduction
History of Indian automobile industry 
shows that it has grown with leaps and 
bounds since 1898, a time when a car had 
touched the Indian streets for the first time. 
But now India is in verge to rewrite history 
in different conditions as it is home to 
40 million passenger vehicles and Indian 
manufactured cars and other automobile 
products are touching other nation roads. 
Presently Indian automobile industry is 
regarded as largest and second fastest 
growing industry after China in the world 
with annual production of over 3.9 million 
units. Its passenger cars and commercial 
vehicle manufacturing industry ranked sixth 
largest in the world. One of the best things 
happen for the Indian automobile market in 
the recent years was its improvement in the 
export sector. In the year 2003-04 for the first 
time in Indian history vehicle worth more 
than 1 billion USD were exported with the 
growth rate of 56%. In the year 2009 India 
emerged fourth largest exporter of passenger 
cars, in 2010 with the production of more 
than 3.7 million automotive vehicles with an 
increase of 33.9% India became third largest 
exporter of passenger cars. It contributes 4% 
of the national GDP and accounts for 5% of 
the Indian industrial output. 
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The Indian auto industry is one of the largest 
in the world with an annual production of 
21.48 million vehicles in FY 2013-14. The 
automobile industry accounts for 22 per 
cent of the country’s manufacturing gross 
domestic product (GDP). India is also a 
substantial auto exporter, with solid export 
growth expectations for the near future. 
Various initiatives by the Government of 
India and the major automobile players in 
the Indian market is expected to make India a 
leader in the Two Wheeler and Four Wheeler 
market in the world. The Government of 
India encourages Foreign Direct Investment 
(FDI) in the automobile sector and allows 
100 per cent FDI under the automatic route. 

The automobiles sector is compartmentalized 
in four different sectors which are as follows:
• Two-wheelers which comprise of 

mopeds, scooters, motorcycles and 
electric two-wheelers

• Passenger Vehicles which include 
passenger cars, utility vehicles and 
multi-purpose vehicles

• Commercial Vehicles that are light and 
medium-heavy vehicles

• Three Wheelers that are passenger 
carriers and goods carriers

The government has drawn a ten year 
Automotive Mission Plan (AMP)                    
2006-16 for  the Indian Automotive Industry 
to maintain high rate of growth and to retain 
the attractiveness of Indian market and for 
further enhancing the competitiveness of 
Indian companies. The automotive mission 
plan 2006-16 had envisaged India to become 
an international hub for designing and 
manufacturing of automobiles and auto 
components with output reaching USD 145 
billion and accounting for more than 10% of 
the country’s GDP. The plan also envisages 
the Indian automobile market to provide 
employment to 25 million people by 2016. 
The Indian automotive industry currently 
accounts for 7% of the GDP and employs 
about 19 million people both directly and 
indirectly. According to industry experts 
more FDI is coming into the sector because 
a lot of car manufacturer are utilizing their 
Indian operations to fulfill global operations.

Now Government of India allowed FDI 
(Foreign Direct Investment) in different 
sectors of economy. FDI includes mergers 
and acquisitions, building new facilities 
reinvesting profits earned from overseas 
operations and intra company loans. FDI is in 
dissimilarities to portfolio investment which 
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is a passive investment in the securities of 
another country such as stocks and bonds.

Research Problem
In Indian context, due to the change in 
Foreign Direct Investment policy across 
the industries and difficulty in obtaining the 
specific car industries data for a longer time 
period, it is recommended that there is need 
to study the trend of automobile companies.

Objective of the Study
This study is conducted with the objective 
of analyzing the inflows of foreign direct 
investment in automobile industry for the 
period of 2004-2017.
• To analyze the trend of automobile 

production.
• To analyze the trend of export of 

automobiles.
Hypothesis
• The trend of automobile production is 

in increasing mode.
• The trend of automobile export is in 

increasing mode.

Review of Literature
T. Rajesh, A. S. Dileep (2013) Foreign 
direct investment in automobile industry. 
The Foreign Direct Investment in Indian 
Automobile Industry has opened up new 
avenues for the development of this important 
sector of Indian industries. The liberalization 
of government policies regarding FDI in the 
automobile industry of India has increased 
the scope of this industry. The first FDI 
player in the Indian automobile industry was 
Suzuki. In 1980s this company entered into 
a joint venture with Maruti Udyog, a state 
run enterprise. The then Indian government 
permitted this company to enter the Indian 
automobile market in 1983. In 1991, the 
government of India liberalized its policies 
regarding the automobile industry of India 
Foreign Direct Investment in the automotive 
industry of India was permitted. In 1993, 
FDI was also allowed in the passenger car 
segment of Indian automobile industry. This 
paper analysis the progress so far made 
through FDI in Indian automobile industry.

Khor Chia Boon (2001) in his study Foreign 
Direct Investment and Economic Growth 
investigates the casual relationship between 
FDI and economic growth. The findings of 
this thesis are that bidirectional causality 
exist, between FDI and economic growth in 
Malaysia i.e. while growth in GDP attracts 
FDI, FDI also contributes to an increase 
in output. FDI has played a key role in the 
diversification of the Malaysian economy, as 
a result of which the economy is no longer 
precariously dependent on a few primarily 
commodities, with the manufacturing sector 
as the main engine of growth.

Ray Sarbapriya (2012) Impact of Foreign 
Direct Investment on Economic Growth 
of India: An Co integration analysis”. 
The role of FDI in the growth process has 
been a burning topic of debate in several 
countries including India. This paper is an 
attempt to analyze the causal relationship 
between Foreign Direct Investment (FDI) 
and economic growth in India and tries to 
analyze and empirically estimate the effect 
of FDI on economic growth in India, using 
the cointegration approach for the period, 
1990-91 to 2010-11. The empirical analysis 
on basis of ordinary Least Square Method 
suggests that there is positive relationship 
between foreign direct investment (FDI) 
investment and GDP and vice versa. For FDI 
to be a noteworthy provider to economic 
growth, India would do better by focusing on 
improving infrastructure, human resources, 
developing local entrepreneurship, creating 
a stable macroeconomic frame work 
and conditions favorable for productive 
investments to augment the process of 
development.

Alfaro Laura (2003) Foreign Direct 
Investment and Growth: Does the Sector 
Matter?  Although it may seem natural to 
argue that foreign direct investment (FDI) can 
convey great advantages to host countries, 
this paper shows that the benefits of FDI 
vary greatly across sectors by examining 
the effect of foreign direct investment on 

growth in the primary, manufacturing, and 
services sectors. An empirical analysis using 
cross-country data for the period 1981-1999 
suggests that total FDI exerts an ambiguous 
effect on growth. Foreign direct investments 
in the primary sector, however, tend to have a 
negative effect on growth, while investment 
in manufacturing a positive one. Evidence 
from the service sector is ambiguous.

Singh A., Gupta Dr. V. (2012) Indian 
Automobile Industry: A Review. The 
automotive Industry in India is now working 
in terms of the dynamics of an open market. 
Many joint ventures have been set up in 
India with foreign collaboration. India 
ranks just behind China with the world’s 
second largest population at over 1 billion 
people. Less than 1 percent of the population 
currently owns automobiles, which is a 
much smaller proportion than the rest of the 
Southeast Asia region. India also has one of 
the fastest growing economies, and many 
U.S. companies view India as a potentially 
lucrative market.

Rajalakshmi K., Ramachandran Dr. T. 
(2011) Impact of foreign direct investment 
on india’s automobile sector-with reference 
to passenger car segment. FDI Inflows 
to Automobile Industry have been at an 
increasing rate as India has witnessed a major 
economic liberalization over the years in 
terms of various industries. The automobile 
sector in India is growing by 18 percent 
per year. The basic advantages provided 
by India in the automobile sector include, 
advanced technology, cost-effectiveness, 
and efficient manpower. Besides, India 
has a well-developed and competent Auto 
Ancillary Industry along with automobile 
testing and R&D centers. The automobile 
sector in India ranks third in manufacturing 
three wheelers and second in manufacturing 
of two wheelers.

Limitations 
• Research will be based on secondary 

data.
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• Research will focus only on automobile 
industry.

• Time is the constraint of the study.
• External environment and government 

policies are remain constant.

Data Collection
This research work is based on the secondary 
sources. Secondary data collected through 
the publications of SAIM, DIPP, RBI and 
other government agencies. It is a descriptive 
research.

Research Analysis
Time series analysis used in this research and 
graph used for the presentation of the data.

Table 1: Sub sectors of FDI inflows in 
automobile industry (from January 2000 
to December 2013)

Sub sectors

Amount of FDI 
inflows

%age 
with 
total 

FDI in 
flows

Rs. crore US $ 
millions

Automobile 
industry 12963.30 2618.93 1.24

Passenger 
cars 16510.34 3573.45 1.70

Auto parts 8516.00 1686.58 0.80
Others 
(transport) 6891.20 1443.94 0.69

Total of 
above 44880.84 9322.90 4.43

Source: DIPP

FDI inflows in automobile industry
This table shows the total amount of FDI 
inflows in automobile industry. Passenger 
cars have most shares in FDI inflows. As 
per the data published by Department of 
Industrial Policy and Promotion (DIPP), 
Ministry of Commerce, Government of 
India, the cumulative FDI inflows into the 
Indian automobile industry during January 
2000 to December 2013 was noted to be US$ 
9322.90 million, which amounted to 4.43% 
of the total FDI inflows in terms of US $.

Table 2: Share of Top Five Countries Attracting FDI Equity Inflows for Automobile 
Industry (from January 2000 to December 2013)

Ranks Country Amount of FDI equity inflows
% with total 

FDI inflows for 
automobile industry

Rs crore US $ in millions
1. Japan 12100.61 2487.46 26.68
2. Netherlands 5568.53 1149.52 12.33
3. Germany 5306.29 1011.55 10.85
4. U.S.A. 4126.98 892.66 9.57
5. Mauritius 3557.83 766.75 8.22

Total of above 30660.24 6307.94 67.65
Sources: Department of Industry Policy and Promotion

These are top five countries that make FDI inflows in automobile industry in India. Japan 
contributes 26.68%, Netherlands contributes 12.33%, and Germany contributes 10.85%, 
9.57% from U.S.A. and 8.22% from Mauritius. Total 67.65% of FDI inflows in automobile 
industry contribute by these five countries. 

Table 3: Production of Automobile Industry (numbers)
Year Passenger 

vehicles
Commercial 

Vehicles
Three wheelers Two wheelers

2004-05 12,09,876 363,703 3,74,455 65,29,826
2005-06 13,09,300 391,083 4,34,423 76,08,697
2006-07 15,45,223 519,982 5,56,126 8,46,666
2007-08 1,77,583 549,006 5,00,660 80,26,681
2008-09 18,38,593 416,870 4,97,020 84,19,792
2009-10 23,57,411 567,556 6,19,194 1,05,12,903
2010-11 29,82,772 760,735 7,99,553 1,33,49,349
2011-12 31,46,069 929,136 8,79,289 1,54,27,532
2012-13 32,31,058 832,649 8,39,748 1,57,44,156
2013-14 30,87,973 699,035 8,30,108 1,68,83,049

Source: SAIM reports

Trends of automobile production
Table present the trend of the automobile production from 2004-05 to 2013-14. The Indian 
automobile industry produced around 14 billion in 2009-10 and around 29 millions in 
2013-14. Production of passenger vehicles is in increasing order after 2005-06. India is the 
second largest two wheeler market in the world. Due to the contribution of many different 
factors like sales incentives, introduction of new models as well as variants coupled with 
easy availability of low cost finance with comfortable repayment options, demand and sales 
of automobiles are rising continuously. The main motivation for the analysis of growth 
is provided by two major developments in the Indian automobile sector during the last 
decade. (a) liberalisation in government policy measures resulting in entry of firms with 
expanded capacity and capability to produce vehicles involving technological up-gradation, 
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and (b) massive inflow of direct foreign investment into the automobile sector. Both these 
developments have important implications for the performance of individual firms.

 
This chart shows the trend of Automobile production from 2004-2014. Trend of passenger 
vehicles and two wheelers are Increase mode. Passenger vehicles growth is low comparison 
to other sectors. 

Table 4: Automobile Export trend (in Numbers)

Year Passenger 
vehicles

Commercial 
Vehicles Three wheelers Two wheelers

2004-05 1,66,402 29,940 66,795 3,66,407
2005-06 1,75,572 40,600 76,881 5,13,169
2006-07 1,98,452 49,537 1,43,896 61,9,644
2007-08 2,18,401 58,994 1,41,225 8,19,713
2008-09 3,35,729 42,625 1,48,066 10,04,174
2009-10 4,46,145 45,009 1,73,214 11,40,058
2010-11 4,44,326 74,043 2,69,968 15,31,619
2011-12 5,08,783 92,258 3,61,753 19,75,111
2012-13 5,59,414 80,027 3,03,088 19,56,378
2013-14 5,96,142 77,050 3,53,392 20,84,000

Source: Automotive component Manufacturers Association of India

This table presents the Indian Export of 
automobile industry. Fast growth is show 
in the entire segment. In year 2013-14, 
2 million passenger vehicles was export 
but commercial vehicles had less export 
comparison to previous year. 

Conclusion
The automobile industry is one of the high 
performing industries of Indian economy.  

This has contributed largely in making India 
a prime destination for many international 
players in the automobile industry who 
wish to set up their businesses in India. 
This paper tries to examine the FDI inflows 
in automobile industry and production of 
automobile industry. This paper result shows 
that the Inflow of FDI in automobile industry 
is in increasing mode. Growing middle class 
population with increased purchasing power 

along with the economic growth during 
past decade, have attracted multinational 
corporations to Indian market.

To attract Foreign investments, the 
government is taking several steps, including 
improving ease of doing business in the 
country and relaxing FDI policy. FDI inflows 
to automobile industry have at an increasing 
rate as India  has witnessed a major economic 
liberalization over the years in terms of the 
country is growing  rapidly from last decade. 
FDI could benefit both the domestic industry 
as well as the consumers, by providing 
opportunities for technological transfer and 
up gradation access to global managerial 
skills and practices, optimal utilization of 
human capabilities and natural resources, 
making industry internationally competitive, 
opening up export markets, providing 
backward and forward linkages and access to 
international quality goods and services and 
increasing employment opportunities.

Recommendations and Suggestions
By analyzing the current trend of 
Automobile production and export trend, 
we can say that the future of automobile 
industry is bright. To use e-commerce and 
technology automotive industry would be 
higher. Automotive industry depends on new 
technology and skilled labors. India needs 
to enhance the skill-sets that are required 
for the industry in order to become a global 
automotive hub and bringing more and more 
FDI in the country. So the Government and 
industry need to come together and address 
the challenges related to skill development 
and workforce shortages, both in terms of 
quantity and quality.  Poor road infrastructure 
traffic congestion can be a bottleneck in 
the growth of vehicle industry. A balanced 
approach should be undertaken for proper 
maintenance, upgradation and development 
of roads by encouraging private sector 
participation besides public investment 
and incorporating latest technologies and 
management practices to take care of 
increase in vehicular traffic.
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