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CBhargava, chairman of
India’slargest carmaker,
Maruti Suzuki, is no stranger
tomaking contrarian calls.
Andhehasdoneitonce again.

“Indian car companies are already
globally competitive, with even
cheaper cost of production. Sothere is
noreason toimpose high tariff
barriers, oraquotasystem for cars that
would be eligible for preferential tariff
to protect the industry from the UK’s
or Europe’s carmakers. We are not
competingwith China,” Bhargava
told Business Standard.

With this, Bhargavabreaks
rankswith manyin the Indian
carindustry, but shows
alignmentwith the ]
government, whichisin 1 {
hecticparleystosewupa
crucial free trade
agreement (FTA) with _
the United Kingdom. I N
Thetalkshavehita
roadblock over tariff
reduction for cars,an
issuethatalsohas
repercussions for Elon
Musk’s Tesla, which has
made publicitsintention
tosetupoperationsin
Indiaifitgetstopay
lowerdutiesonimportof " iy
carsthatcome ascompletely-
builtunits (CBU).

Afewdaysago, Rajesh Kumar
Singh, secretary to the Department
for Promotion of Industry and
Internal Trade, articulated the
government’s thinking by saying
the country had to eventually move
towards alower-customs-duty regime
and that domestic manufacturers could
notcite theinfantindustry argument
anymore, exceptin caseswherethereis
dumpingofproducts, such astoys
coming from China.

Some domestic carmakers have
softened theirstand ontariffsand are
willing to make compromises. The
Society of Indian Automobile
Manufacturers (SIAM), whose
spokesperson did not respond to queries
from Business Standard on thisissue, is
pushingforagradual, not abrupt,
reductionin duties. Last year, SIAM,
which does not seem to have a consensus
ontheissue, suggested a duty reduction
inphasesto10 per centin five yearsand
waswillingtogotozerodutyifthe
preferential duty was limited to 46,000
cars. The other proposal from SITAM was
tobring the duty down to 30 per cent
gradually over10 years.

CALL OF DUTY

The govt and Maruti believe the Indian carindustryis no longeran infantand can
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CARMAKERS'
CONCERNS
IN INDIA

Those who favour protection from
imports say a sharp cutin duties
inthe India-UK FTA will seta
precedent for other upcoming FTAs

face low-duty imports through FTAs, but not everyone is sure
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Sceptics also argue that domestic
electric carmakers lack the scale and
supply chain to withstand unlimited
competition from imports at low duties

DUTY RATE ON IMPORTED
CARS IN SOME KEY COUNTRIES
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Some others say these fears are
overstated; Indian luxury car market
is only 45,000-50,000 a year,

and the UK's share is minuscule

Currently, Indiacharges70to
100 per cent customs duty on fully-built
cars, based onthe pricetag. The
average global tariff on automobiles
is22percent.

Fear and scepticism

Those in support of protection from
importssayasharp reductionindutiesin
the India-UK FTA will set a precedent
and template for other upcoming FTAs,
mostimportantly with the European
Union (EU), for which negotiations have
restarted. Europe ishometosomeofthe

world’sbiggest carmakers, such as
Mercedes, BMW, Volkswagen, and
Renault. This, say the sceptics, could
openthe floodgates forimported cars.
Thesceptics alsosay domestic
electric carmakers, given their small
volumes, have neither the scale nor the
supply chaintowithstand unlimited
competition fromimports atlow duties.
Theyworry that the mandatory value-
addition norm forexportsin FTAs,
which currently ranges from 25to 50 per
cent, islow enough for carmakersin
other countries to use the UK as abase for

exportingtoIndia.

Some otherssay these fears may
be overstated. The Indian luxury car
marketissmall, only about 45,000 to
50,000 ayear,and the UK’ssharein it
isminuscule.

“The concern thatIndiawill be
flooded with carsimported from the UK
and Europeisexaggerated. Therearea
few players who might benefit, like
Volvo, JLR, Lotus, and Aston Martin, but
theyareinthe luxury segment.So,evena
doubling of their sales will not create
evenaripple inthe4 million-plus market

inIndia,” said BVR Subbu, former
presidentof Hyundai in India, who now
sitson the board of many auto
companies.

Headdsthat otherbigcar companies
inthe UK and Europe, such as Nissan,
Volkswagen, and Stellantis, are “also-
ran”brandsinIndia. “They donot have
thebrand salience tore-engineer home
country productsand sell them
profitablyinIndia,” said Subbu.

Numberssay India’sautoindustryis
nolongeraninfantinneed of protection
through awall of high import tariffs.

With adomestic marketsize of4.1
millionin calendaryear2023,itis already
the fourth largest car market in the world
and witnessing a healthy growth of
electric cars, which are expected to cross
the 100,000 markthisyear.

The UK isavibrant export base for
cars, which account for 11.8 per cent of its
£34 4billion manufacturing exports. But
its primary export markets for cars are
the United States and Europe. Its car
exportsto India were worth amere $330
million2022-23.

Making sense of it

Bhargava said the contention that
Indiais not competitive is not based
onreality. In many models, he said,
production inIndiais cheaper by 20

to 30 per cent, compared tothe UK or
Europe. Thatis why many Indian
companies, Maruti among them but
also Hyundai and Volkswagen, export
models from India. Suzuki, which owns
majority equity in Maruti Suzuki, has
shifted the base for making the Jimny,
the five-door off-roader, to India where
itismade for the world, because it is
cheapertomake in India.

On the clamour for protection for
electric carsmade inIndia, Bhargava
said thelackofasupply chainis
primarily because batteries have tobe
imported. But thatis something most
countries have tolive with, except China.
Expertssay by leveraging their volumes
ofinternal combustion engine vehicles,
companiesinIndiahavebeenableto
bringdown the prices of electric cars
belowz101akh and, with more players
launching products the volumes, will go
up. The government’s target isto have
30percentofall carsaselectricby2030.

Itisnotjust countries pushing for
import tariff cuts; Teslais reportedly
pushing forasharp cutin CBUimport
duties. Ifthat happens, it will set up an
assembly plant with an investment of
$2billion.

Elon Musk, who heads Tesla, is said
tobelookingatIndiaasalarge potential
market, especially asitis workingon a
small electric car that could possibly be
priced at¥251akh. Muskis facing
challengesin many markets, especially
in Europe. Forinstance, asharpfallin
salesin December in Germany has
brought down Tesla’s sales by 9 per cent
in2023. Inthe UK, November and
December sales were lacklustre.

Teslahasdonewellin China, butthe
country already accounts for halfits sales
and where competition from BYD has
beenrising. So, India clearly makes sense
forTesla.

The question is, how much sense
doesit make forIndiatodismantle the
tariffwalls for cars?




