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Impact of Coronavirus on the
automobile industry in India
The World Health Organization has declared coronavirus
(COVID-19) a ‘pandemic’. As the virus pushes the world
economy on the brink of a slowdown, auto is one of the worst
hit sectors. Many auto factories in China, which were closed
temporarily as part of a nationwide shutdown, are now
opening gradually.

Wuhan, the epicentre of COVID-19, is also the manufacturing
hub which supplies critical components for the Indian auto
industry. Consequently, for many Indian firms, consignments
from China have been delayed. At a time when the industry is
gearing up to switch to the BS-VI norms and is battling its worst
slump in two decades, COVID-19 crisis is likely to impact the
sector negatively.
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Beyond China
Impact of COVID-19 can be felt around the world with production coming to a halt due to shortage of supplies
• Hyundai and KIA recently stopped several assembly
lines in Korea

• Jaguar Land Rover warned the virus could create
problems at its assembly plants in Britain

• Nissan announced it would suspend its auto
production in Japan

• Fiat Chrysler Automobiles CEO Mike Manley said that
production at one of the European plants may be
suspended by the end of February

• General Motors suggested production outages could
affect plants in Michigan and Texas

Source:
World Economic Forum
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China’s role in Indian automobile sector
China is one of the leading suppliers of auto components
to India, accounting for 27% of the total auto imports. The
slowdown in supply of components sourced from China
could impact manufacturing in India. The problem has been
aggravated by the Chinese government’s suspension of
shipments via sea. Only air shipments are allowed which won’t
be commercially viable even in the short term. As a result, the
Indian original equipment manufacturers (OEMs) are unable to
plan production beyond their inventory.

Supply deficit
Auto parts likely to fall short in India

India’s OEMs source critical components and sub-components
including fuel injection pumps, EGR modules, electronic
components and turbo chargers from the Chinese markets.
OEMs sourcing electronic components, EGR modules, fuel
injection pumps, turbo charger, meter sets, LEDs, magnets,
airbag components, steering system components and electric
vehicle parts will be affected the most. The impact will be more
profound in the commercial vehicle (CV), passenger vehicle
(PV) and two-wheeler (2W) segments.
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If the crisis persists longer, the OEMs might have to halt
their production. Perhaps they will need to hold on to their
inventories for the next 30-60 days.

Looking for alternative markets
Even as companies look for alternative markets, the associated
costs and time could be higher than predicted. The Indian
manufacturers and exporters have also looked at the western
markets as a replacement of sourcing components from China.
Moreover, finding an alternative market seems cumbersome at
this juncture for the OEMs as they receive almost 10-30% of the
auto parts from Chinese firms and are currently in the process

of making a gradual switch to BS-VI. The supply disruption
has forced companies to look within and source parts locally.
Thus, it is an opportunity for the multinational suppliers to
manufacture parts locally. They may also use Faster Adoption
and Manufacturing of (Hybrid &) Electric Vehicles in India
(FAME) scheme and its incentives to join hands with the Indian
OEMs.

Our view
Although situation could improve in the Indian auto sector as
efforts to contain and eradicate COVID-19 yield results, there
are some lessons to learn. A switch to alternative markets
does not look feasible at the moment because the process
could be costly and time-consuming. Given the situation, it is
an opportunity for the local manufacturers to increase their
production capacity and reduce the dependence on foreign

auto components. Under Make in India initiative, India could
also invite more multinational companies to manufacture
components in the country. The COVID-19 experience will
surely accelerate industry consolidation and transformation for
the Chinese industry. For India, it is an opportunity to tap into
the potential of its existing production capacity.

Source:
ICRA, CRISIL, ETAuto, World Economic Forum,
Association of Indian Forging Industry
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