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COMPETITIVENESS IN THE INDIAN TYRE INDUSTRY:
1936 -~ 1984

An analysis of the origin, and early development of Indian Tyre
Industry will provide a historical insight into contemporary problems
facing the industry. In a historical analysis of this sort, we will focus
upon the evolution of the structure of the industry in the early years.
This is expected to throw more light on the question of competition in the

industry.

Indian tyre industry was marked.till aroqnd 1960 with an apparently
weak element of competition between firms. On the contrary it was observed
that the firms in the industry could collude in price fixation and output
sharing. The government of India's decision tc increase licensed capacity
in the industry around 1960 was a result of this observation;/ Neverthless
there are reasons to believe that except for a short pericd the possibili-
ties for collusion in price fixation and output sharing continued till the

early part of the next decade, than developed competition.

The situation requires some explanation. How would one explain the
lack of inter~firm competition in an industry which at least in other

countries showed elements of severe competition? The circumstances which

led to collusicn being preferred over competition becomes important in this
context. There was also the possibilities for competition being expressed
more in terms of the quality of product and after sales services. More-
over the firms themselves could have transfered the element of competition

to the level of dealersg/rather than indulging in price competition hetween

themselves, All these varying possibilities require close scrutiny.

The presence or absence of competition in an industry which produce

a commodity for mass consumption would naturally be related to the changes



in consumer demand. It is possible that in the case of tyres, the
characteristics of the product which could be judged on technical grounds;
(and not on special personal preferences) the choice of one brand over
others cauld also be based on the consumer's knowledge and assessment of

4
the techni-al characteristics, TMarticularly in the case of the tyre

industry in which sco much emphasis has been on quality of product and
after sales services, consumer demand might have been influenced by the
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subtle changes in specific characteristics that is looked for by consumers.

The role of price factor in determining the profit margin is another
important aspect to be looked into in this study of tyre industry. Which-
ever way the profits are calculated; either as the excess of sale proceeds
over the actual costs or with reference to the money spent on goods for
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sale, the rcle played by price and competition therein becomes important.

From this observeation it may also be said that firms interested in increas-
ing profit margins must have alsc concentrated on the price mechanism on

the one hand, and the share of immarket on the other.

In a case like that of tyzre production we ccn think of
sevaral constraining frctors opcrating aguinst the rise of
competition. For instance, the working of credit market, techno-
logical in..ovations and also the .vailability of eiport market are all
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factors to be taken into account.

Keeping such factors in mind let us look at the origin and develop-
ment of tyre industry in-India.
Beginnings

The rubber manufacturing industry in India was started in 1920,

with the establishment of a general rubber goods factory named The Dixie

8
Aye Rubber Factory Ltd., in Calcutta; which did not survive for longT/



Though the beginnings were made in the 1920's, it was only in the 1930s
that the rubber manufacturing industry stabilized on the Indian scene.
One of the factors which tiltod the balance in favour of rubber manufactu
ing units in India was the International Rubber Regulation Agreement of
1934%9/ This agreement which was the result of thé crisis emnating from t
world wide economic depression, tried to curtail exporf of raw rubber fro
the different producer countries; by fixing a quota for exports for cach

country. This inturn created circumstances favourable to manufacturing ol

rubber goods, by both foreign and Indian companjes operating in India.

There were two types of advantages to the manufacturers of rubber
goods in India in this context. First of all, the rubber which was avai -
lable as surplus over the export quota were being sold at a considerably

lower pricigyithin the countr%%/ Another factor was the availability of
cheap labour. Along with these points, there seems to have been operating

other factors, particularly in the case of foreign companies investing in

India in the area of rubber goods production.

For instance, Dunlop Rubber Company started a plant at Calcutta in
1936. Of the factors which prompted it to take such a step was the anti-
cipation of its main competitor's hehaviour, that is of Good Year, and also
the intention to give strength to the firm's local identity in the face of
growing nationalist movemen%%/ Togethor with those was the desire to tap
the growing tyre merket in India, which still remained to be based upon the
purchases of government in mid - 1930s. Another factor seems to be the
interest taken to preferences being given to Indian regigtered companies
by the government of Indi%%/ How far comparative price advantages and

cheap labour costs played a role is to be looked at within these favourabie

factors too.



Tt is interesting to note that rubber goods industry and parti-
cularly the tyre industry stabilized and grew in Irndia during the period
of thc depression vears. For th.s peculiar development two factors seoms
to be responsible. Ore obviously was the rv'c of the government which
helped Indian registerca companies to tap whatever increases in demand
that occu.red, Sz2condly India m.st have been at e stage of growth in
transportation and ccocrmunication which providaed a2 higher growth rate of
demand for accessories including tyres. Finally, and to a lesser lovel,
the improvement in road construction which seemed to have happened else-,
where and therefore coused a relatively lesser increase in demand for
tyres compared to automobilé%%/ could not have taken place within India

at trat time.

The demand for tyres that increased as a fall out from the auto-
mobile industry sales must have started to register in India also around
late 1930s. Ir this the public expenditure on highways which is supposed
to have turnad out as 2 hidden subsidy elsewhere was alsc apparently a
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factor to be taken not of.

In the beginnirg of the 1920s there was a boom associated with
antizipn~tiome oF 2 costowsr cconomic recovery, which got reflected parti-
. . . 17/
cularly i the imports of motor ars and cycles ar ong other things.
This boom sustained over for the whole decade till 1929 when the world-

wide slump started cazting away the demand for industrial goods; though

in this respcct the hardest hit was the agriculturist.

How far competition between szales agonts and importers of tyres
and tubes operating in India in the period before the starting of a
Tyre factory is indeed an interesting story. But we do not have any

reliable information on this., One could only say, that price competition



was absent as a survey of Motor Transport published in 1935 says that

"the price variations in tyre makes are not very considerable" even at this
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stage when all vehicles including trucks were equipped with pneumatic tyres.

In the preceding section we have seen the basic background against
which the automotive tyre industry evolved in India. We shall now concen-
trate on its subsequent evolution. Analytically from the point of view of

competition or lack of it, the evolution of the industry can be divided into

three phases.

Briefly the first phase is from early 1930s upto early 1960 when
there were only two manufacturing firms. This was a period of rather heavy
concentration in production. The second phase is from the earlv 1960s to
the mid 197Cs when the government licensed more units. This phase also marks
the entry of Indian firms into the industry. This was a period of both
competition and collusion. Finally in the third phase, which commences with

the mid 1970s, we see the entry of Indian Business Houses. It is a phase

of vigorous competition.

Phase 1: 1936 -"1960

The first phase begins with the year 1936, when the first tyre plant
viz., Dunlop was established in the country. The proximate causes for sett-
ing up of the plant were seen in the previous section. This phase was chara-
cterised by heavy concentration in production, namely, in the hands of two
manufacturers. The1manufécturers, Dunlop and Firestone were both.subsidia—
ries of foreign MNCE%/ In addition to these two,.there were two other
companies, viz., Good Year and India Tyre and Rubber (ITR). But both of
fthem were only trading firms using Dunlops manufacturing facility. In fact

there were many intercompany arrangements between the three firms. Good Year

bed arrangements with Dunlop in respect of several markets, according to



which one of the units manufactured-: tyres and tuhes for the other in
20/
markets where it had a prominent position. Similarly there was an agreoms
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between Dunlop and ITR of the same nature. This kind of arrangement was
a common business reaction to the economic viczissitudes of the 1930s and

was found in many industries.

The concentration in preduction had its repercussions on tyre pricel
This will be evident from the features of the pricing system which prevailli

during that period. The main features of the pricing system were that:

(i) Tyres and tubes were sold at the same price throughout
the country irrespective of the diffexrconces in transport
costs from the place of production;

(ii) There was very little price differential between the
manufacturers for the same type and size of tyres and
tubes; and finally as a corollary of (ii)

(iii) Competition between different manufacturers being carried
out on the basis of quality and service and not of price.

The system of uniform prices were to some extent the natural and
inevitable outcome of the organization of the industry. The series of rodfl
procal agreements between Dunlop, Guod Year and ITR precluded any form of
price competition between these firms. Firestone, the other manufacturing
company also was not in a position to engage in price competition, with amd
. material adv.ntage to themselves. he specific rcasuns for this arc as

follows:

First of all at the uniform price, Firestone made more profit -than
Dunlop since its cost of production was lower than that of the latter. Thill
is evident from the following table which shows the net profit and the ratill

of profit to capital employed of thefe two firms for the period 1947 to 194



Table 1

Net Profit of Dunlop and Firestone : 1947-1953

(Rs. in crores)

DUNLOP FIRESTONE

Capital 3 Capital N .

Employed Net profit employed et profit
1947 3.14 1.17 (35) 2,29 1.22 (53)
1948 4,13 1.17 (28) . 2.06 1.59 (77)
1949 4,80 1.28 (27) 1.89 1.30 (69)
1950 4.84 1.17 (24) 2.05 1.30 (64)
3951 5.71 1.40 (24) 2.52 1.74 (69)
1952 6,73 1.33 (20) 3.27 2.32 (71)
1953 6.63 1.25 (19) 3.54 1.68 (48)

Figures in brackets indicate ratio of net profit to capital
employed

Source: Report on the Fair Prices of Rubber Tyres and Tubes, Tariff
Commission, Government of India, 1955, p.130.

Secondly, any reduction in the prices by Firestone would have inva-
riably be matched by counter price cuts by other companies for the simple
reason that all of them had large financial resources and were able to off-
set their losses in one market by --ins in other. Finally all of them were
making substantial profits on their egisting sales. Hence a price war was

avoided which would have proved too costly to all of them.

It should be clear from the above that the organization of the indus-

try was such that the producers had to act in collusion in their own interest.

Since price competition was ruled out on these grounds the one
mechanism by which individual manufaoturers could seek to expand their
. respective market shares was on the basis of competitive claims in regard

to the quality and after sales service. This resulted in excessive reliance



being placed on publicity, personal liaison and service attractions of
various sorts leading to a competitive increase in selling and distri-
bution expenses (Or what is called post manufacturing expenses in mederf

parlance).

Thus the element of competi.ion botwszen firms being rather weak,
gave them quite a leverage by which they could collude in price fixation
and output sharing. This being the case, at the selling prices fixed b§

the firms, they could also earn very high profits.

The excessive profitecring attracted the attention of the goverm
which therefore asked the Tariff commission in 1952, to undertake an
enquiry into the tyre industry. The terms of reference of the enquiry

were!

(i) Whether prices charged by the tyre manufacturers between
1946 and 1963 were fair in relation to costs

(ii) What should be the fair prices of tyre and tubes manufactum
by existing producers

The commission found that prices of tyres and tubes charged by fl
firms were excessive in relation to costs and cdopting the cost of prod

tion of Dunlop for the period April - June 1955, it recommended a fair

price. They also recommended a fo.nula for price escalation to cover 4§
rise in cost of production. Its report which was submitted in 1955 wag
accepted by the government. The prices fixed as per formula where to M

till 1957. But in practice they remained in force till 1963.

Hcowever the most significant recommendations of the commission w
the measures to increase the degree of competition in the market. For
this it suggested that special assistance should be offered to Indian
enterprises wishing to enter the field, either independently or in coll

ration with foreign firms. With this we enter the second phase in the



history of the tyre manufacturing industry.

Phase II: 1960 - 1974

The commencement of the second phase roughly corresponds to the

beginning of the Third Five Year Plan. In view of the shortfall in the

supply of tyres compared to the demand for it and due to the collusive
practices of the existing producers which reflected in terms of abnormal
prices in relation to costs, the need was felt for expanding the productio
base. Licensing of new units rather than allowing the existing units to
expand was accepted as the best policy, as it would inject a modicum of
competitiveness into the industry. However this was soon to be proved
false.

The target for tyres for the Third five year plan period was fixed
at A million. And subsequently five new units were licensed. Of this,
Good Year and Ceat were subsidiaries of foreign MNCs and the remaining

#hree (Premier, MRF and Inchek)} were Indian companies with foreign technicz

23/
ol laboration’

The entry of these new firms and especially the Indian firms
pesulted in certain degree of compotition in the market. This was under-
Btandable as all these firms being new and espccially the Indian firms had
Blgher capital investments compared to the others. Being novices in tbe
Bwld, they preferred to act on their own in matters of price and output
Bicisions and anticipating improved supply position, government lifted
Bice control in December.1963. Though no formal price control was rein;_
Boduced thercafter, a gentleman's agreement was rcached between government
W4 the representatives of the industry, whereby the industry voluntarily

fpecd to maintain the price level and to consult the government if any

Bice rise was contemplated. The system worked well between 1963 and 1968,
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In that ycar conditions began to cmerge makirg the manufacturers to
reconsider their positions on price and output decisions. Specifically
this meant whether or net to act in collusion to arrive 2t a consensus of
these decision variables. We will elaborate upon the so called "facilit§
ting market conditions" below, which drew even the Indian manufacturers

into the purview of consensus,

The total installed capacity of all the tyre units in the country,
including those already in cxistence and those which were licensed afresH
and came into production during that time zmounted to 2.5 million . At 80%
of capacity utilisation, the actual production was only 2 million. How-
ever with the increased production of vehicles, the requircement of tyres
rcached around 4 million. The consequent market conditions induced the

manufacturers to collude in price fixing and output sharing.

In this context it is important to digress a bit into the theoretiy
cal explanations for this kind of a collusive behaviour as opposed to othll

options available to the manufacturers.

One way of avoiding the uncertainty arising from oligopolistic
interdependence is to enter into collusive agreements. There are two mafll
types of collusion; cartels and price leadership. Both forms generally
imply formal (written) or tacit (secret) agrcements. However open colluq
sive action is commonly illegal in most countries at present. Successful
collusion encourages oligopolistic coordinaticn by strengthening the
participants financially. Once most firms in the industry have gained
sufficient financial strength, price wars and vigorous competition offer
few rewards. Higher returns can be obtained by formal or tacit co-operas
tion. Oligopolistic coordination is also fostered by the exchange cf infl

mation that takes place during collusion.
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The Indian tyre industry consisting of scven firms during this
phasc ¢an quite justifiably be cheracterised as a cartel with formal

or written coliusion. Wo will substant;ato this below.

There used to e o formal and writton collusive agrcement between
the manufacturers. The agreement was known as "The Seneral Code of
Conduct For Members of the Automotive Tyre Industry of India". This was
a comprehensive agreement which rostricted the members from acting on
their own in matters of productien, sclecction of customers;, terms and con-
ditions of sale, mode of transport and the prices of tyres. It alsc pro-
vided for limiting the output and range of production of tyrcs in a
mutually agrced manner. This elaboratc agrecments thus effcctively pre-
cluded any mecaningful competition betwecen the firms. For all practical

purposes it functioned as a cartel.

This howcver did not proceed without interruption. In 1971, the
Registrar of HRestrictivce Trade practices of the then newly formed Monopolics
and Restrictive Trade Practices Commission instituted, on its own, an
inquiry into this allecged cartelisation by the tyre companies. Incidentelly
this was the first RTP inquiry conducted by the MRTPC sinc¢s it was formed

in 1971. The commission commenced its inguirics in carly 1972.

Though between 1968 and 1973, the manufacturcrs were not allowed
t0 increasc prices, the 'Agreement' helped them to bring about manipula-
tion of prices and conditions of delivery. In November 1973, however,
they announced a joint price hike on grounds of increcas:s in cost of
production. Howevcr the government reacted sharply and imposed statutory
control on prices and compolled the industry to revert to pre-Nevember

1968 prices.
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In 1974 govarnmoent dacided to decontrol the prices. The reason
for this chenge in policy was stated thus: "The difficultics of enfor-
cing price control on cnd-product at a time when the prices and availa-
bility of cssential raw moterials for that product were fluctuating are
well known. Under these circumstances, government have decided that
formal price control imposed in November 1973 on certain categorics of
tyres and tubcs should be withdrawn and conditions created for augument-
ing procduction rather than refixing grices now and revising them further

24/

2t short intervals in responsc to the changes in raow material prices”.

The "conditions for augmenting production" reflected itscelf in
terms of granting as many as 14 letters of intent. Hitherto most of these
have not been converted into licenses. Lock of adequate financial resour-

25/
ces have been identified as the main reason. Meanwhile the existing

producers have all obtained further endorsements of their licenscs for
substantial expansion. In addition they were also allowed to exceed their
respective licensced capacities by 29 percent if they have the requisite
extra in built capacity or the same c¢an be reached by the installation of
balancing equipments. In short the governments effort to increasce the
installed capacity was, by and large, taken advantage by the cxisting
produccrs themsclves. This helped them to continue their collusive practid
though quite tacitly in view of the ongoing (MRTPC) cnquiry. Another
scvere jolt to them was from once of tho recepilents of the letter of intenty
¥/s. hodi Incdustrics Ltd., converting it into a license and deciding to
enter the market. The entry of the Modis, the first Indian Business House
to enter the tyre industry, has completely altercd the working of the
Industry and with this we cnter the third or the latest phase in the evole

tion of the industry.
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Phase III: 1975 to 1984

The characteristic features of this phasc arc the contry of Indian
business houses into tyre manufacturing and the resultant competitive
struggle in the industry and the vertical and horizontal integrations
which have shown itself in rising concentration. Simultanesusly we also
see the exit of important MNCs like Dunlop, Ceat, and Firestonc. The
industry is in a continuous succession of changes, all having their impact

on the state of intra industry competition.

The Modis startcd their commercial activitices in late 1974, #ithin
a period of two years or so i e., by 1977 they were able to achicve a

significant share of the market, and beccame a force to be reckoned with.

Being a new entrant, Modis found that it was not in their interest
in joining the cartcl. This is because as a result of the sellers’ market
which prevailed during the period 1968 to 1974, the existing manufacturers
did not face any problem at all in marketing whatever they produced.
Quality was therefore given only least importance. HNot much of enthusiasm
was shown by the existing manufacturers in giving cffect to the important
technelogical changes that have becn taking place in tyrc dcsign and
manufacturc and specifically in the introduction of Nylon tyros%é/Sensing
the mood of thc market, the Modis came out with a product which was tech-
nologically supecrior. Coupled with an indcpendent and cffective sales
net work (as opposed to the uniform distribution pclicy of the cartel)

it was not difficult for them to make deep inroads into the market.

The impressive risce of the Modis 1s also sometimes attributed to
their taking full advantage of the various concessions/reliofs cxtended
by the central and state governments and strecamlining of their operations

217/
for achieving higher nroduction etc.
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The kodis were soon feollowed by J.K. {Singhania group) and¢ sancllo
( Raunag group) in 1977. To takc advantage of the rising demand for two
wheeler and three wheeler tyres, Falcon tyres camec up in 1975, for the
exclusive manufacturce of thcese items. It is interesting to note that it
came up in t.uchnical ¢ollaboration with MRF - the first case of horizontal
transfor of technology in the industry. Finally Vikront Tyres was set up
in 1980 manufacturing different kinds of tyres, It was also the first

tyre company in the joint sector.

Mcanwhilec the MRTPC onguiry was completed in 1976. The commission
found sufficient cvidence for cartelisation and hence passed a "ceoase and
¢esist" order against the tyre companies, This led to the formal breokin]
up of the cartel. By this time with the strong chzllenge provided by the
Modis and with the increas¢ in the number cf new firms, we see a phase of
rather vigorous comnetition. Modis soon emcrged as the price leader,

beating cvon well established names like Dunlop.

The tyre industry during the late 1970s and carly 1980s affords
a classic cxamplc of price leadership used to estzblish a price structure
which toended to yield collusive profits. The Big Four (viz,, Modi, Dunlep
Ccat and MRF), sclling from 70 to 73 percent of industry output, clearly
rocognized their mutual interdependence. 4 higher installed capacity thai
the projected deomand for all kinds of tyres made licensing of new units
difficult to justify. It should 2lso be borne in mind that licensing
remains to pe the main barrier to e¢ntry in the India manufacturing scctory
There is no substitute for tyres, and so the tyre menufecturers enjovyed

a certain degrec of discretion in choosing the price of their product.

However this proposition is subject to certain conditions. The

demand for tyres originatos from two kinds of markets; original couipment



and replacement, with the former constilating ;3 and the latter 2/3

of the total demand. Because of the high price of tyres, consumers in
the replccement market and especially those Ior passcnger car tyres,
have been increasingly turning their attention te retrading their old
tvres than surchas:ng a new one. There are of course definit limits to
which & tyre can be retraded. But the latest developments in retrading
technology and esneciallv the cold process precured retrsading systems,
have considerably enhanced the retreadibility factor and mights in the
years tocomt poso fserious challenge to the« demand for new tyres from

the replacement market.

In the 1980s; the industry is once again in a state of flux --

changes whicn are altering the structure of the incustry.

Inchek Tyres, one of the three Indian firms which came up during
the secscond phase ran into severe managerial and technical difficuitires
which finally resulted in its nationalisation by the central government.
Now known as the Tyre Corpcration of India, it has become the first public
sector company in the industry. Dissatisfied with the provisions of the
FERA and due to the difficult financial nosition of its parent firm,
Firestone decided to sell off iis Indian subsidiary. It was acquireq by
the liodis in 1981 and by virtue of this it was able to control egpproximately

25 percent of the market,

In the same year Ceat was taken over by the Goenkas ~- a Calcuytta
based business house, which has acquired a reputation for take overs in
the country. Very recently the Goenkas have taken over Dynlop also and
consequently they nave tmerged as the largest group in the industry, con-

trolling about 60 percent of the market which would mean that the concen-

tration in the industry is once again on the increase.
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The Goenkas have also contrelling interests in a number of

related industriez like Carbon black, Nylon tyre cord, Beadwire, Tube
valves and Tyre Machipery. All these will have important implications
for the further growth of this group and might pose a serious threat

to Modis in wresting the leadership.

The following tablc gives 2 picture of the present structure

of the industry.

Table 2

Structure of the Indian Tyre Industry (4As on 31.12,1983)

SL. teme of the fiem No. of  Licensed Installed  Actual
No. ! plants capacity capacity  productid
— . gl
(1) (2) (3) (4) (5) (6)
(In lakh Nos)
1. Dunlop® 2 23.05  22.55 16.98
(14.62) (17.54) (17.98)
b
2. India Tvre & Rubber *. 1.06 1,06 0.82
(0.67) (0.82) (0.86)
(]
3. Ceat 2 17.72 10.10 15,64

(11.24)  (7.85%) (16.56)

4. Bombay Tyre Interna-
tiona! {Firestone) ¢ 1 11.00 11.00 11.85

(6.98) (8.56) (12.5%)
5. Modi Rubber 1 18.92 13.50 14.22
(12.00) (10.50) (11.88)

6. MRF 4 18.00 18.00 12.20
(11.24) (14.00) (12.92)

7. Good Year R 11.74 9.00 6.23
( 7.45)  (7.,00) (6.6)
8. Premier 1 6.00 6,00 2.03
(3.81) (4.67) (2.15)
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(1) (2) (3) (4) (5) (e)
9. J.K. Incdustrizs 1 13.12 8.84 5.07
£8.32) (6.89) (5.37)
&
10. #pollo 1 4,00 4.41 3.44
(2.54) (3.43)  (3.16)
1. Vikrant 1+ 10.00 6.60 3.44
(6.34) (%.13) (3.64)
12. Tyre Corporation of
India (Inchek) 1 5.00 5.50 0.10
(3.17) (4.28) (0.11)
f
13. Falcon 1 12.00 8.00 5.85
(7.61) (6.22)  (6.23)
] g
14. Srichakra 1 6.00 4,00 NA
{3.81) (3.11)
h
12, KITC 1 5.9
Nota: Figures in brackets indicate percentage share of the total,
Taken over by Goenka - Chhabria team in December 1984,
b. Wholly owned subsidiary of Dunlop India. Uses DIL's manufactur-
ing facility.
¢, Since 1951 under the management of the Goenkas,
d. BTI is former Firestone. Since 1981 the managemcnt of the Modis.,
e. A second plant with a capacity of 8.2% lakh nos. is to be set up
in Gujarat.
f. Manufacture only 2/3 wheeler tyres
g. Manufeacture only 2/3 wheeler tyres. Commercial production
commenced in November 1983.
h. Project under imclementation. Expected to commence commercial

oroduction by July 1985, Manufacture only 2/3 wheeler tyres.’

Source: Annual Reports, Automotive Tyre Manufacturers! Association,

Assocham Parliamentary Digest.
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It should 2alse be moentioncd that Kesoram Incdustrics and cotton
iills, a Birla concern; has also sccured =2n industrial license for inc
manufacturc of onc million tyres and tubcs. But the nroject ic yot to

be imriomented.

wo sue that the government has tried to diceoncuntrate the industn
mainly by liccnsing more units. However the collusive practicos and off
late the horizontal intzgretions havs offrctively nuutralised this polic
The result has buen that the concontratien in the rndustry which had
declined for a while, cepecially in the carly part of the sccond phase,
is once again on the incrvasc. ancother importent fceture is the cxit of
some of the original and well knewn ENCe likce Dunlop, Firostone and Ciat,
Howuver this has to be seen in the context of thoe severe recessionary
conditions obtaining in the Western tyre industry and the conseoucnt

impact of it on the operations of thelr respsctive parent firms.

“onclusion

The survey given above gives us some interesting insights into the
¢ituation on to which the Indian tyre industry nas cvolwvod. First of all
the circumstances of its origin, in thoe midst of the vicissitud.s of the
Depression become a major determinant factier in its later bohavioural
nutterns. The viciositudes of the times, aleong with the high concentra-
tion in production,; forced the firms to adoot a stroatcgy of collusion
rathoer than open competition. Together with this their sccont on post

sales serviges cte. canscd the high incidence of ‘post manufccturing

cxpenses'. This leve!l of expenditurc, has thus ¢ historical origin.

Even when Indian firms with local financial backing and foreign

technical collaeboration entered the scone and did aperate for a time
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on their own, the level of competition déesircd by th: government and
the consumers could not be maintained. Instcad there¢ was the forma-

tion of a cartel.

In more recent times the entry of Indian Business Houses into
tyre production has for the first timo broken the corstraints of
cartelisation and collusion most decesively, though only for a short
period, say betweoon 1974 and 1977. Yet on the contrary we have also
seen growing concontration of the market share in the hands of two
business houses, lcading to conditions which could constrain further

compatition.
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Whilc cxport price was around 25 paisc per pound domustic price
of surplus rubber was around 10 paisc pcr pound. ©Sec Shetty, H.P.3
The Tyrc Industry of India, Polymer Publications, Bombay, 1976, p.12.

Differences in wage rates across countrics such as U.S5.A. and U.K.
arc also discussad as a matter of importance in cxplaining competition
in the case of cycle industry. Sce Harrison, A.E. op.cit.

Jones, Geoffrey. The Growth and Performancs of British Multinational
firms before 1939: The case of Dunlop”, The liconomic History Review,
Vol.37, No.1, February 1984, p.50. Dunlop decided on local manufacture
through a local rupes capital company instcad of sclling its piroducts
through an agency.

Ibid,

S5ec Woodruff, William, op.cit., pp-385-6 and also Gadgil, D,.R. and
Gogate, L.V., Survqy of Motor-bus transportation in Six districts of
the Bombay Frasidency Gokhale Institutce of Politics and Economics,
Foona, Publication No.4, 1935, Chapter VII and Chapter II, p.13.
Wherein it is said that "The road system of the trect as it exists
today is in all essentially the same 2s it was in the pre-motor
cpoch™,

Herbst, /inthony F and Joseph S.K.WU : "Somc e¢vidence of subsidization:
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History, Vol. 33, No.2, June 1973, pp.417-433,

Gadgil D.R. The _Industrial Evolution of Indio in Reccnt Times,
Oxford University T'ress, Bombay, 19 p.242.

Gadgil D.i:. and Gogate, L.V , op.cit. pp. 90-91.

While Dunlop wes a Public Limited Company with Indian minority parti-
cipation, Firestonc was a private limited company, fully (1004) owned
by its parent firm, Fircstone Tyre and Rubber Co., U.S5.i. The Fires-
fonc's plant was set up in 1939 at Bombay.

In 1934, this co-opcration was extended to a scries of reciprocal
manufacturing agreements, based on the general understanding that
wherever either Dunlop or Good Year have a plant (other than in the
USA, Canada and UK) they will favourably consider the question of
manufacturing from the other part in that territosy. As part of

this arrangement Dunlop agreed to manufacture for the fmerican Company
in India, Newzealand and in South /ffrica. In Argentina, Peru and
Sweden, Good Year have plant wherein they manufacture Dunlop products.

See Jones, Gecffrey, op.cit., pp.50-51.
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India Tyre¢ and Rubber Co., of Scotland commenced distributing their
products in Indiz through distributors in 1930, In 1938, it was
incorporated 2s an Indian compaﬁy, from which date distribution of
their products wes handled by the company itsc.f. Though it had
become a wholly owned subsidiery of Dunlon U.K., 2s carly as 19323,
it was only in 1972 that it became one ¢f Dunleoc India Limitea.
Howsver since 1928 ITR was using Dunlop's menufacturing facility
and marketing the nroduct through its own distribution network.

The tyre mapufacturers have conrn consigtontly inflating their sell-
ing and distribution expenscs, right from the boginning. This was
because this itom ur what is currcently t.omed 25 post menufacturing
expenses were not exciscable. Howevor recently (i.o. September
1983) the Supreme Court ruled that the tyre companics (among others)
have to pry excise duties, not just on currcnt manufacturing costs,
but also eon post moanufacturing expenses, as the totel ef both go
to determine the final selling price.

MRF had 2 financial cum technicel ccellaboration Agroement with
Mansficld Tire and Rubber Co., U.S5.i., wherein the latter owncd 20%
of the paid up capital.

NC:ER: A _Study of Price control and Impact of Excise Duty on
Selccted Incdustrics, New Delhi, 1978, p.99.

Most of these lutters of intent were obtaincéd by the State Industrial
Develonment Corporations. The actual reasons as to why some of the
reccpients did not convert them into licenses and commence commercial
procduction requires much morc careful study and investigation.

There was of course shortage of Nylon tyre cord in sufficient
quentities which would heove hampcred a smooth chenge over from
Ravon to Nylon tyres. .

The dynamiom shows Ly ledils ¢s well as the Goenkas who also figure
prominently in tho Tyre industiry is cdue to various factors. 4 mare
detaili.d discussion of the ¢ >lution of compeiitive factor in Tyre
industry, primarily &s a rosult of ihe working of Modis and Goenkas,
is to be included in later parts of the 'arger study of which this
paver forms a part For insights into "karwaria2™ entreprencurship,
See Timberg, Tomzs .. The Marwaris, From Trad. .: to Industrialists,
Vikas, Delhi, 1978, pp. 15-40.
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