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DEMAND FORECAST BRIEF: MSME OPPORTUNITIES IN
INDIA'S AUTOMOTIVE TRANSFORMATION

1. Executive Summary: The India Opportunity

The FNF study identifies India as a "success story for an up-and-coming automotive
location," citing its rise to become the fourth largest automotive market in the world
since market liberalization began in the 1990s [FNF study, Page 2]. The report notes that
various car manufacturers have established operations in India and plan to further
expand their production plants [FNF study, Page 2].

For Micro, Small, and Medium Enterprises (MSMESs), this expansion represents a
significant demand opportunity. The Indian auto component industry currently supports
nearly 5 million skilled and semi-skilled workers and accounts for approximately 25% of
India's manufacturing GDP . By 2030, the auto component market is projected to reach
$200 billion, driven by strong domestic demand and increasing exports .

The Union Budget 2026-27 has reinforced this growth trajectory with strategic
interventions including a 10,000 crore SME Growth Fund, continued capital expenditure
expansion to ¥12.2 lakh crore, and the Semiconductor Mission 2.0 with ¥40,000 crore
outlay .

2. Investment Timelines: New Plant Commitments

The FNF study highlights that production in China and India is offsetting negative trends
observed in other countries [FNF study, Page 44]. Recent investment announcements
confirm this momentum, with significant implications for MSME suppliers.
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Investment/Proj Location Amount Timeline MSME

ect (% Crore) Opportunity

Tata Panapakkam, 9,000 Operational Feb Tier 2/3 supplie

Motors/JLR Tamil Nadu 2026; 250,000 ecosystem

Greenfield Plant annual capacity development;
over 5-7 years 5,000+ indirec

jobs

Mahindra & Nagpur, 15,000 Announced Feb Component

Mahindra Maharashtra 2026 supply for EV and

Manufacturing ICE vehicles

Facility tractor exports

enMotive Giga Nagpur, 3,200 Announced Feb Three-wheeler EV

Casting Maharashtra 2026 component

Technology ecosystem

PLI Auto Pan-India 35,000+ Through March High-technology

Scheme 2028 component

Investments manufacturing

Key Timeline Insight: The Tata Motors plant in Tamil Nadu will ramp up progressively to
reach its designed annual capacity of 250,000 vehicles over the next five to seven years
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(2026-2033) . This provides MSMEs with a clear investment planning horizon for
capacity addition.

3. Technology Adoption: MSME Imperatives

The FNF study notes that the change in powertrain technology is taking place in
different ways globally, with European OEMs pursuing "electric first and only" versus
Asian players focusing on "hybrids and gradual e-mobility" [FNF study, Page 4]. For
Indian MSMEs, this translates to a dual-technology environment requiring capabilities in
both conventional and electric platforms.

Current Technology Penetration:

e EV components currently account for 4.6% of OEM supplies in India (H1 FY26)
e Electric vehicles reached 7.5% of total vehicle registrations in 2025 (over 2
million units sold)

Critical Technology Areas for MSME Investment:

1. Electronics and Power Electronics: With the Semiconductor Mission 2.0,
localization of chips, packaging, and design is prioritized

2. Battery Components: Customs duty exemptions extended on lithium-ion cells
and capital goods until March 2028

3. Precision Engineering: Bearings, transmission gears, suspension systems
requiring higher efficiency and durability standards

4. Software-Defined Vehicle Components: Sensor-enabled systems and digital
architecture components
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4. Supply Chain Requirements: Localization and Quality

The FNF study emphasizes that "established industrialized countries offer stability and
technological expertise, but these advantages are becoming less important in the
choice of location due to high costs" [FNF study, Page 4]. India's cost advantage,
combined with localization policies, creates a compelling case for domestic supply

chain development.

Import Dependence Challenge:
India's auto industry still imports approximately 30% of its component requirements, with

China, Germany, and South Korea as major suppliers .

pushing the industry back into a marginal trade deficit .

Strategic Supply Chain Opportunities:

In H1 FY26, imports grew 12.5%,

design

Component Category Current Import Localization MSME Entry Point
Source Target

Advanced Chemistry China, South 50% by 2028 Battery assembly, cell

Cells Korea components

Power Electronics Germany, China 40% by 2027 Controllers, inverters

Semiconductors Taiwan, China Indigenous Testing, packaging
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Component Category Current Import Localization MSME Entry Point
Source Target

Critical Minerals Australia, South Domestic Mineral  processing

(Lithium, Cobalt, Rare America processing logistics

Earths)

Rare Earth Corridors: The government's decision to develop Rare Earth Corridors across
mineral-rich states including Tamil Nadu and Kerala aims to strengthen domestic
processing of critical minerals for EV batteries . MSMEs in South India are strategically
positioned to participate in this value chain.

5. Quality Improvement Trajectory

The FNF study notes that India's success stems from "market liberalization and a
holistic industrialization strategy" [FNF Study, Page 2]. Quality improvement is central to
maintaining this trajectory and integrating into global supply chains.

Export Quality Requirements:
India's auto component exports are primarily directed toward North America (34%),
Europe (27%), and Asia (19%) . These markets demand:

e International certification (IATF 16949, ISO 26262 for functional safety)
e Sustainability compliance (ESG reporting, carbon footprint reduction)
e Precision manufacturing standards

Premiumization Trend:
India Ratings identifies premiumization across segments as a key demand driver,
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particularly in passenger vehicles where SUVs and higher-end models dominate sales .
This means each vehicle sold carries higher-value components with stricter quality
requirements.

Government Quality Support:

The PLI scheme for automobiles and auto components (allocated ¥5,940 crore for
2026-27) covers high-technology, high-value automotive components, incentivizing
quality upgrades .

6. South India: The Manufacturing Powerhouse

The FNF study identifies that "markets such as India, Southeast Asia and parts of Africa
are gaining in economic and geopolitical importance, particularly as production and
development centers, often at the expense of Europe" [FNF study, Page 4]. South India is
at the forefront of this shift.

Tamil Nadu's Strategic Position:

e The Tata Motors/JLR plant in Ranipet district is a key link in the
Chennai-Bengaluru Industrial Corridor

e Two major infrastructure projects support this corridor: the Bangalore-Chennai
Expressway and the Bengaluru-Chennai Dedicated Freight Corridor

e The state offers "policy clarity and execution capability,’ making it a trusted
destination for high-value manufacturing

MSME Opportunities in South India:

1. Ancillary Development: The Tata plant will support development of a local
ancillary supplier ecosystem

2. Skilled Workforce Pipeline: The Lakshya programme provides five months of
hands-on training at JLR facilities with company-sponsored B.Tech degrees
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3. Export Hub Access: Tamil Nadu's coastal location provides proximity to Gulf and
ASEAN markets

7. Conclusion: Action Recommendations for MSMEs

Based on the FNF study findings and current market data, MSMEs should consider:

1. Short-term (2026-2027): Invest in quality certifications and technology upgrades
to qualify for PLI benefits; establish relationships with anchor plants in Tamil
Nadu and Maharashtra

2. Medium-term (2027-2029): Develop capabilities in EV-specific components
(battery packs, power electronics); explore export markets in Southeast Asia and
Middle East

3. Long-term (2030+): Integrate into rare earth and critical mineral value chains;
develop R&D capabilities for next-generation technologies

The FNF study concludes that for emerging economies, "it is particularly important to
have the right foundations: a secure energy supply, reliable institutions and a secure
state monopoly on the use of authority" [FNF study, Page 3]. India's policy continuity and
infrastructure investment provide these foundations, creating a favorable environment
for MSME growth in the automotive sector.
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