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This book started as a dissertation at MIT. It poses the paradox of increasing industrial development in spite of poor and deteriorating physical infrastructure. It argues that the “new academic literature fails to show conclusively that good infrastructure correlates with better industrial performance”. It studies unreliable power and inadequate freight transportation systems to see how they affect costs and competitiveness and how firms cope.  It identifies non-traditional solutions and lessons of government-industry partnerships to improve infrastructure provision. Transportation and power are the “hard core” of social overhead capital because of lumpiness of technology and high capital-output ratio leading to the belief that only government can provide these services. But in power and telecommunications, new technologies are reducing the economies of scale, “spot markets” and electronic toll collections are made possible by I.T., unbundling and competition have become possible, and new regulatory frameworks enable the movement from public and private monopolies to infrastructure markets. 

The book is primarily a study of how Maruti-Suzuki has coped with deficiencies in public provision of infrastructure. The automobile industry has very complex supply chains, which in India, account for about 62-78 % of total expenditures by auto assemblers, while supplier firms spend 49-84% of total costs in procuring from sub-suppliers. Efficiency of the supply networks is fundamental to performance of any auto assembler. 

The book omits to mention that Maruti’s coping mechanisms were greatly helped by the background of the company namely; it’s emotional links to two Prime Minister Gandhis, to the Congress party, and to the fact that it was a central government owned company. Haryana where Maruti is located was also a Congress ruled state for much of the period. However, the study does point to solutions that should be made possible for others as well.

Power is a major bottleneck for Indian industry: “Sanctioned load is often lower than their demand, and they face frequent scheduled and unscheduled, power cuts.poor quality, or significant fluctuations in voltage and frequency”. While energy economists agree that self-generation is not an optimal solution to the power problem because of supposedly high cost, polluting fuels, and idle capacity, the book questions this received wisdom.  Maruti has captive generation for all its requirements and that of its suppliers as well some sold to HSEB, at affordable cost, guaranteed availability and high quality. This is contrary to what the book states is the World Bank (1996) position that captive generation costs more, liquid fuel transportation is hazardous, imports will strain the infrastructure further and SEB’s will lose some of their best clients. The Bank’s stated solution is independent power production, power purchase agreements for extended periods, Orissa as the model for reform. The new electricity legislation before Parliament will permit captive generation, but with restraints on open access to transmission, additional costs for the purpose, and restrictions on easy sale to any customer including members of the supply chain of the captive generator. The Maruti solution is not available to all, though gas can now be imported and the new efficient small gas generators can produce cheap and non-polluting power. Captive power to suppliers obviates any payment risks. Supplies to HSEB are at low tariffs but cover much of the costs.

In the case of transportation, Maruti has tightened the supply chain for imports but they still require very large inventory including in transit. Commercial vehicles in India are able to travel an average of 200-250 km per day versus 500-600 in industrialized countries. Abnormal delays and consequent high fuel costs lead to an economic loss due to bad road conditions, of Rs 200-300 billion. Lean production requires transformation of design, restructuring of assembler-supplier relations, and reorganization of production along the lines of just-in-time (JIT) delivery and total quality management. Low inventories are the key drivers of the entire lean system, quality and competitiveness. Transportation affects inventory levels. While Maruti has lowered its inventory costs, it has found it harder to make the supply chain lean. The experience on lean production arises largely from advanced industrial countries, with excellent transport infrastructure. With freight costs in 1996-97 accounting for 4.2% of sales revenue for Maruti (versus 2% for the wage bill), Maruti relies almost entirely on private truckers.  Indeed Indian automobile manufacturers now pursue two strategies: make supply chains less international, and domestic supply chains as local as possible by “clustering”. Suppliers and sub-suppliers are put in industrial clusters; either in the assembler’s campus or within a short distance and so meets delivery requirements and inventory goals better than distant suppliers. Such clusters are also being developed as joint ventures between the state and the assembler, with incentives from the state as given to other industries.  

The book establishes how Maruti overcame the major constraints due to power and transportation. Captive power can now be generated at low cost. It can be supplied to the army of suppliers and sub-suppliers on captive transmission lines. This makes the suppliers vulnerable to one customer. With the intense competition now seen in the automobile industry, Maruti is finding it difficult to persuade more suppliers to relocate in the neighbourhood. Chennai now has many assemblers, and a reputation for quality ancillaries production. The solutions of captive power and clustering are more likely to be preferred by suppliers who will not depend on one customer alone. 

This is a refreshing book. It shows that industry can be competitive (Maruti is now exporting a significant part of its production) despite severe infrastructure constraints. But it requires governments to ease off on the comprehensive protection given to state-owned generating pants and distribution. This is not happening. Even well intentioned reformist legislation in power tries to protect the SEB’s and their successors from losing large industrial customers to captive power. The other solution of industrial clusters promoted by industry is worth pursuing. They could be promoted by a group of industries, rather like the Tirupur hosiery manufacturers who have joined to invest in improving water supply for all. (1012)

