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Abstract

The bargaining power of Original Equipment Manufacturers (OEM) plays a vital role in the manufacturing ecosystem and
growth of the Intermediate Goods Manufacturers (IGM) under MSME sector in India. After liberalisation and economic
reforms, OEM companies started depending on domestic ancillary industries for sourcing intermediate products as part of
their operations plan to gain comparative advantages offered by different MSME units in its value chain. The value chains
supplying intermediate products are weak both structurally and financially which keeps them on the wrong side while
bargaining, hence the impact of the monopsonistic power of the OEM is anticipated to be significant on the growth of
IGMs. This study aims to investigate the manifestation of unequal bargaining power and its predicament with business
competitiveness, performance and ultimately its impact on the growth of IGMs under MSME sector. This paper discusses
how market structure and enterprise considerations influence bargaining power and therefore the need for monitoring
monopsonistic power in play and the importance of state intervention to safeguards the interest of IGMs. In short, a
comprehensive picture of the factors influencing the bargaining of OEM firms and its impact on the growth of IGMs in
the value chains has been attempted through this paper.

Keywords: OEM, 1GM, bargaining power, MSME, manufacturing, intermediate goods, competitiveness, monopsony,
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1. Introduction

The Micro Small and Medium Enterprises (MSMEs) manufacture and supply some of the intermediate products as inputs
to the Original Equipment Manufacturers (OEMs) who use them for making finished goods for final consumption. This
intermediate market of inputs links the IGMs with OEMs that determines the revenue of IGMs and cost to OEMs.
Automotive industry is the classic example of OEM vs. IGM relationship where OEMs exhibit the case of monopsony
and IGMs depend on an OEM as their sole market. The revenue earned by the IGMs determines their growth among other
factors while the purchase cost determines the profit of the OEMs. The OEMs mostly enjoy the monopsonistic power that
enables them to locate themselves in a favourable position in the process. However, their relationship exposes the MSME-
intermediate goods manufacturers (IGMs) to advanced technologies, knowledge, development of technical and
management skills, and enhance their market linkage thereby improving their overall efficiency and effectiveness. The
relationship between OEMs and the IGMs nurtures the growth of IGMs under MSMEs and improves their productive
efficiency. This market structure makes the relationship between IGM input suppliers and OEMs both imperative and
formative to the growth and development of the IGMs. The regulatory bodies would monitor the behaviour of the
organisational participants i.e. OEMs and IGMs, to ensure the best possible environment is available to both for
maintaining a level playing field, fair competition, and to ensure consumer welfare. This nurturing and monitoring of the
ecosystem would enable the IGMs under MSMEs to gain expertise and the strategically placed OEMs to allow for a high
degree of integration in local sourcing and indigenisation of IGMs to achieve the required output at a lower cost but
maintain the required level of efficiency. The bargaining and market power impacts the participants both the buyers and
the sellers differently due to the uncertainties arising from cost, prices, and demand. Hence there is a requirement to
continuously monitor the participants to ensure fair play and safeguard countervailing IGMs centric strategies ensuring
corporate responsibility and industry resilience.

This paper aims to systematically explore the economic theories behind the unequal bargaining power prevailing in the
intermediate markets and the factors leading to the vulnerability of the IGMs involved in intermediate supply of goods.
Second it explores the prevailing markets between the OEM manufacturers and the MSME input suppliers. Third, it
explores the options for the regulators to prevent moral hazard of exploitation of the IGM suppliers due to their inadequate
bargaining power. In short, a comprehensive picture of the factors influencing the bargaining of OEM firms and its impact
on the growth of IGMs in the value chains has been attempted through this paper.
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2. Overview of the Functional and Operational Structure of MSMEs

The MSMEs are the backbone of the Indian economy because they contribute 30 % of the GDP, 40 % of industrial output,
and 50% of exports (Subramanian & Chandramohan, 2023). MSME:s are also the second largest employment generator
in India after agriculture. It employs close to 15 crore people who are involved in manufacturing over 8000 products and
delivering services across all walks of economy. MSMEs play a critical role in job creation, entrepreneurship, innovation,
and development of supply chains (RBI, 2019).

The Micro, Small and Medium Enterprises Development Act, 2006 (MSMED Act, 2006) regulates the promotion, growth,
and development of the MSMESs through facilitation of trade including procurement preferences, access to export markets
and grants to reduce incidence of sickness, and to enhance their competitiveness. The MSMEs in India were classified
based on their investment in plant and machinery for manufacturing and investment in equipment for services. This
classification was revised, and the current classification is in force from June 2020 redefining MSMEs in the framework
of investments and turnover. The new definition is progressive as it enables greater inclusion owing to prioritisation and
easier implementation of development plans including revive, revitalise and rejuvenate (RRR) launched by the
government or transfer of subsidies to the intended beneficiaries within the targeted segment. This method also improves
accounting, transparency and accountability for individual firms and in the value/supply chain to streamline the tax system.
The current classification for MSME:s is given below in Table 1.

Table 1: Classification of MSMEs

Classification Investment in Plant and Machinery Turnover
Micro Does not exceed Rs. One crore Does not exceed Rs. Five crores
Small Does not exceed Rs. Ten crores Does not exceed Rs. Fifty crores
Medium Does not exceed Rs. Fifty crores Does not exceed Rs. Two hundred and Fifty crores

Source: Ministry of Micro, Small & Medium Enterprises

To address the major challenges and bottlenecks hindering the development of the MSMEs and to create a conducive

environment that fosters inclusion and its rapid expansion, it has been brought under Priority Sector Lending (PSL)

formalised by RBI in the year 1972 (RBI. n.d.) to ensure availability of viable and addressable debt demand. This is out

of recognition of the sector’s criticality to generate employment, contribute to GDP and exports (Cook & Nixson, 2000,

Pedraza, 2021). This status ensures that it is accorded priority in securing institutional credit, guidance and facilitation,

and policy interventions for sustainability and resilience.

Irrespective of their position in the supply chain, size, and financial capacity the MSMEs are expected to comply with

various regulations which includes:

i) Statutory regulations laid down by the law of the land and their purchaser which includes safety of both personnel and
environmental (emissions), corporate governance and ethical business practices, accounting integrity, and social
aspects which includes employee well-being, fair pay and benefits, equal opportunity, and social responsibility
involving community engagement.

ii) Sustainable practices which include sourcing of raw materials, energy usage and efficiency, manufacture according to
the stipulated specifications, follow acceptable manufacturing practices standards, and minimise wastage and timely
delivery in accordance with contractual obligations.

iii) Compliance to statutory regulations is critical to sustainable growth and resilience of enterprises irrespective of its
size.

2.1 Integrating with Large Enterprises: Strategic Alignment and Management

An important area of strategic alignment and management in the development of MSMEs is the inter-organisational
linkage between Large Enterprises (LEs) and MSMEs (Barbin, 2017) involved in manufacturing of input goods. IGMs
under MSME act as captive contract manufacturers or vendors to LEs either in Tier-1 or Tier-2 and or directly to OEMs.
This significantly lowers the entry barrier for MSMEs apart from substantially reducing capital requirements and
minimising the need to infuse fresh capital for plant and machinery for LEs, where two or more conversion stages for
production are involved. While this establishes the inter-firm vertical relationship which can be viewed as an adaptive
response to free-up capital for the LEs, at the same time, this market structure can also possibly lead to vertical
disintegration due to lower risk appetite of the micro and small businesses. Mahoney (1989) argues that cooperative
arrangements is a suitable substitution to vertical integration under certain conditions. Additionally, the implementation
of a cooperative strategy results in establishment of a large number of participants in the intermediate market. Economic
literature tells us, that increasing competition helps keep the prices under check at competitive levels. However, it also
might suppress profit margins for MSMEs and reduce innovations (Ro, et al., 2013) apart from exposing them to credit
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and liquidity risks. While antitrust laws restrict engaging in anti-competitive practices to encourage healthy competition,
industrial and intentional policies for bilateral cooperation promotes domestic and cross-border alliances, fostering
technological upgradation and adoption of best practices by MSMEs (Joo, et al. 2019). Moderate levels of competition
both at local and global levels fosters innovation (West, 2007), reducing quality ambiguities and performance uncertainties
thereby improving competitiveness, encourages forward and backward integration and improves business opportunity.
Thus, it provides the enabling support ecosystem to OEMs (Fawad Hussain et. al, 2015).

2.2 Competitive Advantage and Tailwinds

India has developed a significant competitive advantage in the MSME segment owing to five reasons:

i) A large domestic market,

i1) The second largest steel manufacturer and has the second largest production capacity for aluminium (IBEF, 2023) in
the world,

iii) A large pool of skilled and semi-skilled workforce,

iv) Proximity of Asia/Oceanic/Middle East which are counted among the largest markets, and

v) Low labour cost leading to cost-advantage in manufacturing.

Apart from the strategic competitive advantage the IGMs are also driven by operational considerations which includes:
i) A high degree of indigenisation by the growing bandwagon of OEMs

ii) Flexibility in embracing change owing to market dynamics like technological improvements and obsolescence due to
updates and upgrades during the lifecycle and changing consumer preferences and priorities,

iii) Excellence in meeting quality, cost and delivery timelines

iv) Continuous skill development

v) Intensifying investment to increase levels of import substitution and exports.

The diffusion of knowledge and technology has exponentially increased the potential for localisation (Behera, et al., 2012),
driving the growth of the sector and the Indian economy. However, regardless of the size of the MSME as an IGM supplier,
many auto-component ancillaries lack the authority to significantly influence their client to develop and establish a strong
pricing power to their advantage over their customers. Also, most of the auto-component manufacturers do not have high
bargaining power over their suppliers, as the suppliers are also large players in the commodities market, including ferrous
and non-ferrous metals. Both the foregoing impacts the profitability of the MSME sector. Chart 1 below illustrates the
operational considerations of MSMEs.

Chart 1: Operational Considerations of MSMEs

DEGREE OF
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2.3 Intrinsic and Extrinsic Challenges

In general, over 99% of total MSME:s in India, as of March 2024 qualify to be classified as micro-enterprises along with

the small enterprises in MSME sector. They face numerous challenges which can be broadly classified under:

i)  Credit and Financial capital and payment delays that constrain working capital and profitability.

ii)  Skill development both managerial and technical and sourcing of skilled manpower.

iii) Access to technology both machinery and intellectual property rights (IPR) for Quality Upgradation and
modernisation.

iv) Sourcing of Raw materials.

v)  Capacity Utilisation.

vi) Market Linkages.
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vii) Inadequate Social Infrastructure.

All these challenges impact the growth and development of the MSMEs and suppress them from delivering its full
potential. While much has been researched in these foregoing areas, there is little to no literature available on the impact
of monopsony on the growth and development of IGMs under MSME. Chart 2 illustrates the challenges faced by MSMEs.

Chart 2: MSME Challenges
Sourcing Raw Materials
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Development

/ Market Linkages
Technology & IPR

Inadequate Social
Infrastructure Linkages

Over the years, the IGM growth has been enabled and well-complimented by a growing number of enterprises in the
OEMs across all the industry segments. This has also been instrumental in ushering new OEM players and many micro
and small entities in ancillary manufacturing, thus creating a huge ecosystem that is poised for growth. Thus, positioning
of OEMs is essential to leverage both domestic and export market opportunities. With India continuing to remain at the
forefront as one of the fastest-growing major economies of the world, the future looks optimistic for exponential growth,
which will be a definitive tailwind for the OEM industry for increasing localisation and reducing dependence on imports.

3. Objectives

This paper examines the unequal bargaining power of the IGMs under MSMEs and its impact on their capitalisation and

growth.

i) To explore the prevalence of imbalance in bargaining power between the OEM as monopsonist and the IGMs under
MSME:s as seller.

ii) To examine the impact of unequal bargaining power of IGMs under MSMEs involved in contract manufacturing on
their growth and development.

iii) To identify the potential sector(s) where monopsony power of the OEMs having influence on prolonged yet silent
stunting of the IGMs under MSMEs.

4. Imbalanced Bargaining and Market Power in the Intermediate Markets

The industrial ecosystem is essentially a network of heterogenous businesses that are independently managed (di Comite,
et al., 2011). These businesses are network centric, meaning within their network they share resources, technology and
execute activities governed by contracts to successfully manage production and innovation, establish a reliable supply
chain, and to gain comparative advantage over rival networks for sustainability (Hunt, & Morgan, 1995; James 1996). It
indicates there exists interdependence between organisations that operate upstream and downstream in the value or supply
chain that spans across geographies or market(s). The flow and control of resources determine how organisations are
interrelated. Inter and intra-organisational strategies play a pivotal role in controlling resources to achieve competitive
advantage and shaping the bargaining power. Also, these strategies determine the levels of cooperation among the
organisations to achieve the desired results. Therefore, the intensity of bargaining power exerted by one over the other
shapes the level of interdependence on resources (Anderson, 2019). It fuels the ability to reason and persuade the other
without fear of the consequences of ignoring rationality.

IGMs under MSMEs, either directly or indirectly, share their complex relationship with OEMs manufacturing final goods
for consumption. Between them, they share, own, or manage independently different responsibilities, including
technology support along the value chain transforming intermediate products into finished goods (Desai & Taneja, 1990).
To create a conducive environment that ensures mutual organisational goals are met, the related parties embark on finding
mutually beneficial agreements. In this process, aligning interests, concerns, and priorities are systematically addressed
for deal-making through the process of bargaining and negotiation (Steinel, & Harinck, 2020). Large enterprises with
significant market share are capable of dominating the entire supply chain through their strong bargaining power.
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This section focuses on the definition of the bargaining and market power. Studies suggest that bargaining and negotiations

are saddled with immediate self-interest and long-term collective interest. However, in either case the effort maximises

the desired outcomes of the dominant. Factors that affect the power equations are:

i) The degree of competition (i.e. number of buyers and sellers and their relative size in terms of value and volume).

ii) Pricing power of the buyer

iii) Criticality of the product in demand, options for substitution and product differentiation, relative strength of barriers
to entry and exit.

Bargaining power and market power are powerful tools that determine value-extracting behaviour. These are the

significant factors in determining the profitability of a transaction and the long-term viability of an organisation. Both the

factors demonstrate price and terms setting behaviour that affects value and the efficient flow of trade and effective

transfer of profits. Faster technological adoption, absorption, and advancement, apart from the innovation capacity of

individual firms, are critical to market expansion and corporate success in a market-based economy, but they do not, in all

instances, necessarily culminate in ensuring larger operating profits. Market power has a direct impact on relative price

performance, pricing behaviour, productivity, demand elasticity, contestability, elasticity of supply (Maasoumi et al.,

2002), quality (Taylor & Zona, 1997) in addition to exposing the gap between client expectation and supplier perception.

4.1 Bargaining Power

Bargaining power is the capacity of an organisation placed either in an upstream or downstream market to influence,
persuade and secure an agreement that best suits its objectives. This means that every negotiation involves a minimum of
two parties, and rarely both enjoy the same levels of bargaining power (Choi, & Triantis, 2012). The difference in the
bargaining power stems from the varying levels of reservation utility and risk aversion, enabling one to have a distinct
advantage over the other to derive excess benefits. It means the more dominant one has an advantage over the other. Thus,
the organisation that enjoys a dominant bargaining power pursues the highest value to optimise its cash flow (Galil, et al.,
2023), and profits by means of capitalising cost through negotiating to either depress cost or distend prices, establishes a
favourable trade credit (Fabbri, & Klapper, 2016) and supply/delivery terms. Thus, power asymmetries help arrive at a
mutual agreement over price, trade credits, inventory levels, and delivery terms to realise favourable cash conversion
cycles, that helps free-up operating and working capital requirements, reduces capital cost and improves profitability for
the dominant. Therefore, the net beneficiary in the deal is the organisation with higher bargaining power that displays
value-extracting behaviour. Thus, unequal bargaining power often results in extending excessive concessions or
unreasonable costs and or tariffs that are one-sided and a biased treaty that is detrimental to the interest of the entity with
the lower bargaining power (Kirkwood, 2005).

4.2 Market Power

Market power describes the situation when a buyer or seller is able to control the prices of products or services by
controlling its supply or demand. Monopsony power appears once the buyer gets the supremacy to lower the price of a
product or service by reducing the quantity they purchase. The characteristics of the market for market power is defined
differently for the monopoly (seller) and the monopsony (buyer). In monopoly, it is defined as the ability of the seller to
raise and maintain selling prices above the competitive levels. Similarly in the case of monopsony, it is the ability of the
buyer to lower the price of products or service below the competitive levels. Market power can also be influenced by non-
price competition like product differentiation, collusion, and distribution network. Currently the best example of a
monopsony is the automobile industry which outsources their input good from MSME ancillary units. This has made the
IGMs in automobile industry to specialise and commit to specific products meant for a particular OEM or the group
companies. This symbiotic relationship connotes the OEM has the monopsony power and the IGMs always depend on a
particular industry to sell their products as input goods. IGMs are weak due to their capital inadequacy, institutional support
and many other factors. It is a case scenario where a few large buyers with an enormous purchasing power, with little to
no unopposed competition dominate the market which usually results in regulating the prices and terms of supply with its
vendors or suppliers as favourable to them (Chen, 2008). This condition for monopsony power allows to control the bulk
of the market share by means of sales. The lack of alternate market enables them to maximise their profits by coercing
their vendors to lower the price of the goods/services they procure and have them supplied at terms favourable to them.
This imbalance in bargaining power is a consequence of market concentration.

4.2.1 Impact of Monopsonic Power of OEMs on Growth and Stability of IGMs

IGMs under MSMEs outsource contract manufacturing and value-added services (VAS) from LEs. This implies that the
output of IGMs under MSME is largely determined by the output of OEMs. In other words, the output of the IGMs under
MSMEs depend on the output decisions of OEMs (Alexei Alexandrov, et al., 2008). The presence of large number of
MSMEs in any industrial sector is an indication of labour costs, and value and supply chain restructuring to minimize the
number of suppliers (Haritha Saranga, et al., 2009). This effort is driven by motivation for profit maximisation while
increasing market share. MSMEs help to achieve the objectives of cost optimisation for LEs where they have any inherent
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challenge in addressing them and in that process, MSMEs add value by bringing in newer capabilities at lower costs. This
help to achieve at least the four objectives:

i) Freeing up the equity of LEs,

ii) Reducing labour costs,

iii) Developing a widely dispersed value and supply chain ecosystem,

iv) Improved time to market.

Table 2 categorises and groups OEMs and its suppliers on the nature of responsibility, client base, level in supply and
value chain in supporting the industry in manufacturing and improving product quality and functionality. All of them play
a critical role in enhancing the supply and value chain improving efficiency.

Table 2: Level and Nature of Responsibility in Manufacturing

Level Nature of Responsibility Status Market Relationship

OEMs Design, Assemble, Market and Sell | Critical. High barriers | With end customers either
automobiles to entry. Capital and | through direct marketing and

technology intensive, | through distribution network
economies of scale

Tier 1 Work with limited OEMs. In select | Compulsory — focus on | Contract Manufacturers and
scenarios share some design | manufacturing suppliers for OEMs
responsibility. specialised
Manufacture critical major parts, | components, sub-
complex assemblies (integration of | systems, and major
multiple components) or system/sub- | assemblies and sub-
system. assemblies improving

functionality/features
of the end product.

Tier 2 Manufacture and supply individual | Essential — focus on | Sub-Contract Manufacturers
components and sub-components or | precision to contribute | and suppliers for Tier 1
other essential inputs. Do not share | to overall quality suppliers
design responsibility.

Tier 3 Manufacture and supply individual parts | Necessary Suppliers for Tier 2
or supply raw materials for use by Tier 2
to produce more complex components

Source: compiled by the author from multiple sources

Table 3 illustrates the division of labour distributed deeply across the different Tiers. When superimposing this structure
for absorption of their production within the broader context of restructuring, it demotes the status of Tier-2 and Tier-3 as
to that of OEMs and Tier-1 enterprises (Porter, & Phillips-Howard, 1997). This relegates the MSMEs position in the
industrial structure and philosophy of its existence to operate as a captive to LEs. It, therefore, suggests the potential to
naturally create wage differentials and discrimination even among similarly skilled and productive workers. The situation
can get amplified in the event of imperfect competition resulting from a higher market concentration while the ownership
and the title to factors of production are legal and real, however, the control may prove to be illusory.

A countervailing strategy suggested for the regulatory body is to develop sub-sectors in the value chain. It has its premise
in Resource Dependency Theory, where organisations compete with each other to secure resources for their survival, and
this tendency creates economies of scope by developing holistic industrial-sector clusters. It improves the capability and
flexibility of organisations to respond and diversify both vertically and horizontally. For example, Tier-2 and Tier-3
manufacturers of auto-components in automobile industry can expand their activities extending to other adjacencies,
including commercial vehicles (CV), agriculture machinery, defence, and aerospace. These are contiguous segments
where cross-selling and opportunities for expertise repurposing may exist or arise due to technological complementarities.
Therefore, instead of depending on a single buyer/client for the total sales value, producing complementary intermediate
goods for multiple clients gives them a significant competitive advantage. For employees, this allows ease of mobility to
move across different roles and different enterprises with the available knowledge, skill sets, and competencies as these
are compatible between industries (Atallah, 2006). This practice allows creation of substitutability across both supply and
demand for trained workforce and commodities. This growth plan as a strategic realignment could be pursued for at least
five reasons.

i) Hedge risks.

ii) Diversification of portfolio to improve capacity utilisation.

iii) Higher growth and profit potential.

iv) Early mover in sunrise industries/rising star products: lever head start advantage in underserved market.
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v) Ambition to expand and grow.

However, existence of substitutability does not cause much dent to the bargaining power of the buyer or monopsony in an
imperfect market. This is because:

i) The source of a buyer’s power comes from his market share i.e. his share of purchase made in the upstream market.
This includes both in terms of quantity and value of the total sales made by all relevant sellers (Chen, 2007) and thereby
has the potential to impact demand elasticity.

ii) There exists an unequal economic dependence between a supplier and the buyer. The supplier is relatively more
contingent on the buyer for trading and profitability than the buyer (Paul, 2005).

iii) Risk of delisting and re-contracting i.e. the IGM producer runs the risk of losing out on renewal and subsequent
contracts because he is substitutable by another inclined to expand and willing to work on terms established by the
supplier (Glover, 1987). This is more likely to happen in cases where the products supplied are generic by nature, and
a replacement supplier is readily available and is capable of meeting demand as in the case of a value chain network.

iv) The supplier switching does not involve specific factors, which include transfer of patented know-how, expert
knowledge, new factor flows, or requires developing specific skill sets (Roger, 1978) and hence the buyer has no
special interest or incentives in retaining nor the supplier replacement poses inherent risks to efficient outcomes. As a
result of availability of substitutable suppliers, the supplies perceived value declines, undermining cost-based pricing
(Shapiro, & Varian, 1998).

v) Lack of product alignment with the downstream market. This is because the products produced by the MSMEs
suppliers are input supplies and not finished goods for the consumers hence has no perceptible intrinsic value to the
downstream final consumers.

vi) Concerns on opportunity costs at the expense of productivity loss in the event of the supplier not integrated in the
larger environment of supply and value chain.

Thus, the buyer’s power stems from the MSME’s multiple dependencies, which includes but are not limited to:

1) Vocation

ii) Patronage

iii) Insecurity

iv) Surplus inventory

v) Lack of market alignment

vi) Opportunity cost

Bargaining power imbalances can weaken business responsiveness due to increased shocks and cost leading to allocative
efficiency losses (Ryan, et al., 2018) despite the ability to jointly generate a surplus through the contract, resulting in
adverse consequences due to wastage of factors of production eventually stunting economic growth (Pitchford, 1998).
The pervading perception on the relationship between the OEM and that of the IGM, is that of, predatory and abusive
(Sivramkrishna, & Jyotishi, 2008; Helveston, & Jacobs, n.d.). However, there will be asymmetries when two parties are
involved and therefore an imbalance in power (Porter, & Phillips-Howard, 1997). This also drives us to conclude that two
equal parties might never be tangled in negotiating a contract in a production economy and that the lack of avenues to
achieve self-sufficiency leads to a weak bargaining power for the IGM and their eventual subservience to the OEM buyer.
Therefore, the outcome is an inequality in bargaining power often results in unfair treatment and unequal distribution of
wealth.

It is a well-established fact that as market concentration by OEMs and as the aggregate number of IGM or suppliers
increases, the OEMs develop monopolistic power in the consumer market and exercise monopsony power over the IGMs.
In other words, low competition and high market share of OEMs enables them to set prices and favourable terms of supply
with both the upstream IGMs and for their downstream consumers. With limited competition the OEMs can thrive, operate
successfully, and generate profits. However, the same situation can get tricky for their suppliers/vendors. In a condition
where competition is limited and with no suitable alternatives/substitutes available to the vendors/suppliers, they are then
left with no alternative but to continue to seek their support to sustain the supply chain. This implicitly indicates conditions
of low attrition can arise even when imperfect competition exists invariably weakening the link between productivity and
fair compensation. This, however, potentially impacts the long-term relationships between the OEMs and IGMs in the
absence of a balanced approach in OEMs interactions with IGMs under MSME as returns to scale, factor flows, and trade
complements each other (Melvin, 1996; Gowa, & Mansfield, 2004).

In a case scenario where alternatives are limited, reluctance and unwillingness to seek and switch OEMs or even exit the
market by the suppliers/contract manufacturers, who are mostly comprised of the micro and small enterprises, cannot be
ruled out as switching costs can be prohibitively expensive due to capital lock-in (Farrell, & Klemperer, 2007), and the
other deterrent is the need for additional investments due to technological limitations and efforts required for migration
due to changes in product design and adaptation to standards both of which can briefly impact performance (Debi P.
Mishra, 2019). Another aspect is the huge costs involved in acquiring a new OEM/client including the pursuit for increases
in market share as opposed to market expansion (Akinci, et al., 2008) due to information asymmetries on various critical
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aspects that includes technological and market information including on competition and the barriers to entry (Bergh, et
al., 2019) in addition to, geographical proximity which happens to be one of the factors that had earlier restricted
opportunities. The costs of switching at a high level include the cost of capital for investments in fixed assets for
development/production machinery and tooling, proof-of-concept and its acceptance, test-runs for prototype and
specialised skill development, tight coordination, all of which can demand a lot of capital bandwidth stressing the MSME-
IGM. All the foregoing is accentuated with the risk to scarce capital due to uncertainties emanating from the opportunities.
In the likelihood of the skill sets, and investments in production machinery and tooling are transaction specific then
switching customers can be prohibitively expensive (Monteverde, & David, 1981).

Thus, reluctance and unwillingness to explore alternative options due to switching costs weakens the bargaining power of
MSME-IGMs and creates space for exercising the monopsony power by the OEMs. In the process, the OEMs leverage
their bargaining power to depress prices in order to fix high margins and realise profits, while the MSMEs operate on
lower margins despite being capable of achieving higher production efficiencies. The higher the resistance for reluctance
and unwillingness to find alternate market or the lack of it, the greater the potential to suppress the price point to a level
closer to the regret price reducing profits. This unequal bargaining power results in low transfer of wealth and sluggish
growth for the IGM-MSMEs eventually leading to reduced levels of profit infusion for recapitalisation and capital
intensification, which causes the state of perineal dwarfism. This is a cause for concern, as it not only creates challenging
condition for self-preservation and resilience for the MSME manufacturer/supplier but also increases disparities and
income inequalities which can have a broader implication for the overall society and consequently the economy resulting
in lower output, employment generation, and impact social welfare. Therefore, MSMEs, as a contingency plan, should
also focus on increasing their integration with adjacencies rather than relying solely on one OEM to manage their business
profitably; this would better equip them to overcome the barriers that contribute to disparity in negotiating power.

5. Scope of Automobile IGMs in Domestic Value Chain and Global Value Chain

Despite the fact that IGMs confront myriad and varied challenges supporting the domestic value chain (DVC), they have
the potential to play a significant role in domestic production and contribute to exports integrating with the global value
chains (GVCs) of the automotive industry. A GVC is described as “the full range of activities that firms and its employees
perform to bring a product from its conception to end use and beyond” (Gereffi & Fernandez-Stark, 2011). They are
synchronised by many MNCs or large companies that perform lead activities in the value chain. However, opportunities
for MSME-IGM business and market development and economic outcomes including the entity’s long-term business
success (Romer, 1986, Porter, 1992) depend on how they learn, upgrade to advanced technologies, innovate in the space
of both products and business processes, development of financial systems (Tadesse, 2006), development of human capital
and an inclusive culture (Gao, & Zhang, 2017). The existing potentials of the IGMs remain untapped requiring financial
support, conducive government policies that encourages and subsidises new businesses and innovation (Howell, 2017)
with an appropriate product strategy, and promotion of foreign direct investments (FDIs) to improve effectiveness of
access to technology, to underpin focus on and to increase domestic innovation capacity (Fang, et al., 2017, Brown, et al.,
2019) apart from reinforcing and influencing development of intangible assets including intellectual property (Heath, &
Mace, 2020). IGMs competitive ability can be improved through technological collaborations and joint ventures. The
gains from DVC and GVC participation will be higher for businesses that have greater access to intangible inputs like IPR
which will open prospects for innovation, creativity, and sustained growth (Sowmya, et al., 2021, Samriti, 2023) and
businesses backed by local financial markets that have greater short-term risk-tolerance and continue to invest and
incentivise innovation to achieve long-term success (Comin, & Nanda, 2019, He, & Tian, 2020). With access to
appropriate technology, innovation mindset and policy support, IGMs can produce quality goods at relatively competitive
price. IGMs might face certain risks in even GVC participation due to their weaker bargaining power. This problem
however can be mitigated through the consistent development of competitive advantage of the IGMs and by the creation
of a level playing field. The bargaining strength of IGMs depends on their ability to innovate and produce improved
products, improvise processes and functions in the value chain. However, the OEMs would continue to operate and control
high value-added functions and therefore capture higher profits than IGMs.

6. Conclusion and Recommendation

Market structure and concentration is an important parameter that helps in understanding the forces that shapes the growth
of the industry. High market concentration is generally associated with increased efficiency from economies of scale
though it also indicates low competition. However, market power when exercised resulting in low-capacity utilisation
prevents the IGMs under MSMEs from achieving productivity frontiers. Thus, when the buyer power impacts upmarket
conditions, it would also invariably impact the downmarket conditions and therefore at some stage will impact the end-
consumer. It would be counter-intuitive to allow monopsonistic power in play.

In order to achieve full capacity if upstream IGM manufacturers plan to stockpile goods to respond better, it could
considerably increase the risk to investments made by them, if the anticipated demand does not materialise. This lack of
appetite for risk taking arguably is one of the factors that dictates the level of imbalance in negotiating power. This can
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impact employment generation, wages, and inequality apart from losses to economic growth due to loss of productivity
gains.

The Monopolies Restrictive Trade Practices Act, 1969 was replaced by The Competition Act 2002 in the year 2009. These
were rolled out to ensure, “freedom of trade, a level playing field, sustain fair competition and welfare of the consumers.”
However, to achieve these objectives, surveillance for scrutiny of firms may not be a solution to gather information on
violations of fair and ethical practices as management discussions and decisions remain opaque. The situation gets tricky
due to reservations among victims in whistleblowing, formally reporting and sharing data. In the absence of formal
evidence should the regulators turn a blind eye? No, absolutely not!

A theoretical approach of connecting economic theories and empirical evidence with macroscopic observations and
behaviour can perfectly explain and suggest that counteracting market power i.e. monopsony could be in play limiting the
sub-sector and the overall industrial-sector growth. This leads the way for further scope of study to model data collection
and test with precision observations and accurate data sets to recommend countervailing measures that can create a level
playing field for both the OEMs and the IGMs paving the path for ensuring and preserving perfect competition.

There is no reliable alternate to precise observations and accurate data sets that can help reveal patterns, identify gaps,
assess how deep the problem has permeated and how the phenomenon is impacting the industrial segment and the overall
industry. And it is only fair to assume incidence of events of voluntary reporting will be random due to fear of
repercussions. Regulatory bodies are expected to closely monitor and address issues suo moto to regulate the system for
ensuring fair operations that promotes and safeguards the interest of all the stakeholders. Therefore, in the absence of
complaints to initiate actions, the regulators need to depend on models that helps determine the existence of restrictive
practices and take pre-emptive measures to enforce the principles of fair competition.

References

1. Akinci, S., Aksoy, S., & Atilgan, E. (2008). Measuring And Mapping Customers Expectations And Perceptions For
Airlines: The Sunexpress Case With The Gaps Model. Journal of Global Strategic Management, 1(2), 69-69.
https://doi.org/10.20460/JGSM.2008218501

2. Alexei Alexandrov, George Deltas, & Daniel F Spulber. (2008). Oligopolistic Competition between Intermediaries.
https://www.researchgate.net/publication/229012336_Oligopolistic_Competition_between Intermediaries

3. Anderson, B. C. (2019). Values, Rationality, and Power: Developing Organizational Wisdom--A Case Study of a
Canadian Healthcare Authority. Bingley, United Kingdom: Emerald Group Publishing Limited.

4. Atallah, G. (2006). Opportunity Costs, Competition, and Firm Selection. International Economic Journal, 20(4), 409—
430. https://doi.org/10.1080/10168730601039976

5. Behera, S. R., Dua, P, & Goldar, B. (2012). Foreign Direct Investment and Technology Spillover: Evidence Across
Indian Manufacturing Industries (Working Paper No. 207). https://doi.org/10.2139/ssrn.2014518

6. Bergh, D. D., Ketchen, D. J., Orlandi, 1., Heugens, P. P. M. A. R., & Boyd, B. K. (2019). Information Asymmetry in
Management Research: Past Accomplishments and Future Opportunities. Journal of Management, 45(1), 122—158.
https://doi.org/10.1177/0149206318798026

7. Barbin, E. (2017). The Dynamics of SME - Large Business Linkages: Findings from Six Cases (RSN-PCC Working
Paper No. 17-008). https://doi.org/10.2139/ssrn.3085634

8. Brown, J. R., & Martinsson, G. (2019). Does Transparency Stifle or Facilitate Innovation? Management Science,
65(4), 1600-1623. https://doi.org/10.1287/mnsc.2017.3002

9. Chen, Z. (2007). Buyer Power: Economic Theory and Antitrust Policy. Research in Law and Economics, 22, 17-40.
https://doi.org/10.1

10. Choi, A. H., & Triantis, G. G. (2012). The Effect of Bargaining Power on Contract Design. VIRGINIA LAW REVIEW,
98(8), 1665—1744. https://doi.org/10.2139/ssrn.2010083

11. Comin, D., & Nanda, R. (2019). Financial Development and Technology Diffusion. IMF Economic Review, 67(2),
395-419. https://doi.org/10.1057/s41308-019-00078-0

12. Cook P, & Nixson F. (2000). Finance and small and medium-sized enterprise development (14; Finance and
Development Research Programme).

13. Dastan, H. (2016). Relationship between Total Factor Productivity and Concentration: An Application on TRA 1 Sub-
Regional. https://www.researchgate.net/publication/301355282

14. Debi P. Mishra. (2019). How broadly do product preannouncement performance effects generalize? Product life cycle
and switching cost perspectives. Innovative Marketing, 15(2), 96—109. https://doi.org/10.21511/im.15(2).2019.08

15. Desai, A and N. Taneja (1990) A Role of Small and Medium Scale Industries In India in Asian Development Bank,
The Role of Small and Medium Scale Manufacturing Industries in Industrial Development : The Experiences of
Selected Asian Countries, pp 161-252

16. di Cintio, M. (2006). Product Differentiation and MultiProduct Strategies (Economics Working Paper No. 81/38).
https://doi.org/10.2139/ssrn.897660

17. Esfandiar Maasoumi, Stephen D. Prowse, & Daniel J. Slottje2002. (2002). Measuring Market Power in the Steel
Industry . https://www.researchgate.net/publication/228582365 Measuring_Market_Power_in_the Steel Industry

1499


https://www.researchgate.net/publication/301355282

European Economic Letters
ISSN 2323-5233

Vol 14, Issue 4 (2024)
http://eelet.org.uk

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.
38.
39.
40.
41.
42.

43.

44,

Fabbri, D., & Klapper, L. F. (2016). Bargaining power and trade credit. Journal of Corporate Finance, 41, 66—80.
https://doi.org/10.1016/j.jcorpfin.2016.07.001

Fawad Hussain, Mohammad Basir Bin Saud, & Mohd Azwardi Md Isa. (2015). The Mediating Effect of MSMEs
Export Performance between Technological Advancement Capabilities and Business Performance . World Academy
of Science, Engineering and Technology International Journal of Business and Economics Engineering, 9(10), 3558
3564.

Fang, L. H., Lerner, J., & Wu, C. (2017). Intellectual Property Rights Protection, Ownership, and Innovation:
Evidence from China. The Review of Financial Studies, 30(7), 2446-2477. https://doi.org/10.1093/rfs/hhx023
Farrell, J., & Klemperer, P. (2007). Chapter 31 Coordination and Lock-In: Competition with Switching Costs and
Network Effects. In Handbook of Industrial Organization (Vol. 3, pp. 1967-2072). https://doi.org/10.1016/S1573-
448X(06)03031-7

Galil, K., Lindner, T., Shapir, O. M., & Zeidan, R. (2023). Cash conversion cycle and bargaining power in the product
market: A global perspective. https://dx.doi.org/10.2139/ssrn.4662912

Gao, H., & Zhang, W. (2017). Employment Nondiscrimination Acts and Corporate Innovation. Management Science,
63(9), 2982-2999. https://doi.org/10.1287/mnsc.2016.2457

Gereffi, G., and K. Fernandez-Stark. 2011. Global Value Chain Analysis: A Primer. Center on Globalization,
Governance and Competitiveness (CGGC), North Carolina, US: Duke University.

Glover, D. J. (1987). Increasing the benefits to smallholders from contract farming: Problems for farmers’
organizations and policy makers. World Development, 15(4), 441-448. https://doi.org/10.1016/0305-
750X(87)90112-4

Gowa, J., & Mansfield, E. D. (2004). Alliances, Imperfect Markets, and Major-Power Trade. International
Organization, 58(04). https://doi.org/10.1017/S002081830404024X

Hamilton, S. F., Bontems, P., & Lepore, J. (2013). Oligopoly Intermediation, Relative Rivalry, and the Mode of
Competition. https://doi.org/10.1016/j.ijindorg.2015.03.002

Haritha Saranga, Arnab Mukherji, & JanatShah. (2009). Determinants of Inventory Trends in the Indian Automotive
Industry: An Empirical Study (286). https://repository.iimb.ac.in/bitstream/123456789/584/1/WP.1IMB.286.pdf

He, J., & Tian, X. (2020). Institutions and Innovation: A Review of Recent Literature. SSRN Electronic Journal.
https://doi.org/10.2139/ssrn.3530214

Heath, D., & Mace, C. (2020). The Strategic Effects of Trademark Protection. The Review of Financial Studies, 33(4),
1848—-1877. https://doi.org/10.1093/rfs/hhz084

Helveston, M., & Jacobs, M. S. (n.d.). Incoherent Role of Bargaining Power in Contract Law . Wake Forest Law
Review, Forthcoming, Available at SSRN: Https://Ssrn.Com/Abstract=2419171:

Howell, S. T. (2017). Financing Innovation: Evidence from R&D Grants. American Economic Review, 107(4), 1136—
1164. https://doi.org/10.1257/aer.20150808

Hunt, S. D., & Morgan, R. M. (1995). The Comparative Advantage Theory of Competition. Journal of Marketing,
59(2), 1. https://doi.org/10.2307/1252069

IBEF - Auto Component Industry. (2023).
https://www.ibef.org/download/1698839937 Auto Components August 2023.pdf

James F., M. (1996). The Death of Competition: Leadership and Strategy in the Age of Business Ecosystems.
HarperCollins.

Joo, D.-J., Yang, J., Lee, E., Matebu, A., Jote, N., Rahmet, D., Sintayehu, S., & Kassahun, S. (2019). Industrial
Cooperation between Korea and Ethiopia : Focusing on Small &amp;amp;Amp; Medium-Sized Enterprise (KIET
Occasional Paper No. 109). https://doi.org/10.2139/ssrn.4212026

Kirkwood, J. B. (2005). Buyer Power and Exclusionary Conduct: Should Brooke Group Set the Standards for Buyer-
Induced Price Discrimination and Predatory Bidding

Labor Market Monopsony Trends, Consequences, and Policy Response. (2016).

Maassoumi, E. (2003). Dynamics of Market Power and Concentration Profiles. Econometric Reviews.

Mahoney, J. T. (1989). BEBR FACULTY WORKING The Choice of Organizational Form: Vertical Integration versus
other Methods of Vertical Control.

Melvin, J. R. (1996). Trade and Investment with Constant and Increasing Returns to Scale. The Canadian Journal of
Economics, 29, S361. https://doi.org/10.2307/136068

Monteverde, K., & David J. Teece. (1981). Supplier Switching Costs and Vertical Integration in The Automobile
Industry.

Paul W. Dobson. (2005). Exploiting Buyer Power: Lessons from the British Grocery Trade. Antitrust Law Journal.
https://www.researchgate.net/publication/241658743 Exploiting Buyer Power Lessons from the British Grocer
y_Trade

Pavic, I., Galetic, F., & Piplica, D. (2016). Similarities and Differences between the CR and HHI as an Indicator of
Market Concentration and Market Power. British Journal of Economics, Management & Trade, 13(1), 1-8.
https://doi.org/10.9734/bjemt/2016/23193

1500


https://doi.org/10.1016/j.jcorpfin.2016.07.001
https://www.ibef.org/download/1698839937_Auto_Components_August_2023.pdf
https://doi.org/10.9734/bjemt/2016/23193

European Economic Letters
ISSN 2323-5233

Vol 14, Issue 4 (2024)
http://eelet.org.uk

45.

46.

47.

48.

49,
50.

51.

52.

53.

54.

55.

56.

57.

58.

59.

60.

61.

62.
63.

64.

Pedraza, J. M. (2021). The Micro, Small, and Medium-Sized Enterprises and Its Role in the Economic Development
of a Country. Business and Management Research, 10(1), 33—44. https://doi.org/10.5430/bmr.v10n1p33

Pitchford, R. (1998). Moral hazard and limited liability: The real effects of contract bargaining. Economics Letters
61 (2), 251-259.

Porter, G., & Phillips-Howard, K. (1997). Comparing contracts: An evaluation of contract farming schemes in Africa.
World Development, 25(2), 227-238. https://doi.org/10.1016/S0305-750X(96)00101-5

Porter ME. (1992). Capital disadvantage: America’s failing capital investment system. Harvard Business Review,
70(5), 65-82. https://europepmc.org/article/med/10121317

RBI. (n.d.). Lending To Priority Sector.

Ro, Y.-J., Kim, W.-K., & Kim, J. W. (2013). The Spillover Effect between Productivity of SMEs and Large Firms
(KIET Occasional Paper No. 93). https://doi.org/10.2139/ssrn.4212085

Roger LeRoy Miller. (1978). Intermediate = microeconomics:  theory, issues,  applications.
https://archive.org/search.php?query=external-identifier%3 A%22urn%3Aoclc%3 Arecord%3A1150036314%22
Romer, P. M. (1986). Increasing Returns and Long-Run Growth. Journal of Political Economy, 94(5), 1002—-1037.
https://doi.org/10.1086/261420

Ryan A. Decker, John C. Haltiwanger, Ron S. Jarmin, & Javier Miranda. (2018). Changing Business Dynamism and
Productivity: Shocks vs. Responsiveness (NBER Working Paper No. 24236; NATIONAL BUREAU OF ECONOMIC
RESEARCH). https://www.nber.org/system/files/working_papers/w24236/w24236.pdf

Samriti, D. (2023). Role of IPR in Sustainable Development in India. SSRN Electronic Journal.
https://doi.org/10.2139/ssrn.4397580

Shapiro, C., & Varian, H. R. (1998). Information Rules: A Strategic Guide to the Network Economy. Harvard Business
Review Press Books.

Sivramkrishna, S., & Jyotishi, A. (2008). Monopsonistic exploitation in contract farming: articulating a strategy for
grower cooperation. Journal of International Development, 20(3), 280-296. https://doi.org/10.1002/jid. 1411
Sowmya. D N, Dr. P Paramashivaiah, & Avinash M Sati. (2021). IPR & MSME’s Are the Analogous for Economic
Sustainability in India-a Way Ahead. IJCRT, 9(1), 61-69.

Subramanian, Ramachandran, and Chandramohan, B.P., Problems in availing Institutional Finance by Informal
MSMEs in India with special reference to MUDRA Loans and Udyam Registration (December 27, 2023). The Indian
Economic Journal, Vol.5, Special Issue, No.30; Pp. 255-268, Dec-2023

Steinel, W., & Harinck, F. (2020). Negotiation and Bargaining. In Oxford Research Encyclopedia of Psychology.
Oxford University Press. https://doi.org/10.1093/acrefore/9780190236557.013.253

Tadesse, S. (2006). Innovation, Information, and Financial Architecture. Journal of Financial and Quantitative
Analysis, 41(4), 753-786. https://doi.org/10.1017/S0022109000002635

Taylor. W., and J. Zona. 1997. ”An Analysis of the State of Competition in Long-Distance 29 Telephone Market s.”
Journal of Regulatory Economics 11: 227-255.

The Monopoly Model. (n.d.). https://open.lib.umn.edu/principleseconomics/chapter/10-2-the-monopoly-model/
West, J. K. (2007). Competition, Patents and Innovation (72; Directorate for Financial And Enterprise Affairs
Competition Committee). https://doi.org/10.2139/ssrn. 1081332

What Are Tier 1, 2 and 3 Suppliers? (greenly.earth)

1501


https://archive.org/search.php?query=external-identifier%3A%22urn%3Aoclc%3Arecord%3A1150036314%22
https://doi.org/10.1093/acrefore/9780190236557.013.253
https://open.lib.umn.edu/principleseconomics/chapter/10-2-the-monopoly-model/
https://greenly.earth/en-us/blog/company-guide/what-are-tier-1-2-and-3-suppliers

