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Executive Summary  

The CV industry was responsible for the transportation of more than 75% of the total freight in the country in fiscal 

2017. As demand for transportation comes from all sectors, the performance of the CV industry mirrors the overall 

performance of the economy. In India, the business is characterised by significant entry barriers, oligopolistic 

competitors, and focus on volumes. With improving road conditions, particularly inter-city roads, the average 

vehicle tonnage has increased to 20 tonne and higher in the early 2000s from 16 tonne in the late 90s, and 12 

tonne in the early 90s. Correspondingly, the intra-city average vehicle tonnage has reduced, thereby establishing a 

hub-and-spoke model for goods transportation. The shift implies that manufacturers with a wide range of products 

and the ability to develop new models based on customer needs are bound to gain volume shares.  

CRISIL’s approach to rating commercial vehicle (CV) manufacturers involves evaluating their business, 

management, and financial risk profiles. The parameters that are considered for evaluation of a CV manufacturer’s 

business risk profile include the company’s market position and operating efficiency. Market position assessment 

focuses on the company’s ability to maintain high volumes in a wide variety of market segments. While analysing 

operating efficiency, CRISIL assesses its ability to manufacture technologically-superior vehicles at low costs. 

Operations in the industry are fixed-cost intensive; therefore, well-engineered products and significant volumes are 

key factors. CRISIL also assesses the company’s financial and management risk parameters to arrive at the final 

rating.  

Scope  

While CRISIL’s broader rating criteria for manufacturing and service sector companies1 apply to all firms in the 

manufacturing sector, this article2 details factors specific to the CV industry, particularly a firm’s market position and 

operating efficiency.  

Business Risk 

Market position  

Product range  

A diverse and broad product mix enables the company to provide a wide variety of transportation solutions across 

different load levels, and helps build strong brand loyalty with the customer. On the other hand, a manufacturer with 

presence in one segment would be more susceptible to volume shocks and limitations related to overall volume 

and growth prospects within that segment. Further, within the CV space, presence in the passenger transportation 

segment provides additional and stable volumes. The passenger transportation vehicle market is largely stable on 

a year-on-year basis, but is dependent on state transport corporations (STCs), the largest buyers of buses in India. 

Demand from STCs is steady, and lends stability to volumes.  

                                                                 

1 For the detailed criteria, please refer to our articles, ‘Rating Criteria for Manufacturing and Service Sector Companies’ and 

‘CRISIL’s Approach to Financial Ratios’ under the ‘Criteria and Methodology’ section on the CRISIL website. 

2 To access the previous published document on “Rating criteria for commercial vehicle industry” kindly follow below mentioned 

link:https://www.crisil.com/content/dam/crisil/criteria_methodology/consumer-discretionary/archive/CRISIL-Ratings-crieria-com-

veh-industry_2007.pdf  

https://www.crisil.com/content/dam/crisil/criteria_methodology/consumer-discretionary/archive/CRISIL-Ratings-crieria-com-veh-industry_2007.pdf
https://www.crisil.com/content/dam/crisil/criteria_methodology/consumer-discretionary/archive/CRISIL-Ratings-crieria-com-veh-industry_2007.pdf


 

4 

Sales and distribution networks  

The traditional CV is commonly used across the country. Hence, it is crucial that companies have widespread 

distribution and service networks, as it enables them to develop a geographically diversified customer base, which 

is crucial to the expansion of volumes. Export growth, for example, would protect companies from domestic 

cyclicality. The CV is also a productive asset for the freight business and hence in order to maximise the revenue 

potential of the asset, the spread of service networks and quality of service provided are crucial. Companies with 

wholly-owned captive finance subsidiaries may benefit as it ensures easy access to funds for CV buyers and hence 

supports the business growth of the manufacturer.  

Realisations and volume growth  

Annual movements in a company's selling prices indicate its ability to increase prices and pass them on to 

customers. These figures, used in conjunction with volume growth, indicate the relative strength of the competitors 

and their overall market position. An analysis of the expected volume trends over the short-to-medium term, and 

the sensitivity of the company's performance to it provides insights on the expected financial performance.  

Competitor analysis  

The CV market remains oligopolistic in India; however, competition is expected to intensify over the medium-to-long 

term. In its analysis, CRISIL focuses on products, volumes, regional market shares, and realisations. These 

parameters provide valuable inputs on the strengths and weaknesses of companies operating in the industry.  

Operating efficiency  

Product design and development capabilities  

A company's ability to develop new products to serve the emerging needs or develop new markets is crucial to 

CRISIL’s analysis. The time-to-market a new product can be minimised only if there are in-house product 

development capabilities. It is imperative that companies are able to re-engineer their products, be it in pricing, 

design, or product specifications, to meet the changing needs of the consumer.  

Technological capabilities, access to new technologies  

Vehicle emission norms are getting increasingly stringent. Introduction of BS3-IV norms in FY18 and BS-VI by 2020 

is a case in point. Therefore, ability of the manufacturers to introduce more technologically-advanced engines to 

survive in the face of changing regulations and intense competition is the key. Companies with access to 

international technologies are better placed to maintain their market position. The level of technological capabilities 

and availability of suitable technologies are therefore key inputs in the analysis of CV manufacturers.  

Flexible manufacturing facilities  

The CV market is becoming highly segmented and each segment responds differently to the overall performance of 

the economy. It is therefore important that manufacturers have presence in every segment or several segments to 

reduce their susceptibility to industry cyclicality and maintain volumes. The ability to manufacture a variety of 

models using the same manufacturing facilities enhances a player’s competitive edge, ensures better utilisation of 

resources, reduces capital costs, and helps improve asset turnover. In contrast, a company with dedicated 
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manufacturing facilities for each of its products would be more asset- and fixed-cost-intensive, thus eroding its 

profitability and competitive position, due to loss of flexibility in a dynamic market.  

Indigenisation  

CV manufacturers with higher use of imported components are susceptible to volatility in foreign exchange rates. 

With limited flexibility to pass on increasing costs in a competitive market, profitability may be severely eroded. It is 

therefore imperative that companies maintain high indigenisation and commit resources appropriately.  

Integration and fixed-cost intensity of operations  

Unlike traditional commodity businesses where cyclicality in price is higher than that in volume, the CV industry 

faces high volume cyclicality, which makes fixed-cost intensity and in-house integration important considerations. 

The industry is an extremely fixed-cost-intensive business, and high integration constrains the cost structure. Such 

companies may perform extremely well during the growth phase with superior profitability; whereas pressure on 

volumes vitiates their performance and leads to a sharp decline in margin. Such companies are therefore more 

likely to show sharp volatility in profits. Internationally, ancillarisation is the key to ensuring stability in earnings. It is 

therefore important that companies maintain the right balance between ancillarisation and internal integration.  

Financial Risk 

For analysing the financial risk profile of CV manufacturers, CRISIL follows the standard criteria used for all 

manufacturing companies. These criteria are presented in detail in our publications, 'Rating Criteria for 

Manufacturing and Services Sector Companies' and 'CRISIL's Approach to Financial Ratios'.  

Management Risk 

For analysing the management risk profile of CV manufacturers, CRISIL follows the standard criteria used for all 

manufacturing companies. This criteria is outlined in our publication, ‘Rating Criteria for Manufacturing and 

Services Sector Companies’.  

Conclusion  

Thus, the key success factors for a CV company include: 

 Presence in multiple segments and geographies 

 Widespread distribution and service networks  

 Product development and technological capabilities  

 Level of indigenisation and integration  
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