Research CRISIL

An S&P Global Company

Aftermarket aftermath

Lockdown will dent auto aftermarket spend by ~11% in
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Dents, bends and spends

The economic crisis brought on by the extended lockdown to contain the Covid-19 pandemic is expected to whip
up the woes of the auto-component industry (including tyres, engine oil and lubricants) this fiscal. The industry,
which has been battling a steep slowdown in demand from both original equipment manufacturers (OEMs) and
export markets, will also see challenges mount in the aftermarket.

In this report, we analyse the likely decline in aftermarket revenues of auto-component industry from the top 75
districts in fiscal 2021. These districts together account for a significant chunk of automobile sales by OEMs and
46% of the vehicle parc — or total number of automobiles — in the country. A good 43% of the industry’s aftermarket
revenue is also concentrated in these 75 districts.

Contribution of 75 mega districts to all-India vehicle population and FY20 domestic sales by segment
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Our analysis takes into account engine oil, lubricants, tyres, and all auto-component parts and labour spends to
arrive at the overall impact of Covid-19 on revenue this fiscal. It also considers the likely impact at a granular level,
taking into account annual running of a vehicle, and replacement cycle of lubricants, engine oil, tyres and spare
parts, etc., besides customer behaviour and attitudes towards replacement of parts, and commuting trends.

We have bucketed the districts on susceptibility, factoring the spread, risk and intensity of Covid-19 as on June 25.
Of the 75 districts considered, 50 are ‘high susceptibility’ areas, 23 ‘medium susceptibility’ areas, and the remaining
two ‘low susceptibility areas’. The 50 high-susceptibility districts account for 75% of the total spend of the 75
districts.

Based on CRISIL Research’s analysis, we see aftermarket revenue in the 75 districts falling ~11% this fiscal.
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CVs and 2Ws will bear the brunt

Segment Likely impact on spend in FY21 Proportion of spend in FY21
Commercial vehicles (CVs) -18% 24%
Passenger vehicles (PVs) -3% 33%
Two-wheelers (2Ws) -12% 37%
Three-wheelers (3Ws) -19% 3%
Tractors -4% 3%
Overall -11% 100%

Source: CRISIL Research

In CVs, utilisation had reached 25-30% by May end, and is likely to touch pre-Covid levels only by September.
Reduced running, along with the highly price sensitive nature of customers in this segment; will drive down
aftermarket spends.

In 2Ws, a high proportion of aftermarket spend goes towards tyre and engine oil replacement, which will be sharply
lower as both are directly linked with annual running. Besides, 2W owners are likely to heavily downtrade — or opt
for cheaper options in the aftermarket — given the impact of the economic slowdown.

Usage of 2Ws should improve gradually as commuters increasingly prefer personal vehicles. We expect normal
running levels only by September, once factories and businesses restart (work from home gets replaced by going
to office for work) and reach their normal tempo.

In PVs, aftermarket revenue may fall only 4% because of maintenance expenses after lockdown. PVs, too, would
see more usage as commuters shift to personal vehicles to commute for work.

The tractor segment, which is relatively unaffected by demand shocks, would see low decrease in aftermarket
spends.
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About 15% more office-goers plan to commute by own vehicle

The lockdown that started on March 25 has affected about 1/6™ of annual running in varying degrees, depending
on city level vehicular population and their zone classification (except tractors). Starting June, various state
governments are opening up areas with fewer restrictions, which would gradually increase the usage of vehicles.

Travel plans will change, too, a survey by CRISIL Research in Tier 1 districts showed. Notably, compared with PV
owners, 2W owners are more dependent on public transport, though this will likely decline post pandemic.
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The respondents here already had at least one personal passenger vehicle in their households, and most of them
were salaried professionals. Before the pandemic, 41% of them used to take other modes of transport rather than
their own personal vehicles. But once the lockdown is lifted, 75% of them intend to use their personal vehicles for
travel. Accordingly, cab aggregator’s share of commute is expected to see a decline. Two-wheeler owners are on
the same page, as the chart below shows.
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51%

37%

Personal 2W

Here, too, the respondents already owned at least one two-wheeler in their households. And while only 37% of
them used to commute to work by their own vehicles before the pandemic, a whopping 51% plan to do so now.

Annual running of vehicles expected to decline

Annual running of a vehicle (in km) is estimated by analyzing the impact of economic slowdown, vehicle end use,

duration of lockdown restrictions, and also the risk, spread and intensity of Covid-19 infections.

It is highly unlikely that both commute and business operations would return to normal immediately post lifting of
the lockdown. Indeed, CRISIL Research expects all vehicle segments to achieve normalcy in operations only by

September.

Segment
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Source: CRISIL Research
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Consumers likely to opt for cheaper options

Aftermarket automotive spends are typically driven by annual running and replacement frequency. Thus, a parts-
level decline mirrors the contraction at vehicle segment level based on running and wear and tear of parts.

Relative decline in spend by segment

Product segments cv PV 2W 3w TR Segmgnt
proportion
Brakes and suspension ® ® o ® Med
Tyres o o o o High
Engine oll ® o ® High
Other lubes o o o o Low
Electricals o ( o o Low
Other segments o o o Med
@® Very high decline High decline Med decline @ Low decline

Note: Other segments include all mechanical and electrical parts and body panels barring brakes, suspensions, alternators and starter motor
parts. Replacement of such parts is incidental in nature

Source: CRISIL Research

For calculating the spend matrix across sub-segments, we undertook extensive interactions with mechanics and
service stations,.In the current pandemic scenario, where there is negative demand sentiment, it is likely that
consumers will prefer Indian aftermarket brands (IAM) over original equipment supply (OES), especially in areas of
medium criticality such as other lubes (apart from engine oil) and other parts. This will bring down revenue for these
two product segments more sharply than for the industry on average, since price differential between IAM and OES
brands is 20-25%.

Product segment IAM share
Brakes High
Suspension Med
Other parts Med
Engine oll High
Electricals High

Source: CRISIL Research
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Maharashtra most affected on aftermarket spend, followed

by Tamil Nadu

Of the 50 high-susceptibility districts, Tamil Nadu has seven, followed by Maharashtra with six. For both these
states, the list includes key cities. These 50 high-susceptibility districts together constitute 35% of automotive
aftermarket spends. That said, cities with higher proportion of passenger vehicles will be impacted much less
compared with those with higher dependence on commercial vehicles or two-wheelers.

Among metro districts, Kolkata is better than others. This is because it has the aftermarket spend concentrated in
the PV segment, which accounts for 50% of the city’s vehicle population. This is in stark contrast to Mumbai, where
two-wheelers constitute 65% of the city’s vehicle population.

Top states by spend and affected districts

Number of districts with

States

Maharashtra
Tamil Nadu
Guijarat

Uttar Pradesh
Karnataka
Rajasthan

New Delhi
Kerala

Haryana
Rajasthan
Madhya Pradesh
Telangana
Punjab

Bihar
Chhattisgarh
West Bengal
Andhra Pradesh
Uttarakhand
Jammu & Kashmir
Jharkhand
Chandigarh

Total

Source: CRISIL Research
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35%

Major affected districts

Thane, Pune and Mumbai
Chennai and Madurai
Ahmedabad and Surat

Ghaziabad and Varanasi
Bangalore & Belgaum

Jaipur and Kota
Thiru’puram and Ernakulam
Faridabad and Gurugram
Jaipur and Jodhpur
Bhopal and Indore
Hyderabad
Amritsar, Ludhiana & Jalandhar
Patna and Muzaffarpur
Raipur
Kolkata
Vijayawada
Dehradun
Srinagar

East Singhbhum
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Maharashtra’s high-susceptibility districts

High-susceptibility cities Ccv PV 2W 3w TR Overall market size
Mumbai () () () () High
Nagpur [ ) o Med
Nasik () () Med
Pune o o High
Solapur () () () () Med
Thane o o o o High
@® Low contribution Medium contribution @  High contribution

Source: CRISIL Research

In this section, we have plotted only the high-susceptibility districts of Maharashtra, and have underlined high-
dependence segments based on annual aftermarket automotive spends.

Districts with high contribution of PV segment will see lower decline. For instance, Pune has high dependence on
PVs, which will see relatively lower decline compared with other vehicle segments.

Auto-component vendors in the aftermarket space would be well advised to analyse the nature and mix of
automobile parc in the markets they operate in, the relative price sensitivity of customers, and the pace of opening
up of the markets as they fine-tune their post-pandemic strategies.
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