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Overview - Indian Tyre Industry Well Poised To Ride The Next Growth Wave In The Auto Industry 
 

All segments barring Light Commercial Vehicle (LCV) to post modest growth in 2014-15 following a relatively weak 2013-14  

Contrary to general consumer expectations, the domestic automotive industry posted relatively muted growth of around 5% during 2013-14, with a protracted 
slow down in the Medium and Heavy Commercial (M&HCV) segment. While the Light Commercial (LCV) Segment managed to record a volume growth in 2012-13 
supported by growth in the sub 3.5T segment, the overall economic scenario caught up with LCV demand during 2013-14, with the industry contracting by a sharp 
14%. Passenger vehicles (PV) performance was weak during 2013-14, de-growing by 5% - marking the first instance of negative growth for the industry in over 12 
years. Two-wheeler volumes grew by a modest 7%, with the high volume Motorcycle segment shows signs of demand distress even as the scooter volumes 
continued to maintain a stellar growth. Tractor demand was a silver lining for the industry with a healthy 18% growth supported by healthy monsoons. 
 
The Commercial Vehicle (CV) industry is now showing signs of recovery, especially in the medium & heavy duty truck segment, which is witnessing steady 
improvement in sales over the past four months. The recent trend in improvement in freight rates across key routes, expectations of pick-up in investments in 
infrastructure as well as manufacturing space along with renewal of mining activities in some parts of the country suggest that the down cycle in M&HCVs has 
bottomed out, although LCV demand is likely to witness recovery over the medium term only. Replacement demand is expected to be the driver for passenger 
vehicle demand in 2014-15. The two-wheeler demand remains on track for healthy growth over medium term on favourable demographics and moderate 
penetration. Tractor demand growth is expected to moderate in 2014-15 due to weak monsoon precipitation impacting kharif inflows. Overall, ICRA expects 
demand recovery in the automotive industry to be modest for 2014-15, but more broad-based as compared to 2013-14. 
 
Domestic Tyre demand momentum to pick up 

Tyre demand in 2013-14 is estimated to have grown by a muted 1%, largely aided by the two wheeler and tractor segments, even as demand from the LCV and PV 
segments faltered. This comes close on the heels of a 2% de-growth witnessed by the industry during 2012-13 due to contraction in the high volume two wheeler 
and tractor segments. Overall demand from the replacement segment was largely flat while OEM demand grows by a modest 2%-4%. 
 
ICRA expects demand for tyres to grow by 6%-8% during 2014-15, driven largely by the Truck and Bus (T&B), PV and scooter segments. Replacement demand for 
T&B is also expected to grow as the economic activity in the country revives, thus leading to increased goods movement. 
 
Strong quarterly and annual performance trends despite the sluggish demand 

Industry wide revenues grew at 5.6% during 2013-14 for ICRA’s sample of nine of the larger tyre companies in the country, aided largely by the improvement in 
product mix, limited price discounting despite the falling input costs and higher realisations in the export markets (on a depreciated currency), even as volumes 
were languid. The softer input costs regime over the past one year has proved highly favourable for the industry with industry wide operating profit margins (OPM) 
climbing to historic peaks. With the industry in the midst of a large capital expenditure phase, the benefits to the OPM have not directly trickled down to the net 
margins (NPM). However, the high cash accruals of the past two years have lent flexibility to the industry leading to a decline in industry wide leverage and 
substantial cash build up. 
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Capital expenditure plans to resume after the postponement in 2013-14 

Sufficient capacities in the T&B radial (TBR) segment and the outlook for relatively softer input costs over the next 12 months places the industry in a sweet spot to 
capitalise on the next demand wave in the automotive industry. In view of the healthy build up in equity base, we also anticipate further project announcements in 
the industry going forward. 
 
Imports subside on relatively modest demand, augmented domestic capacities and the depreciated rupee (INR) 

Imports which were growing at a healthy clip until 2010-11, has since weakened as domestic capacities build up to fill the demand-supply gap in the radial 
segment. The weaker domestic demand in recent times coupled with the depreciated INR has reduced the erstwhile import cost arbitrage. China continues to be 
the largest exporter into India, despite the anti-dumping duty on such imports. 
 
Muted growth in tyre exports during 2013-14 and Q1, 2014-15 due to global demand conditions; rupee depreciation partly offsets the demand impact 

Tyre exports from India grew by ~7.5% during 2013-14 aided largely by the weak INR and despite the volume pressure from several importers like Brazil, UAE and 
Philippines. Exports to USA, India’s largest tyre export destination grew by 5.8% during 2013-14. During Q1, 2014-15, with weak demand persisting and currency 
movements remaining relatively stable, tyre exports (value) remained flat. 
 
Raw material prices to stay soft 

 Domestic Natural rubber (NR) prices to remain range bound; imports to rise on discounted global NR prices: Slow down in domestic production due to 
unfavorable climatic conditions coupled with significantly cheaper global NR prices has led to a sharp jump in import of cheaper NR into the country. With global 
demand staying weak, particularly from China and a surplus situation in Thailand is expected to keep NR prices suppressed over the next 12 months. 
 Prices of synthetic rubber and other rubber chemicals set to fall with drop in crude oil prices: Prices of crude derivatives such as Synthetic rubber (SR), 
Carbon Black (CB) and Caprolactum (feedstock for Nylon Tyre Cord Fabric-NTCF) have been falling on decline in crude prices. Despite the political strife in several 
oil producing nations, weak demand in China and the shale gas revolution is expected to keep oil prices and its derivative range bound. 
 
Lower input costs have benefited the industry as seen in healthy expansion of margins for the industry. As demand catches up over the next 18-24 months, input 
costs are expected to go up, not just in India but globally. Astute timing of purchases and prudent management of inventory would be critical for sustenance of 
profitability over the medium term.  
 
Domestic volumes and export demand to drive domestic tyre industry by ~8% (revenues) with lower input costs supporting margins. Leverage to moderate going 
forward 

ICRA expects the industry to grow by a CAGR of 11%-12% during the next three years (2015-17) with revenues of Rs. 623 billion by 2016-17. For 2014-15, ICRA 
expects the domestic tyre industry to grow by ~8% to Rs. 493 billion, supported by ~6% domestic volume growth. We anticipate heightened pressure from the 
dealer community on tyre Original Equipment Manufacturers (OEMs) to reduce prices in-line with the falling raw material prices. Despite which, for 2014-15, we 
expect the significantly softer NR prices to trickle down into margins, leading to stable and high operating margins of ~13%-14%. 

 

  



 

 

Page 4 ICRA LIMITED 

 

 Tyre Feature September 2014 

 

Subscribe to the full report for the following and more… 
 

I. Brief overview of the Indian Automotive Industry   
- Trends in the key segments - M&HCV, Passenger Cars, Two wheelers and Tractors 
- Demand drivers and ICRA's demand estimates for these segments 

 
II. Update on the recent trends in the tyre indstry  

- Replacement and OEM demand scenario 
- Growth trends  and ICRA's expectations for domestic tyre demand in Truck & Bus, Passenger car, LCV and Two Wheelers 
 

III. Trends in Raw material prices 
- Price movement of natural rubber and ICRA's estimates on the rubber production and expected supply gap 
- Price movement of Synthetic rubber and rubber chemicals; and a comparison with crude oil prices  

 

IV. Section on import and export trends 
- Recent trends in import of various product categories, duties, etc 
- Trends in exports across geographies and product categories 

 
V. Update on capacity additions in the industry 

- Addition of capacities during 2013-14 
- Key projects scheduled for completion over the medium term 

 
VI. Update on profitability indicators 

- Impact of falling rubber prices on the profit margins  
- Quarterly trends in operating and net margins of the tyre industry 
- ICRA's margins expectations 

 
 

VII. Brief coverage on the following tyre majors - 
a) Apollo Tyres Limited 

b) Balkrishna Industries Limited 

c) Ceat Limited 
d) Elgi Rubber Company Limited 
e) Goodyear India Limited 
f) JK Tyre and Industries Limited 

g) MRF Limited 
                h) TVS Srichakra Limited 
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