
                                                     
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Increase in road freight rates to offset hike in diesel prices 
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Summary 
 
Diesel prices, which account for 55-60 per cent of the total 
cost for a transporter, are a key determinant of road freight 
rates. CRISIL Research expects truck freight rates to 
increase by 3-4 per cent, in the light of Rs 2 per litre diesel 
price hike. 
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Freight Rates v.s. Diesel prices 
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Current: as on July 2009; tkm: Tonnes-kilometres; P: Paise 
Source: CRISIL Research 

 
The hike in petrol and diesel prices effective from July 2, 2009 is unlikely to have a substantial impact on the 
transportation sector. Transporters are expected to pass on the -- Rs 2 per litre -- hike in diesel prices to 
consumers. We believe that transporters will not be in a position to absorb the cost increase as their cash flows are 
already at near break-even levels. 
 
The hike in diesel prices is expected to result in a 3-4 per cent increase in the freight rates on contractual fleet. 
Spot transactions are however likely to have varied increases depending on the route. Industry interactions 
indicate that, on some routes, transporters may increase rates by as much as 6-8 per cent initially, which may 
eventually stabilise at lower levels depending on market dynamics. At present, the freight movement is almost 
equally divided between spot and contractual arrangements. 
 
The operating costs for transporters are estimated to increase by 5 paise per tkm (tonne-kilometre) from July 
2009; on account of the hike in fuel costs. Post the cut in diesel prices in January 2009, truck freight rates  
remained almost stable. However with signs of marginal improvement in freight movement, we expect the hike in 
diesel prices to be passed on to the end-users. 
 
The above analysis takes into consideration the two factors that determine the pricing flexibility of road 
transporters viz, competition from railways and the demand-supply scenario of trucks. Since there is no indication 
of increase in rail freight rates so far, the cost competitiveness of road freight will reduce further. However, the 
inter-modal shifts will continue to be driven largely by structural advantages and the impact of relative pricing on 
growth in road freight is expected to be marginal. 
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The demand-supply scenario for mid-sized and heavy goods vehicles has been unfavourable from the second half 
of 2008-09, the period which coincides with the slowdown in growth of index of industrial production (IIP), 
thereby indicating lower freight availability. The sharp drop in truck purchases in 2008-09, due to higher interest 
costs as well as unavailability of freight have resulted in a 41.3 per cent y-o-y decline in incremental tonnage 
capacity of mid-sized and heavy trucks, as compared with a 2.6 per cent increase in the IIP. Consequently, 
obtaining freight contracts was easy till September 2008, post which there has been a reduction in freight 
availability thereby leading to a slowdown in contract renewals even for large fleet operators. Spot operators have 
been facing huge losses since September 2008. 
 
Transporters� cash flows are already under immense pressure. CRISIL Research therefore estimates that 
transporters would have to increase freight rates in line with the hike in diesel prices in order to maintain their 
current cash flow position; else their profitability is likely to be hit. CRISIL Research also believes that this diesel 
price hike further reduces the possibility of revival in commercial vehicle sales, which have been subdued due to 
slowdown in freight availability. 
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