
AFTERMARKET
An AFTER  on THOUGHT

business cycle over a few 
years. If the component 
vendors continue the short-
term opportunistic outlook 
towards After Market, they 
will never be able to use this 
lucrative segment to buffer 
for the trough in the 
business cycle.
The key question staring at 
these component 
companies is: How does it 
increase after market sales, 
sustainably and significantly 
in the short term as well as 
the long term?

One can start to answer by 
understanding the dynamic 
of sales at the retail point. 
For most spare parts the 
customer tolerance time 
(willingness to wait) is 
nearly zero. Hence if the 
item is available at the most 
retailers in an area, then the 
demand in that area can be 
exploited significantly. On 
the other hand, if the brand 
is frequently unavailable, 
the retailer and customer 
lose interest in it.  This 
results in reduced ordering 
by retailer. Hence even if 
material is available at 
distributor, demand by 
retailer can be considerably 
low.

Companies that supply to 
the After Market 
intermittently (as an when 
capacity is available) 
usually supply through a 
few large wholesalers in the 
country. Wholesalers buy 
only fast movers in large 

batches and then sell 
across the country to a few 
retail points without any 
territory allegiance. This 
way of operations does not 
ensure reach and range 
penetration of the brand in 
the territory. It is not 
surprising to find retailers 
not aware of the full range 
of such companies.

The way to capture the 
range and reach potential is 
to ensure placement and 
continuous availability of 
relevant range at maximum 
retail points in an area. 

hough the OEM 
demand has 
decreased Tsignificantly, the 

demand in the other 
important segment- The 
Aftermarket- is increasing 
as ever before. The After 
Market, where demand is 
triggered primarily through 
replacements, because of 
wear & tear and accidents is 
usually “recession proof” as 
number of vehicles in use 
continuously increase year 
on year.

Most “first-fit” component 
vendors have the rights to 
sell their products in After 
Market. The After Market is 
also financially very 
lucrative - the average 
gross contributions of the 
same parts are higher than 
what component vendors 
get from the OEMs. 
However, over the years of 
rapid growth, the 
component manufacturers 
have mostly neglected the  
segment. The reason is not 
strategic but more 
operational in nature. 
Component manufacturing 
usually involves frequent 
expediting by OEMs due to 
frequent change of 
schedules on a daily basis. 
Since missing supplies to 
OEM assembly lines can 
have huge ramifications on 
future business, capacity in 
short term, is mostly 
diverted to serve the OEM 
assembly plants. The 
capacity is made available 
to after market only when 
there is no conflict with 
OEMs. As a result, the 
supply to after market is 
mostly intermittent and 
highly unreliable. 

With current underutilization 
of capacity due to lower 
OEM demand, After Market 
looks to be the savior in the 
short term. The typical 
approach to deal with this 
opportunity is appointment 
of new distributers and 
aggressive time bound 
schemes for the channel 
partners. These “push” 
steps usually lead to 
sudden growth of sales to 
the distributors for a month 
or two creating a sense of 
having found a silver bullet. 
However, very soon, as the 
customer pick up does not 
increase at same pace, the 
orders from distributors 
decrease beyond even the 
normal levels (to correct for 
excess inventory). These 
knee-jerk actions do nothing 
to increase sales in the 
short term or in the long 
term. The approach seems 
like deja vu of 2008!

The Auto OEM industry will 
always go through a 

When the retailer has 
limited capital, then only 
way he can hold a wider 
range is by having a very 
low inventory of each item. 
This requires a distribution 
capability to service all the 
mapped retailers in the area 
with small orders per SKU 
at a very high frequency 
(every week). 

Critical conditions to 
ensure this availability 
at the retail point are:
 
£ Daily high 

availability of 
complete range at 
the distributor: to 
ensure continuous 
supply and 
prevent hoarding 
tendencies by 
retailer.

£ Territory limitation 
and demarcation 
for each 
distributor: to 
ensure deeper 
penetration of 
reach with prevention of 
cross-territory dumping.

£ Dedicated distributor 
sales representative: to 
execute a weekly beat 
plan for order collection 
and a reliable service 
frequency.

This model requires 
significant investment of 
resources and commitment 
from the distributor. Unless 
he has a significant win, he 
cannot be expected to put in 
this disciplined effort.

The Win for the 
Distributer
Every distributor strives to 
achieve higher ROI. 
Providing him an ROI, 
which is way beyond his 
expectation, can motivate 
him to invest resources for 
the required procedures of 
frequent retail servicing.  
Providing such fantastic 
ROI by increasing his 
margins is not a viable 
option for any company. So 
the only option is to provide 

near 100% availability at 
much lower inventory of 
complete range. 

Our experience shows that 
most distributors of auto 
spare parts in India carry 
about 60 day of inventory 
and still suffer from 
unavailability. If one can 
provide very high availability 
at 15 days inventory, the 
ROI can go up by least 3 
times.

With such fantastic ROI, 
every year, the distributor 
can be expected to follow all 

the procedures of retail 
servicing - a Win –Win for 
both parties.

Building the supply 
chain for delivering 
high ROI 
To enable such lower 
inventory levels, the lead 
times of supply to distributer 
have to consistent and less 

than 10 
days (15 
day stock 
will be 
enough to 
prevent 
stock outs 
if lead time 
is around 
10 days). 
Such lead 
times 
cannot be 
achieved 
by 
producing 
to order 
from 
distributors
. Having a 

warehouse with consistent 
availability and replenishing 
frequently from it to the 
distributors based on 
consumption, assists in 
ensuring high availability at 
lower inventory at 
distributors. This is a 
change from the current 
predominant practice of the 
distributor forecasting (or 
sales man pushing high 
volumes) for a longer 
period. 

If one wants to move 
inventory only as per 
consumption, it is 
imperative that the 
component manufacturer 
does not have surplus and 
stock outs. So production 
systems also need to be 
aligned to prevent stock 
outs and surpluses.

The current typical 
approach in production for 
most companies is the 
monthly planning system, 
which is driven by a forecast 
for the OEM as well as the 
forecast for the After 
Market. The planning starts 
about end of previous 
month (about 10 days 
before) after netting for 
inventory and the same is 
converted to materials 
requirement for vendors. 
This way of planning 
actually makes the system's 
reaction time to be about 40 
days. So as the month 
progresses, the ability of the 
entire system to 
accommodate changes is 
limited – resultant effect is 
excess inventory of items 
produced which is not 
required immediately while 
shortage of other items.

This model in production 
cannot ensure high 
consistent availability to the 
warehouses. The only way 
out is that production moves 
away from made to forecast 
to replenish to buffers in 
warehouses.

In most auto component 
manufacturing system, if the 
raw material is available in 
full set, the actual 
production lead-time is few 

days (1 to 3 days). With 
such low lead times a buffer 
of double the production 
lead times will allow enough 
flexibility to the plant to 
react to any fluctuations in 
demand. This allows the 
plant to plan daily according 

Auto Industry in India is going through one of worst phases in the recent past. With many 
OEMs announcing frequent block closure of their plants coupled with the need to correct for 
excess components inventory in the supply chain, the resultant effect is de-growth of sales 
for most component vendors. The pressure is on profits!

to daily consumption of the 
warehouses. With this 
system the inventory 
required in the distribution 
warehouses is also reduced 
dramatically. The model also 
solves the conflict between 
OEM and After Market 

supply as the production 
system uses capacity to 
produce what is needed 
immediately rather than 
producing surplus with a 
delayed off take. 

The suggested model is a 

Q:

Q: 

 The auto 
industry is reeling 
under a second 
slowdown in five 
years. How has 
your company 
been affected and 
what steps are you 
taking to withstand 
the impact?

Of course in both 
the August 2008 
slowdown and the 
current one, the 
sales to our OEM 
customers have 
gone down. 
However, our 
Aftermarket distribution business has been a 
significant bulwark for our company. We have 
increased our sales in the aftermarket segment 
over 9 times in the past 6 years. Our market share 
has grown consistently because of our strength of 
the distribution business - even in times of 
slowdown. We are now market leaders in some of 
the key segments in Heavy Duty Filtration. 

You are one of the very few companies in 
India, which has implemented a pure pull 
system right from manufacturing to 
distribution and now unto the point of retail. 
Can you share your experience of making such 
a dramatic transition?

 We are on a exciting journey for  about 6 years 
to make the transition from forecast based push to 
a pull system. The paradigm changes were 
significant in production to move away from batch 
production to variety based production, which was 
assumed to lead to inefficiencies but we have 
actually generated excess capacity by not 
producing what is not immediately required. The 
changes in sales were even more fundamental – 
we had to move away from a system where we 
used to push material to distributors at month end, 
to now a system where goods are invoiced daily 
as per consumption. This called for changes in the 
way we measured sales. Sales teams do not have 
a primary sales target – they have targets for 
generating real demand in the market and 
increasing range and reach of our products.

A: 

A:
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Q:

Q:

 What happened to all your trade schemes, 
which usually support a push approach?

We overhauled all our trade schemes, which were 
based on meeting short-term targets. Such schemes 
created an artificial wave of peaks and troughs 
because of demand pre-ponement and did not help 
anyone in the chain. We have now stopped all such 
schemes and shifted the budget to long term loyalty 
programs with our key customers and influencers – 
the mechanics in our case.
  

 But how could you manage with your 
competition having aggressive schemes for the 
channel partners? Did you not lose out on sales?

 We actually have the best scheme for our channel 
partners. Due to the low inventory, our distributors 
earn an ROI of close to 100% in my business. They 
have zero stock outs with only15 days of inventory at 
the most for each product. In return they work 
extensively in the market for increasing range and 
reach. They cover the nook and corner of their 
territory to cater to every retailer, while continuously 
expanding the range – that is the win for me. At the 
retail point, almost every retailer appreciates our 
system of small stock and frequent supply. They are 
seeing how this is impacting their business and most 
of them are realizing that this way of operations is 
helping them rather than buying in large lots.
  

 What has been the scale of implementation?

We started in 2008, partnering with Vector 
Consulting Group. We implemented the daily pull 
based system of theory of constraints with all  our 
suppliers, manufacturing plants and distributors. Our 
sales team is in weekly touch with over 30,000 
retailers and 40,000 mechanics. We also 
manufacture and supply to OEMs based on pull-
based consumption. We commit 100% availability at 
a daily level to OEMs.

What has happened to the inventory and 
working capital requirements?

 We operate with finished goods inventory of 11 
days, while our distributers enjoy 20 turns. We do not 
have a month end sales skew. At the same time, our 
credit policy is very strict in the chain. We take 
advance payment from our distributors, while they 
give credit of 15 days to the retailers. It is Win-Win-
Win model for everyone in the chain.

A: 

A:

A: 

A:

 

A made to 
forecast 

system will 
invariable 

lead to 
pressure of 
liquidating 
unwanted 
inventory 
borne out 
of forecast 

errors.
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paradigm shift from “push” 
to “pull” right from creation 
of inventory at 
manufacturing to moving it 
to distributers and retailer.

Parameter

No of SKUs

Inventory

Receivables

Availability

Number of distributors

Area covered by each 
distributors

ROI of distributors

Number of retailers 
covered

Number of mechanics 
under loyalty program

Number of sales 
officers

Number of mechanic 
sales representatives

2007 

300

45 days

40 days

Monthly order 
fulfillment was 80%

60

No area 
demarcations

More than 45 days 
of stock. ROI of 
about 20%

5000

0

26

18

After

600

16 days

11 days

99% availability at distributors 
on a daily basis

147

Area demarcation - not more 
than 3 districts per distributor. 

Less than 15 days of stock. ROI of over 
80%. (Margins kept same as before and 
trade schemes were discontinued).

43000

45000

70

220

Sales 
Increase
times in 
6 years 
since 2008.9 
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Three Wheelers    

Two Wheelers

Overall Domestic Sales

(-) 7.24% 

(-) 8.12% 

(-) 2.38% 

(-) 0.82% 

(-) 2.10%

Vehicle Sales Trend in 
Q1 FY14 over Q1FY13

Segment

Fleetguard Filters, Cummins Group: one of the few companies to implement 
Theory Of Constraints based pull system right from manufacturing to retail.

Results of 6 years of TOC impementation
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