THE INDIAN TRANSPORT AND
LOGISTICS INDUSTRY
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Logistics is “the process of planning, implementing and controlling the efficient, effective
flow and storage of goods, services and related information from point of origin to point of
consumption for the purpose of confirming the customer requirement”.
Logistics in India is through various means of transport. The industry is highly unorganized
with over 2/3rds of it being small companies with 5 or so trucks which increases the cost
and the time taken. With the telecom industry booming, so is the demand for e-commerce
which generates demand for the logistics industry. According to World Banks’ Logistics
Performance Index (LPI), India’s LIP (ranked 35th in the world) is at 3. 42 in 2016 which is an
all-time high compared to all the other years, which shows a promising future.
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India’s transportation modes include road, aviation, maritime, and railways. Despite this,
India’s multimodal mix is disadvantageous, with over 60% accounting for road transport
and 30% accounting for railways and a even smaller percentage for maritime transport.
Different projects have been introduced by the government to try and promote a more
competent multimodal mix.

Confidential Draft - Not for circulation

1

THE CHALLENGES THE INDUSTRY FACES
A conference was held by ASSOCHAM in 2017 called ‘India – On the Cusp of a Logistics
Revolution’ to discuss the different problems in Indian logistics. The conference included
various stakeholders pertaining to the industry such as policymakers, modal infrastructure
service providers, terminal infrastructure providers and logistics service providers (LSPs).
ASSOCHAM identified 3 main obstacles in the industry in their report based on the
conference.

Lack of a National Logistics Policy
The first problem is the lack of a national logistics policy. A lack of said
policy means, it takes a longer time to go through various channels to
operate their business. While a policy is being developed currently,
it is nowhere near what the industry needs. An ideal logistics policy
would incorporate different aspects such as operations, technology,
human resources etc. Creating a national policy would mean that the
process becomes a lot more time and cost efficient, which would give
India the competitive edge in the logistics industry.

Lack of End-to-End Logistics
The logistics industry in India is very unorganized. Each step of the
process is fragmented which leads to delays which in turn increases
the time taken and the cost of production. The government currently
is working on integrating the logistics and making it more ‘hub to hub’
by building 35 multimodal logistics parks in 15 locations. Logistics in
India works through vertical integration of businesses which means
each business is looking at their own profit maximization which ends
up being counterproductive. Ideally, the industry needs a company
that can either bring all of the fragmented sectors together or takes
care of the entire end to end process.

Bringing in New Technology
According to the World Economic Forum (2016) adapting to new
technology would mean a profit of over $1.5 trillion USD for the
logistics sector. Many countries like USA, Germany, and Singapore
have already adopted new technology such as the Internet of Things
(IoT), Automation, Blockchain technologies such as Cloud computing
and Big Data analytics. By integrating technology into logistics, the
Indian logistics industry can become more time and cost efficient.
With new technologies like Artificial intelligence (AI) coming up,
how the application of such technologies translates to the logistics
industry will make the industry a lot more efficient.
With the telecommunication and internet sector in India booming, the
logistics sector is also going to skyrocket. The unorganized structure
of logistics in India will not be able to keep up with the rising demand
creating a supply gap that’s not filled.
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Bharatmala
The bharatmala project comprises of 6 main elements. The first one
is national corridors efficiency which includes lane expansion, and
de-congestion of existing corridors. The second is the development
of economic corridors. The third is to connect said corridors and
consumption centers (44 centers have been identified. They aspire to
develop routes in between corridors. Bharatmala expects to connect
coastal and ports, which enables port-led economic development
and tourism. They want connectivity to the border countries like
Nepal, Bhutan, Bangladesh, and Myanmar. The sixth and final
component is the construction of Greenfield expressways.
The main outputs of the Bharatmala project are making the existing
corridors more efficient with the development of Multimodal
Logistics Parks, removal of choke points, and the betterment of
connectivity to the North East. As of now, India only utilizes a single
mode of transportation. Now a more multi-modal approach is going
be implemented which includes road, maritime, and aviation. This in
total causes a 25% decrease in the total amount of km traveled. As of
now, 24 logistics parks have been identified which amounts to about
45% of the total freight movement in India
The identification of the corridors is done in a scientific manner. They
did a commodity-wise survey of freight movement and mapped
the shortest route out of 1200 routes carrying 90% of the freight.
Bharatmala did tech-based traffic surveys in over 1500 points and
satellite mapping. Over 50 corridors have been identified which
amounts to 70-80% of all the freight movement.
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Sagarmala
Even though India is blessed with a lot of natural advantages when it comes to maritime, it
still is largely untapped and unused. Indian ports still have to do a lot of infrastructure and
operational changes before it can be utilized to its maximum potential. Not having a good
connectivity to ports hinders the movement of cargo to and from smaller towns.
Around 87% of the all freight is either transported by railways or road and have ‘idle times’
during transit due to checkpoints and capacity constraints on highways. Although maritime
travel is a lot cheaper, faster and cleaner comparatively, less than 6% of all freight in India
is transported through seaways. In other countries like China, around 47% of China’s freight
is accounted for maritime transportation. Another factor that hinders maritime travel is
the location of industries. Relocation of industries near ports will significantly decrease
transportation time.
To summarize some of the objectives of the Sagarmala project includes: Decreasing the
cost of transportation by adopting a multi-modal mix, lowering the costs of transportation
by locating industries near ports, and optimizing time.
By 2025, Sagarmala is investing 65,000 INR crores for port modernization and 220,000
crores INR for connectivity to ports. After all of these changes have been implemented,
the logistics industry is expected to save about 35,000-45,000 crores INR per annum. The
time takes to exports goes down by 5 days which saves the logistics industry 5000-6000
crores INR.

Port connectivity
enhancement

Port modernization
and new port development

COMPONENTS OF
SAGARMALA
Port-led
Industrialization

Coastal
Community Development
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Port modernization and new port development
As per the studies conducted by the Sagarmala project, by 2025, cargo traffic
is expected to increase by 2500 MMTPA (Million Metric Tonne Per Annum) from
1500 MMTPA (currently). A roadmap has been drafted to increase the MMTPA
to 35,000+ by 2025. Project Unnati has been created to increase Operational
Efficiency Improvement. This project aims to increase operational efficiency in
12 major ports with over 116 initiatives identified across all 12 ports, of which
86 have already implemented. In above mentioned ports, capacity expansion
projects with a cost of 68,868 crores INR have been identified. This project not
only focuses on making older ports better, it’s also implementing 6 new ports:
Vadhavan (Maharashtra), Tajpur (West Bengal), Paradip outer harbor (Odisha),
Cuddalore (Tamil Nadu), Belekeri (Karnataka) and Enayam (Tamil Nadu)

Port connectivity enhancement
As mentioned above, connectivity to the ports is one of the most critical issues to
be solved to increase maritime transportation. With the implementation of new
technology and efficiency of ports, the total capacity available in the ports can
meet the demands but the traffic to and from the ports will become an issue. To
combat this, connectivity to road and rail should be improved. The Sagarmala
project has identified over 210 connectivity projects with an investment of over
2. 44 lac crores INR. These projects include: Coastal Berths at various major
and non-major ports, National waterways prioritized for development in the
first phase, Heavy haul rail corridor from Talcher to Paradip, Connectivity to
Dedicated freight corridors, Last mile rail and road connectivity projects, Major
rail connectivity projects, Freight friendly Expressway projects connecting the
major ports, Development of Multi-Modal Logistics Parks and POL Pipelines
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Port-led Industrialization
To deal with issues related to industrial capacities near ports, Coastal Economic
Zone (CEZs), Coastal Economic Units (CEUs), Port-Linked Industrial and Maritime
Clusters and Smart Industrial Port Cities have been introduced. Each CEZ will
consist of multiple CEUs and more than one industrial cluster can be in a CEU.
Each industrial cluster can have several manufacturing units. For a speedy
implementation of CEUs, CEUs will be prioritized in locations closer to ports.
Around 14 CEZs and 37 industrial and Maritime Clusters have been identified
covering all Maritime states and Union Territories have been proposed.

Coastal Community Development
Around 18% of India’s populations live in coastal districts. One of Sagarmala’s
main objectives is to develop coastal communities by boosting maritime
sector related activities such as fishing, tourism and skill development in
mentioned areas.
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National Rail Plan (NRP) 2030
The NRP -2030 was announced in the Railway Budget 2030 and
hopes to aid the more multi-modal approach to transportation
and logistics. The NRP has yet to be formulated but some of its
objectives include: identifying freight corridors, connectivity to
ports and waterways, connectivity for tourists, faster movement
between cities, integration of multimodal transportation.
The NRP is being created to identify traffic originating points,
identifying missing links and introducing High-Speed Rail
network in 8 different routes taking into consideration the various
stakeholders involve.
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Warehouses
Warehouses play an integral role in logistics. Multiple warehouses (one in each state) has
been beneficial so far. The organization indicates the transfer of stock move to negate the
Central Sales Tax (CST) incidence on the interstate as a sale to their own warehouse under
the aegis of declaration from form f, which is not a taxable event under the CST, 1956.
Such stock handover is completed through intrastate sales from the state warehouse to
the customer. Nevertheless, under GST India will become a common market without any
difference between interstate and intrastate sales hence making sure both activities are
taxed equally. So the multiple warehouse approach will become ineffective in promoting
organizations to have several bigger warehouses decreasing the cost of operations,
employees and the time taken to transfer said goods and services.

Definition of supply
Most logistics have different types of models such as ‘End to end supply model’, ‘Warehouse
+ Supply model’, ‘manufacturing +storage+supply model’ etc. One thing all these models
have in common is ‘supply’. With the implementation of the GST, the bare ‘supply’ of goods
and services are taxed in comparison to previous taxable event being either manufacture,
and the sales of goods or the provision of service. In the GST bill, it discloses that every
supply of goods from point C to D is interpreted as supply. Therefore, for example, a
warehouse acting as a checkpoint between point C and D as temp storage is now a taxable
event. This promoted having bigger warehouses over multiple smaller ones.

Convenient supply of goods and reduced transit times
State-border checkpoints which take care of the material scrutiny and location-based
tax compliance which adversely affects the time taken for production and logistics.
This accounts for about 60% of a truck’s transit time. This ineffective transit time paired
with regulatory barriers reduce the efficiency of Indian companies compared to other
international companies. Having a unified market with the implementation of GST would
help with the smooth flow of goods within the country. Although dealing with border
checkpoints may not be effective immediately, reduced compliance scrutiny at said
checkpoints will reduce hassles. This reduction in delivery time will account for about a
10-15% decrease in distribution costs will lead to a decrease in the overall price of goods.

Courier ser vice vs GTA (Goods Transport Agency)
The recurring question among logistics companies is if they should call themselves a
courier service or GTA. Even though both of them fall under the service sector, certain
CENVAT credit rules and procedures relevant to the GTA services might influence some
companies to avoid labeling themselves a GTA. The transport industry also has certain
thresholds/exemptions which would be neutralized under GST regime. It is apparent that
these issues will not pertain under the GST and a seamless flow of credit is expected.

Confidential Draft - Not for circulation

9

Exemption on petroleum
One of the major hindrance in the GST in relation to the logistics is the exclusion of petroleum.
Now, however, the petroleum has been brought of the purview of GST. Petroleum is one of
the major inputs when it comes to logistics and now, petroleum is expected to be under
‘non-exempt’ under GST. This would facilitate logistics companies to avail credit for their
use of petroleum in the course of providing logistics.

IT and CENVAT credit
GST now entails new compliance requirements. Now companies will have to follow new
ERP accounting systems, inventory management systems to remain compliant in all stages.
The industry will also be able to be avail tax credits for all of its purchases.
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Government initiatives taken
The Logistics Division under the department of commerce in India, is planning on creating
a national logistics portal. This portal will get various stakeholders such as logistics service
providers, buyers, and the central government. It will also involve various government
agencies such as customs, DGFT, railways, ports, airports, inland waterways, shipping etc.
Around 3.5 lakh contractors and vendors have already registered for the platform.
The government has identified some key challenges such as:
•

The high cost of logistics

•

Disadvantageous modal mix(currently 60% roadways, 30% railways)

•

Fragmented warehousing

•

High dwell time

•

Lack of skilled manpower, IT infrastructure and standardization.

To combat said challenges,
the Department of Commerce has some with a few solutions:
•

Formulation of National Integrated Logistics Plan to increase efficiency

•

Develop an integrated IT platform everything logistics related.

•

Bring down the cost of logistics to less than 10% of GDP by 2022
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