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Second hand car market is at an influx point 

Dated: 8
th

 August 2011 

Industry characteristics 

The second hand car market has been existence in India since inception. Two decades back, a 

car was consider a luxury commodity which people from rich class only could afford. Second 

hand car was the only economical way to buy a car for aspirers from middle class population. 

During those times price of second hand cars was also on higher side as compared to recent 

period and unavailability financing options made owing a second hand car an expensive 

prospects as well. However, during last one decade rising income levels, easy availability of 

finance and wide model offerings at competitive pricing have led to spurt in the demand of new 

car market. Consequently, increasing affordability has also resulted in drastic reduction in holding 

period of the car enabling sharp spurt in second hand car market.  

 

The size of second hand car market has increased more than six folds 

The second hand car market has almost erupted in last 8-10 years. CARE Research estimates, 

the size of second hand car market has increased at a CAGR of around 20 per cent during past 

one decade from 0.3 million units in FY2000 to around 1.8 million units in FY2010, scaling it upto 

the levels of new car sales. Increasing urbanization, rising income levels have also raised the 

aspiration of Indian middle class to purchase first vehicle as a car or to upgrade from two-wheeler 

to a car, even if it is a second hand car.  

 

Growth in second hand car market 
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Similar new car market, small cars dominate second hand car market as well 

Similar to new car market, small cars dominate second hand car market as well, accounting for 

around 60 – 70 per cent of market, with car models like Maruti’s 800, Zen, Alto, Wagon R, 

Hyundai Santro and Tata Indica are sold the most. In mid-size segment, Honda City, Maruti 

Suzuki Esteem and Hyundai Accent are the most popular cars. CARE Research believes that the 

popular models in new car market, commands higher buyer preference in second hand car 

market also. However, as compared to passenger cars the second hand market for utility 

segment is negligible. Being, primarily used for commercial purposes utility vehicles undergo 

significant wear and tear making its resale value insignificant. Also utility vehicles offer relatively 

low fuel economy and the households that can afford operating the vehicle on low fuel economy 

would typically prefer to own a new utility vehicle. 

 

Unorganised segment continue to second hand car market 

Second hand car market has been dominated by unorganised segment since inception. Even 

currently, second hand car market is dominated by the unorganised sector, contributing around 

88-90 per cent of second hand car sales. As buying second hand cars involves greater degree of 

trust in terms of knowing genuineness of ownership or title, quality of the spare parts, 

transparency in any charges relating to accident etc, buyer prefer to purchase from known sellers 

through direct personal contacts. This has led to evolution of localized second hand car brokers. 

It is estimated that around half of used car deals happens through such local brokers.  

Proportion of organised and un organised segment in used car market 
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Broker are critical component in the value chain of un organized market 

Local brokers are the most important party in value chain to un organised segment. CARE 

Research believes a medium size broker closes nearly 8-10 models per month and charges 

commission around 2-3 per cent per deal from both buyer and seller. These brokers also provide 
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services like insurance, registration of transfer of title in the Regional Transport Office (RTO). In 

some case these brokers also own workshops, whereby they provide refurbishment of used car. 

 

Value chain in unorganised segment 

 

Source: CARE Research  

  

Organised market has been gaining momentum 

Huge potential of second hand car market had influenced almost all major passenger car OEMs 

to venture in used car business. Maruti True Value and Mahindra First Choice were among the 

early entrants in this market. Initially second hand car business was used as a tool by the OEMs 

to sell their own vehicles by offering attractive exchange offers. However, as the awareness about 

the orgainised second hand car market has increased the response of the buyers have been very 

encouraging. That has led OEMs to consider used car business as high potential business. 

 

Value chain in organised segment 
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Some of the major used car business ventures of the OEMs are listed below: 

 True Value (Maruti Suzuki) 

 First Choice (Mahindra, in joint venture with HDFC and Sah & Sanghi) 

 Assured (Ford) 

 Advantage (Hyundai) 

 Auto Terrace (Honda) 
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Online portals is a fast emerging concept 

Online portals are a fast emerging concept in used passenger car market. Vast coverage has 

attracted many buyers and sellers to register their cars through these portals. However, the 

conversion ratio through these portal are very low as trust factor between buyer and seller is 

missing which is very important criteria in any used car market. 

 

Financing scenario 

The entry of organized players in the second hand car market attracted many financial institutions 

to this market. Some of the major private and public sector banks and financial institutions 

currently finance second hand car purchases, include Kotak Mahindra Prime, HDFC Bank, ICICI 

Bank, State Bank of India and Punjab National Bank. Currently, the maximum tenure offered for 

loans is 60 months and up to 70-85 per cent of the deal value is financed depending upon the 

profile of the buyer and usage of a car. However, these players have restricted themselves to 

finance used cars purchased through organized segment. The rate of interest for pre-owned car 

finance is around 300-400 basis points higher than that for new car finance. 

 

Increasing demand for low cost cars – A key challenge for second hand car market 

The pre-owned car market faces competition from new car market as well as relishes benefits 

from it. New launches in the low cost segment like mini and entry level compact take away many 

aspirants from the used car market. It also has a negative impact on the resale price of the pre-

owned vehicles. Similar scenario was observed during the launch of Tata Nano. However, new 

launches in higher-end mid-size, executive and premium segment and owners upgrading to these 

cars by selling their existing cars, fuels growth in second hand car market.  

Cost comparison between new and used cars 

  Tata Nano  New Santro  Used Car- Santro  

Purchase Value (PV)            2,10,000               4,00,000                 2,30,000  

Loan - To - Value (LTV) 85% 85% 85% 

Down payment (DP)              31,500                  60,000                   34,500  

Loan Amount            1,78,500               3,40,000                 1,95,500  

Interest rate (%) 13% 13% 17% 

Tenure (In Months) 60 60                         60  

EMI Rs. 4,061.4 Rs. 7,736.0 Rs. 4,858.7 

Source: CARE Research 

 

Second hand car market to grow at CAGR of 18-20 per cent till FY15 

CARE Research believes second hand car market is at influx point. It estimates, the size of 

second hand car market to increase at a CAGR of around 18-20 per cent in next five years 

growing from 1.8 million in FY10 to around 3.8 million by FY15. Rising income levels, huge base 

of two-wheeler owners upgrading to used cars and healthy financing scenario would be key 
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factors that would determine growth in domestic second hand car market. CARE Research also 

foresees that organised segment to dominate industry growth. With increasing number of OEMs 

venturing into second hand car market the share of organised segment would rise to substantial 

30-35 per cent in next five year period.  

 

Estimated growth in used car market Estimated share of organised market by FY15 
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About CARE 

Credit Analysis & REsearch Ltd. (CARE) is a full service rating company that offers a wide range of rating and 

grading services across sectors. CARE has an unparallel depth of expertise. CARE Ratings methodologies are in line 

with the best international practices.  

About CARE Research 

CARE Research is an independent research division of CARE Ratings, a full service rating company. CARE Research 

is involved in preparing detailed industry research reports with 5 year demand and 2 year profitability outlook on the 

industry besides providing comprehensive trend analysis and the current state of the industry. CARE Research also 

offers research that is customised to client requirements. CARE Research currently offers reports on more than 21 

industries that include Cement, Steel, Aluminium, Construction, Shipping, Ship-building, Commercial Vehicles, Two-

Wheelers, Tyres, Auto Components, Pipes, Natural Gas, Retail, Sugar, etc. CARE Research now offers independent 

research of equities through its product ‘EQUIGRADE’.  
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This report is prepared by CARE Research, a division of Credit Analysis & REsearch Limited [CARE]. CARE 

Research has taken utmost care to ensure accuracy and objectivity while developing this report based on information 

available in public domain. However, neither the accuracy nor completeness of information contained in this report is 

guaranteed. CARE Research operates independently of ratings division and this report does not contain any 

confidential information obtained by ratings division, which they may have obtained in the regular course of 

operations. The opinion expressed in this report cannot be compared to the rating assigned to the company within this 

industry by the ratings division. The opinion expressed is also not a recommendation to buy, sell or hold an instrument. 

CARE Research is not responsible for any errors or omissions in analysis/inferences/views or for results obtained from 

the use of information contained in this report and especially states that CARE (including all divisions) has no financial 
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