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Abstract  

SME logistics service providers form an essential aspect of the transport and logistics sector in  India but are 
increasingly susceptible to financial reversals and business cycle fluctuations.  Non-payment, lack of working 
capital, reliance on the credits from suppliers and inadequate financial planning arising thereout, render them 
susceptible to operations and survival.  

The pattern of fund flow in small logistics enterprises is studied in this article, the key factors  that lead to credit 
cycle risk are filtered and some countermeasures are evaluated. He study  uses a mixed-method research 
approach involving interviews with small logistics operators,  secondary financial data review, and survey 
responses. Findings reveal that delayed payments  from clients, fuel price volatility, inadequate financial 
discipline, and lack of technological  integration contribute significantly to unstable cash flows. The paper 
concludes by suggesting  modern risk mitigation strategies such as digital invoicing, credit scoring tools, fuel  
management systems, receivable insurance, and improved working capital planning.  
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payments, cash flow instability, fuel price volatility, financial discipline,  digital invoicing, credit scoring tools, 
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integration.  

1. Introduction  

Logistics is the lifeblood of India’s economic essentials and serves as a bridge between sellers,  traders, 
producers and consumers in delivering goods from place of manufacturing to its  destination point. But small 
carriers which typically run 1 to 20 trucks have little financial  cushion and rely on quick payment from clients. 
Unlike big logistics companies, they neither  have the credit worthiness nor digital infrastructure to work on 
formal systems or institutional  risk management mechanisms  

The nature of logistics work—fuel-driven, credit-based, and cost-sensitive—makes financial  flow management 
extremely critical. Even minor disruptions in payments or fuel price hikes  can create cash deficits, affecting 
operations such as vehicle maintenance, salaries, tolls, and  vendor payments.  

This study focuses on understanding:  

1. How financial flows move within a small logistics setup  

2. What factors disturb these flows  

3. What strategies can be used to mitigate credit cycle risk 
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2.Statement of the Problem  

Small logistics firms often struggle with unstable cash flow due to irregular payment cycles  and dependency 
on client credit. The problem becomes more severe because:  

∙  Receivables are delayed by 45–90 days  

∙  Fuel expenses must be paid daily  

∙  Vehicle maintenance and EMI payments are fixed monthly  

∙  Any financial disturbance halts operations immediately  

Thus, managing financial flow and mitigating credit cycle risk becomes essential for  sustainability.  

3. Objectives of the Study  

1. To analyse how financial flow operates in small logistics firms  

2. To identify key challenges that lead to credit cycle risks  
3. To study the impact of delayed payments, fuel costs, and operational expenses on cash  flow  
4. To examine existing mitigation strategies used by small logistics owners 5. To propose effective financial 
and technological solutions for stabilizing financial flow  

4. Hypotheses  

H₀ (Null Hypothesis):  

There is no significant relationship between financial flow management and credit cycle risk  in small logistics 
firms.  

H₁ (Alternative Hypothesis):  

Effective financial flow management significantly reduces credit cycle risk in small logistics  firms.  

5. Research Methodology  

Research Design:  

Descriptive and analytical research design  

Data Sources:  

Primary Data:  

∙  Interviews with 20 small logistics owners  

∙  Survey questionnaires from 45 drivers and managers 

Secondary Data:  

∙  Journals, industry reports, supply-chain publications  

∙  Govt. MSME and transport sector data  

Sampling Technique:  

Convenience sampling  
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Tools Used for Analysis:  

∙  Descriptive statistics  

∙  Correlation analysis  

∙  Comparative evaluation  

6. Literature Review  

The literature on small logistics firms-in particular, in emerging markets such as India converges on the view 
that thin margins, fragmented demand, and cyclical payment behaviour  of clients are key sources of their 
financial vulnerability. Indeed, studies and industry reports  repeatedly highlight weak working-capital 
positions, unpredictable cash inflows, and limited  access to formal credit as reasons for persistent liquidity 
stress among small transport and  logistics operators (e.g., KPMG 2022; RBI MSME Report 2021; Deloitte 
2020). The rest of  this review synthesises empirical findings, proposed solutions, and lacunae in existing 
research  pertinent to the financial flow and credit-cycle risk faced by SME logistics providers.  

A. Cash-flow patterns and drivers of vulnerability  

Several empirical analyses demonstrate that the cash-flow profile of small logistics firms is  highly seasonal 
and sensitive to macro and sector shocks. The key drivers identified are:  delayed receivables from clients, or 
long client credit cycles; immediate operating outflows for  fuel, driver wages, and maintenance; and price 
volatility in inputs, especially fuel. According  to industry reports, a large share of SMEs depends on client 
credit cycles for liquidity (KPMG,  2022), while central-bank reviews of MSMEs highlight working-capital 
shortages and delays  in the payment cycle as primary triggers of distress (RBI MSME Report, 2021).   

B. Role of payment discipline and market structure  

Investigations into client–vendor relationships reveal that large shippers and third-party  logistics (3PL) 
operators often use their bargaining power to negotiate long payment terms,  shifting liquidity burden onto small 
carriers. They also emphasize how the industry has set  norms of 30–90+ day payment cycles that small 
operators have limited negotiating power to  alter. This structural imbalance is identified as a core systemic risk 
factor in the credit cycle  literature. 
C. Internal Financial Discipline and Cash-Flow Practices  

Literature also mentions internal management practices that are cost-effective mitigation  strategies beyond 
external instruments, including timely invoicing, regular cash-flow  forecasting, tracking expenses, and setting 
aside contingency reserves. Various case studies  show that the use of even basic financial tools, such as monthly 
budgeting or fuel-usage  monitoring, results in more stable cash flows and less reliance on credit among 
operators.  

D. Operational strategies and internal controls  

Apart from finance instruments, practitioners' studies put a high emphasis on internal financial  discipline, such 
as timely invoicing, disciplined cash-flow forecasting, expense controls (fuel  and maintenance), and 
contingency buffers as low-cost measures that materially reduce  liquidity risk. Case studies reveal that the 
small operators who adopt even basic bookkeeping  and monthly cash-flow planning are in better positions to 
smooth working-capital needs and  negotiate short-term credit.  
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E. Gaps in the literature  

Although the literature robustly documents the problems and potential solutions, several gaps  remain:  

∙  Micro-level empirical evidence: There are only a few longitudinal studies tracking  cash-flow dynamics 

of individual small carriers across business cycles that quantify the  causal impact of specific 

interventions-such as digital invoicing-on liquidity and  survival.  

∙  Heterogeneity across sub-segments: Less is known about differential risks across types  of small logistics 

firms, such as long-haul vs. last-mile and owner-operator vs. fleet  firm.  

∙  Behavioural and adoption barriers: More research is needed regarding non-financial  barriers, such as 

trust, digital literacy, and perceived value, that hinder the adoption of  technological solutions and formal 

financial products.  

∙  Effectiveness of policy interventions: Although there are prescriptions of policies,  rigorous evaluation of 

government programs-credit guarantee schemes and MSME  prompt-payment policies-in the logistics 

sub-sector is scanty. 

7. Financial Flow in Small Logistics Firms Financial flow typically 

moves through the following cycle: 1. Revenue Sources  

∙  Freight charges from clients  

∙  Loading/unloading charges  

∙  Trip-based incentives  

2. Major Expenses  

1. Fuel (40–55% of total expenses)  

2. Driver salary and allowances  

3. Vehicle maintenance  

4. Toll and permits  

5. Loan EMI / insurance  

6. Depot or office rent  

3. Flow Pattern  

∙  Expenses occur daily  

∙  Revenue comes monthly/bi-monthly  

∙  Result: cash flow mismatch  

Cash flow gaps force operators to take short-term credit from:  

∙  Fuel pumps  

∙  Mechanics  

∙  Vehicle part suppliers  

∙  Drivers (salary delays)  

This creates a risky cycle of dependency on credit.  
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8. Credit Cycle Risk in Small Logistics  

Major Factors Causing Credit Risk:  

1. Delayed Client Payments  

∙  Common delays range from 30–90 days  

∙  Causes operational cash shortages  

2. High Fuel Price Volatility  

∙  Fuel cost changes can disrupt daily operations  

3. No Formal Credit or Banking Support 

∙  MSME loans require documentation many small operators lack  

4. Poor Financial Record-Keeping  

∙  Manual logs instead of digital records  

∙  Difficulties in tracking payments and expenses  

5. Seasonal Demand Fluctuations  

∙  Logistics demand dips during non-festival or off-season periods  

6. Vehicle Breakdown Risks  

∙  Unexpected repairs create sudden financial pressure  

9. Data Analysis & Interpretation  

Based on the above study the following analysis has been done  Table No.1   

Financial Challenge  % Responded Effect  

Delayed Payment  82% 

Fuel credit Dependency  76% 

Irregular cash Flow  71% 

Difficulty paying EMI on Time  55% 

High Maintenance Cost  63% 
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The above table debits that the majority faced payment delays and also fuel vendors provide  credit because 
cash is unavailable, EMIs and maintained become difficult during low-cash  periods.  

A correlation analysis shows a strong positive relationship (r = 0.78) between cash flow  stability and 
credit risk reduction, supporting H₁.  

Table No.2 High Maintenance Costs Reduce Profit Margins  

Typical maintenance expenses per vehicle:  

Maintenance Item  Approx cost  Frequency 

Tire replacement  18000-22000  Every 10–12 months 

Engine servicing  6000-12000  Every 2–3 months 

Brake repairs  4000-8000  As needed 

 

 

The above table debits that the Since 63% face high maintenance costs, it is clear that  breakdowns, tire 
replacements, and servicing take a major share of earnings. During months  
with heavy repairs, operators often delay EMIs or borrow informally, worsening liquidity  issues.  

Table No.3 EMI Payment Difficulty Indicates Structural Cash-Flow Mismatch  

Financial   

Scenario 

Actual condition  Impact on Operator  

EMI due on 5th each month  Client pays only on 30th 
or  next month 

EMI bounce → late fees 
→  credit score drops 

Two months of low 
trip  volume 

No income stability  Operator uses personal   

savings or informal loans 

Unexpected maintenance 
+  EMI 

Combined burden 
exceeds  income 

Leads to chronic debt 
or  loan restructuring 

 

 

The above table debits that Over 55% struggle with EMI payments, mainly due to  unpredictable 
client payment cycles.  

10. Findings of the Study  

1. Payment delays are the biggest disruptor to financial flow  
2. High fuel dependency increases daily cash requirement  
3. Lack of financial tools or management systems leads to poor planning 4. Small logistics 
firms depend heavily on informal credit  
5. Operational costs rise faster than revenue inflow  
6. Modern technologies (GPS, digital invoicing, UPI payments) are underutilized 7. Firms that use 
digital tools show more stable financial pattern.  
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11. Strategies for Credit Cycle Risk Mitigation  

1. Digital Invoicing & Faster Payments  

∙  Use e-invoices and digital reminders  

∙  Encourage clients to pay through NEFT/RTGS/UPI  

2. Working Capital Planning  

∙  Maintain a minimum reserve fund  

∙  Prepare monthly expense forecasting  

3. Credit Insurance  

∙  Insures receivables from trusted clients  

∙  Reduces default risk 

4. Fuel Management Systems  

∙  Fuel cards (HP/IOCL/BPCL) reduce cash handling  

∙  Track mileage to reduce wastage  

5. Fleet Management Technology  

∙  GPS tracking  

∙  Route optimization  

∙  Vehicle health monitoring  

6. Vendor Partnerships  

∙  Negotiate credit terms with fuel pumps and spare part sellers  

7. Financial Discipline  

∙  Maintain proper bookkeeping  

∙  Use digital accounting app.  

12. Conclusion  

Small logistics firms operate in a financially sensitive environment with narrow margins and  heavy dependency 
on credit. This study confirms a strong relationship between financial flow  stability and risk reduction.  

Mitigating credit cycle risk requires:  

∙  Structured financial planning  

∙  Faster payment cycles  

∙  Formal credit access  

∙  Use of technology  

∙  Strong cash flow management  
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Firms that adopt digital solutions and modern financial tools show greater financial stability  and reduced 
operational risk. Strengthening financial flow is therefore essential for long-term  sustainability and 
competitiveness in the logistics sector.  

13. Suggestions for Future Research  

∙  Study risk mitigation tools for medium-sized logistics companies  

∙  Explore the role of government credit schemes for transport MSMEs ∙  Compare financial 

management practices across different logistics hubs in India 
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