
RESIDUAL VALUES, FORECASTING 

AND RISK MINIMISATION 

 
Professor Peter N C Cooke 
KPMG Professor of Automotive  Management  
The University of Buckingham 

First of a series of three Working Papers regarding residual values forecasting, issues associ-
ated with risk minimisation, and strategies to enhance vehicle prices in an unstable market. The 
UK has been used as the principal source of data. 

 
 A report for BCA 



 

Recession Values, Forecasting and Risk Minimisation 1

Residual Values, Forecasting            
and Risk Minimisation 

The fact that residual values, the price one would expect to achieve for the sale 

of a used vehicle of a given type, mileage, age and condition have collapsed 

across much of Europe over the past 18 months, is now accepted as causing 

major problems throughout the automotive industry.  

To car manufacturers the projected residual value of a specific vehicle, after a 

predetermined life with a first user, is critical as it reflects in the total operating 

costs – the cents per km cost of running that vehicle.  

Even more important, to leasing companies it reflects the total cost of operation 

which, in turn, indicates what might be the monthly rental on that vehicle. After 

all, depreciation and interest represent, by far, the biggest part of total costs.  

To dealers, residual value represents the base buy-in figure for that type of 

vehicle and, indirectly, indicates the used car price it might be expected to 

generate. This, in turn, signifies both market popularity and the potential profit 

on its resale. Lastly, and all too often forgotten, it reflects what the used car 

buyer might expect to pay for the used vehicle. 

It is against those critical issues that Europe has seen a collapse in used vehicle 

residual values that has had implications, like a house of cards, across the entire 

automotive industry. 

Objectives 

This paper seeks to review, at a high level, the following critical issues 

associated with the management of residual values; 

• Outline the relationship between new and used cars in terms of sales and 

the relative magnitude of annual sales. 

• Examine some of the key issues associated with used car prices and 

associated risks for leasing companies and dealers. 

• Consider some short and longer-term issues organisations might adopt to 

minimise the impact of collapsing residual values. 

• Highlight some of the techniques employed to forecast residual values in the 

United Kingdom and some other markets. 

It is against these broad objectives that the following comments are offered. 

Residual values have 
collapsed across 
much of Europe 

Critical issues 
associated with 
management of 
residual values 
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Relationship between new and used vehicles 

Every new vehicle sold ultimately becomes a used vehicle when its owner 

decides to replace it and dispose of their existing car. In developing markets, 

that may not become a problem as the used – or every old vehicle – may be 

passed to a relative or a friend. In mature markets, however, there is a process 

for disposing of used vehicles through one of many different routes.  

Used vehicles may be sold and resold several times before they are finally 

scrapped. Figure 1, below, shows the relationship between new and used car 

sales volumes in selected mature European markets. 

Figure 1; New and used car volumes 2007, selected European states 
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However, the comparative importance of the used car sector is even more 

strongly presented when one considers the relative value of new and used car 

sales.  

Figure 2 overleaf highlights the value of new and used car sales in the United 

Kingdom since 1998 – showing that the UK car market value for used cars was 

some £300 million above that of new car sales in 2007. 

The message is quite clear – used cars are big business. But, the question has 

to be asked – ‘How much attention do car manufacturers really pay to this 

industry sector?’ The answer, at least as far as University of Buckingham 

research is concerned, is generally – ‘not much – could do much better’. 

Remember, in a mature market the equity in a car being replaced has to be 

released before a new vehicle can be acquired – whether that is through trading 

in the used vehicle or releasing its value by any one of a number of other routes. 

 

Every new vehicle 
ultimately becomes a 
used vehicle 

The message is quite 
clear – used cars are 
big business 
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Figure 2; Used car market value and market shares 
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Cost of ownership 

The third issue underlining the importance of residual values is the proportion of 

total operating cost of ownership represented by depreciation.  

Figure 3 below shows the relative costs in the United Kingdom produced by a 

major leasing company – in this case Arval. For a private buyer, the depreciation 

would be considerably higher as a major leasing company would negotiate a 

lower new car and may well achieve a higher used car value on disposal. 

Figure 3; Relative costs of operation; United Kingdom 
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These three charts illustrate the power of the used car market and the spread of 

the influence of used vehicle prices. 

Collapse in residual values 

The metrics of the fall in residual values in the UK used car market during 2008 

are highlighted in Figure 4 below. 

Figure 4; Average residual values at auction; 2008 

Source; BCA 

This illustrates the substantial decline average prices achieved at auction in the 

United Kingdom since the beginning of last year. Parallel figures probably be 

found in many European markets.  

While the figures are painful for individual motorists selling their car, for fleet 

operators or leasing companies with several thousand units to be replaced each 

year, such a collapse in residual values can be catastrophic. 

The foregoing paragraphs indicate some of the issues associated with falling 

residual values in the used car marketplace. As has been noted, every new car 

eventually becomes a used car and has to be sold at some point.  

Predicting a used car price some way ahead is therefore pretty critical to car 

manufacturers, leasing companies, fleet operators and private car buyers so 

they can budget reliably as to what a car will be worth in 2-3-4 years time when 

economic and legislative conditions might be totally different. 

For fleet operators or 
leasing companies 
such a collapse can 
be catastrophic 
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Residual value forecasting  

The following issues, among others, influence the residual value of used 

vehicles. Historically, one may have looked at the trends in used car prices and 

related those trends to new car prices together with any anticipated change in 

inflation rates. However, that simplistic rule has been blown apart in the past 

year. 

Figure 5; Factors influencing residual value forecast 

• Economic climate and used car buyer sentiment 

• Availability of credit for used car buyers 

• Cost of fuel/expected changes 

• Current rate of inflation/deflation 

• Volumes of vehicles offered for sale 

• Perceptions of change in government rules/taxes on used cars 

• Stocks of used vehicles available for buyers 

• Channels to market 

• Promotional deals on new cars 

• Relative supply of new vehicles 

• Popularity – or otherwise – of specific models as used cars 

• Pressure/promotion of new car sales. 

For Illustrative purposes only 

Residual value forecasting during the current economic upheaval has become 

much more pragmatic and short term and, as a result, leasing companies and 

major fleet operators need to pay more attention to residual value forecasting. 

In most markets, the principal providers of residual value pricing have their own 

methods of forecasting residual values. While a later paper in this series will 

review a number of alternative approaches in various economic modes, we do 

not claim to have found the ‘silver bullet’. 

Residual value challenges for the leasing company 

From the viewpoint of both car manufacturers and leasing companies, there are 

a number of both macroeconomic and microeconomic issues which need to be 

taken into consideration when forecasting residual values in addition to those 

outlined in Figure 5 above.  

The checklist overleaf highlights further issues that car manufacturers and 

leasing companies both need to examine when considering residual value 

forecasts – in addition to those raised previously. 

 

Residual value 
forecasting has 
become more 
pragmatic and short 
term 
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Figure 6; Car manufacturer and leasing company residual value issues 

• Popularity of model as a new/used car 

• Planned mileage at replacement 

• Position in product life-cycle of current model 

• Vehicle economics – including fuel type 

• Number of units in parc  

• Minimised discounts and special offer – very short term only 

• Discounts given through enhanced finance deals – not car discounts 

• Competitive models/residual values 

• Seasonality of used car market 

• Channels of distribution as used vehicle 

For Illustrative purposes only 

At a macroeconomic level, the challenge is to be able to present to the used car 

market sufficient choice of vehicles – but not so many as will swamp the market. 

That may mean, as has been seen in some markets, restrictions on the number 

of units being sold to the daily rental sector, to avoid huge numbers of similar 

vehicles getting returned at the end of a season. 

At least one car manufacturer has deliberately held back on new car sales in the 

United Kingdom to keep the new car market ‘taut’ by releasing slightly fewer 

new cars than the market naturally demanded. The reaction has been a shortage 

of used prestige sports cars and resultant higher residual values which, in turn 

means lower total costs of operation.  

The message is clearly one of ‘manage the new car market to protect the used 

car market’. From dealers’ viewpoint, one is seeking to create a healthy market 

and that can best be achieved by creating strong residuals. 

Microeconomic Issues and residual values 

A first challenge to holding residual values is to select the most appropriate 

means of used vehicle disposal.  

Figure 7 overleaf highlights the range of routes to market in the United Kingdom 

– each of those alternatives may have different needs and types of vehicles. 

 

The message is clearly 
‘manage the new car 
market to protect the 
used car market’ 
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Figure 7; Alternative channels to new and used car markets 

For illustrative purposes only – applicable to UK 

The range of alternative routes to the used car retail market will vary from one 

market to the next but, in developing markets like CEE, there may be a paucity 

of routes to market to ensure those buyers, who cannot afford a new car, will 

gain access to appropriate used cars and light commercials. 

Figure 8 highlights a cross-section of issues impacting on residual values at the 

microeconomic/car buyer interface level. 

Figure 8; Microeconomic issue regarding used vehicle disposal 

• Mileage of used vehicle at disposal 

• Quality of used vehicle – acquired/on lot 

• Finance support available to buy used vehicle 

• Condition of unit on lot 

• Relative supply 

• Documentation/certification of unit. 

• Service history of unit 

• Mix of comparable units on used car lot 

• Ability to trade in other vehicles. 

For Illustrative purposes only 

To date, these notes have looked at a range of issues associated with residual 

values on vehicles being returned under current economic conditions. There are 

a number of steps an organisation – car manufacturer or leasing company - 

might consider to better manage the residual value risk. 
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The checklist in Figure 9 highlights some of the steps that might be considered – 

not every one will work in every market. 

Figure 9; Risk management issues to protect residual values 

• Select units most attractive as used vehicles 

• Manage quantities of returning used car units 

• Use any market seasonality to your advantage 

• Ensure colours are appropriate for the market 

• Check vehicles are appropriately presented 

• Offer appropriate finance deals 

• Ensure vehicles fall within appropriate tax bands 

• Be selective in vehicles to be promoted – auction the remainder 

For Illustrative purposes only 

To date, the paper has examined a cross-section of issues associated with 

predicting and enhancing residual values of used cars for car manufacturers, 

dealers and the leasing industry. 

It is critical that, right from the beginning, ‘new cars are specified for the used 

car market’. That means colours, essential options and other equipment – 

possibly radio, parking radar or any of the myriad of extras that might be 

appealing to a used car buyer – even though those items may not be wholly 

congruent with the new car buyer! 

Forecasting residual values 

A further paper in this series has been written to examine some of the alternative 

ways of forecasting residual values. As has been illustrated, there are many 

issues that might influence residual values and depreciation. The challenge is to 

balance all of those features to provide a sensible answer – but that is another, 

later paper. 

Some conclusions 

The foregoing has sought to provide a high-level analysis of residual values, 

forecasting and risk minimisation. As noted previously, it is more art than 

science.  

Professor Peter N C Cooke 

KPMG Professor of Automotive Management 

The University of Buckingham January 2009

 

Its is critical that ‘new 
cars are specified for 
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