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Industry review

fleeteye is a forum for fleet operators. It provides a quick and easy way to provide feedback on the products and services used by fleet operators to run their
fleet.  Many  of  the  UK’s  leading  leasing  companies  are  partners  of fleeteye and by being part of this initiative they are showing their commitment to
understanding the needs of fleet operators and implementing improvement strategies on the services they provide.

The fleeteye industry review is based on a quarterly survey of fleet operators which measures their practices and references attitudes and opinions on a wide
range of issues:-

· fleet profiles and policies
· the current economic and fleet environment

· factors influencing supplier and vehicle choice and
· Predictions about vehicle requirements and influences.

This document contains a summary of the survey and analysis of the results provided by Professor Peter N C Cooke, Professor of Automotive Management at the
University of Buckingham.

Introduction

Times  are  exciting  in  the  United  Kingdom!  The  devolved  administration  in
Scotland has just published a 670 page white paper as to why ‘Scotland
should  go  it  alone’-  about  the  length  of  a  Harry  Potter  novel.  Sir  Walter
Scott would probably not have been impressed either. Perhaps it’s
symptomatic that the much-heralded pregnancy of the Edinburgh pandas
mentioned in the last Quarterly Review came to nothing, although the Koala
bears in the next enclosure produced a consolation prize – a Joey.

No  such  problems  in  England.  Sir  Mick  Jagger  is  due  to  become  a  great
grandfather during his next world tour. Maybe he could show Edinburgh how
to get some satisfaction?

At  the  time  of  writing  the  UK  government  has  published  the  HS2  Bill  and
associated documentation – some 50,000 pages – for discussion and debate.
Probably sufficient to create a dearth of lawyers and ensure the supremacy
of business travel by car at least until the paperwork, down to every last nut
and bolt, has been thoroughly analysed, criticised and justified.

Enough hilarity. On a more serious note, the United Kingdom economy may
finally have turned and be in a period of recovery although we cannot yet

vouchsafe for sustained and sustainable recovery. Indicators are finally
pointing north or at least north-east, although the general population
continues to seek to live on a steadily declining real income while those who
‘have it all are rewarded with even more’.

As will be reported later, overall measures of inflation appear to be coming
under  control,  although  the  price  of  food  continues  to  run  ahead  of  the
overall  index.  Maybe  this  economic  recovery  is  the  first  to  be  actively
supported by a wide-spread network of food banks.

In agricultural terms, the biggest percentage growth in plantings appears to
be cannabis. The period of badger culling has been extended due to a lack
of results – a productivity issue perhaps? Equally, cull protests appear to
have dropped, while the nights are drawing in and it’s getting quite cold
outside.

The  Governor  of  the  Bank  of  England  continues  to  be  innovative.  The
ongoing low interest rate will be reviewed when unemployment drops to 7%
- but all that is promised is a review.  On a more innovative note, the Bank
is indulging in a little money laundering. It’s testing plastic five pound notes
which, apparently launder better than the paper ones. Bankers could be
well pleased.
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The European car market continues to slip, the latest forecasts suggest that
sales will be some 4% lower than last year although in the last month or so
have shown some signs of perking up. While Ford and General Motors appear
to  be  getting  on  top  of  the  situation  of  excess  installed  manufacturing
capacity, elsewhere the picture is patchy. In France there is talk of a plant
being mothballed and Chinese investment helping to support the
beleaguered industry.

The impact of continuing poor sales performance in mainland Europe is that
the  OEMs  may  continue  to  pump  cars  into  the  United  Kingdom  at
aggressively low prices, supported with low finance rates in an effort to be
able to hold production – and bonuses

United Kingdom Economy

The signs that the UK economy has moved into the early stages of economic
recovery continue to grow, although recovery must still be seen as fragile
and could easily be tipped back into negative territory.

A challenge with economic growth after prolonged recession is whether
rapid recovery or steady recovery is the most attractive. From the
politicians’ viewpoint, rapid recovery has to be best; after all, they have a
fixed term parliament and an impatient 24/7 media that demands simple
headlines. For business, a slower, steady rate of recovery may well be more
attractive as it should not cause inflation through goods and services being
in short supply or sucking in imports to satisfy demand while domestic
production gears up.

The first figure shows UK GDP growth on a quarter by quarter basis. It
suggests that there is a degree of sustainable growth, albeit slow, but it is
positive.

The concern with the rate of demonstrated GDP growth is it’s painfully slow
in terms of household consumption compared with recovery from previous
recessions. By this point after the recession domestic consumption should
truly  be  motoring  as  illustrated  by  the  second  chart  which  compares
recovery over recent recessions. The current recession is represented by the
blue line – still 3% below the starting point of the recession.

UK GDP versus previous quarter/year (source; ONS)

UK Household Consumption Expenditure Vs Previous Recessions
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The concern with both CPI and RPI is they present averages gathered by the
ONS. Such averages are a useful measure of macroeconomic performance
but they do shelter regional and lifestyle differences. Food prices are rising
at close to double digits, as is domestic energy, while overseas holidays and
airline prices are falling – maybe not of much relevance to low-income
recipients or pensioners.

The Economy; Some Initial Conclusions

The UK economy is in a fragile if positive stage of development. Politicians
are  in  election  mode  with  ‘cost  of  living’  as  the  current  mantra.  The
majority of consumers appear to be tightening their belts as prices rise
ahead  of  incomes.  Such  a  situation  may  well  impact  on  the  status  and
expectations of the UK fleet operation. Read on . . .

The Fleeteye Review

The following paragraphs and charts present and comment on a number of
the issues from the Fleeteye survey undertaken at the end of third quarter
2013 among a sample of industry respondents. The sample has remained
broadly constant across the period for which the Fleeteye survey has been
published by Buckingham.

CPI and RPI; 2008-2013 (Source; ONS)
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Fleet Outlook

The  past  12  months  have  shown  a  steady  optimism  in  terms  of  fleet
provision as indicated below. A third of respondents indicated an increase,
slightly lower than in the previous survey, with marginally fewer – 30%
recording a fall in fleet numbers. Some 36% reported no change. In a period
of economic recovery one would expect there to be some movement as fleet
operators prepare their fleets for the future rather than replacing them for
historic activities.

While fleet size changes over the next year suggest an increase in the fleet
size  compared  with  the  previous  response  time,  there  has  been  a  slight
increase in the number of fleets expecting a fleet reduction.

Once  again,  the  growth  in  some  fleets  while  others  are  decreasing  would
suggest a changing economic situation as alluded to above. The changes
have  settled  compared  with  earlier  forecasts  when  businesses  were  in  a
state of real flux. The current situation would suggest one of repositioning
and restructuring. It is too early to make any serious predictions regarding

the growth or otherwise of ‘grey fleets’ or indeed anticipated growth in the
use of daily and micro rental.
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Importance of Company Provided Cars

The  company  car  has,  for  at  least  two  generations,  been  seen  as  the
benchmark of corporate appreciation and that appreciation has lasted
through the period of recession as shown below. However, the importance
of the company car to essential users perhaps peaked in 2011-12 when costs
were  being  most  challenged  and  has  now  returned  to  what  might  be
considered a steady state level.

The  most  interesting  point  is  the  way  the  trend  of  importance  to  non-
essential users has, relatively, kicked up in the most recent responses. While
one  point  does  not  mark  a  trend,  it  will  be  interesting  to  watch  if  this
continues. Might it represent an issue of recruitment – or even as issue of
feel good and the company car again entering the equation? Equally, but
marginally, might there be some implication for ‘salary sacrifice’? This is
mentioned later in the review
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Car Allocation & Manufacturer Choice

The two charts shown opposite come close to the nub of company car
provision in that they present the limits of choice on company cars, the top
chart by make and the lower by model.

In  response  to  both  questions  there  appears  to  be  a  growing  liberalisation
over recent quarters with less restriction being in place although of course
the  whole  time  there  needs  to  be  a  price/model  framework  within  the
organisation to discourage ‘automotive anarchy’.

The  majority  of  respondents  operate  a  limited  range  choice  strategy  and
relatively  few  have  a  single  model  choice.  To  the  non-fleet  reader,  any
restriction might be regarded as having a cost implication given the range of
discounts  and  special  offers  available  to  private  motorists  –  but  many  of
these amazing deals are expressly limited to private buyers.

Overall,  the  two  charts  suggest  a  growing  liberalisation  –  a  sign  of  better
things to come?
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Fuel Choice

Then survey asks the question ‘what fuel types are currently in use on your
fleet?’ It does not ask the percentage of each fuel type; one might challenge
some interpretations of other studies if they ever get the two confused!

The message here is an interesting one in that the proportion of fleets with
diesel  –  whatever  share  –  continues  to  grow,  even  if  marginally,  while  the
proportion  of  fleets  with  petrol  hovers  around  the  30%  mark  and  the  ‘no
restrictions’ continues to slip – a sign of quietly tightening fleet
management?

Perhaps the most disappointing trends are the lower three. Hybrids can offer
real benefits in some business situations and the range of hybrid models is
steadily increasing. LPG, once seen as a fuel on the way up, seems to have
slipped back again, probably due to the almost artificial restrictions on its
availability.

The undoubted disappointment is the almost non-existent show of electric
cars. Whether OEMs introducing a plethora of electric models are doing so in
a  fit  of  blind  faith,  or  because  they  know something  we don’t,  is  open  to
surmise. Equally, is the limited range still an often unnecessary concern?
Watch  this  space  for  significant  growth  in  take-up,  even  if  just  marginal
numbers, or for the chairman to drive to the AGM when there are sufficient
photographers about to ask about green credentials.

It will be interesting to watch over the next few quarters whether the
reduction in business mileage and changing fuel price have any impact on
fuel types on fleets, although they may well in terms of fuel type mix.
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Other Criteria for Car Provision

Other  criteria  for  company  car  provision,  as  shown  below,  split  into  two
distinct  groups  –  the  top  three  fitness  for  purpose,  CO2 emissions and
maximum monthly rental, might be called the three policy issues while the
remaining issues identified are perhaps more operational.

The small changes in relative importance could well be based on sample size
and respondents to the survey. Perhaps the most interesting message among
operational issues is the way they continue to bunch ever more tightly and,
indeed,  look  as  if  they  are  splitting  into  two further  groups  with  the  mid-
level importance group moving ahead of the bottom three.



© experteye ag 2013     Produced in association with The University of Buckingham Quarter 3 2013

Industry review
Vehicle Finance

 Always  a  difficult  issue  to  analyse  in  that  the  survey  asks  what  type  of
finance is used rather than the more complex question of what is the split of
finance used on your fleet.

An  interesting  comparison  might,  at  the  time  of  writing  be,  that  in  the
private sector some 80% or more of private cars are acquired against some
form of extended finance package. Indeed, many dealers quote monthly
finance or rental rates with appropriate settlements rather than total costs –
or put the total price in small print.

In  excess  of  70%  of  respondents  use  contract  hire  to  a  greater  or  lesser
degree – and that penetration has increased significantly in the last year.

Finance lease and cash for car are the next two rated methods, both would
of which appear to be on the increase.

The  more  complex  car  provision  schemes  –  salary  sacrifice.  Structured  car
ownership and personal lease plans appear to form a group, with typically
with less than 10% of fleets using them.

An interesting anecdotal footnote is that, given the rate of change of
employment  in  many  industries,  there  is  a  small  but  growing  trend  of
executives providing their own cars being paid a mileage allowance on the
assumption that if they change employer they will take the car with them.

.
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Used Vehicle Disposal

Used vehicle disposal has become ever more important given the shortage of
younger used vehicles and the subsequent escalation in used vehicle prices.
The chart below shows over 80% of respondents return at least some units to
a  lessor  –  part  of  the  risk  management  deal;  the  level  has  stayed  very
consistent over recent years.

Of the other three methods of disposal, there appears to be a slight upward
movement in each alternative method. One might conclude that such a shift
would indicate fleet operators are being more selective in terms of methods
of disposal in an attempt to milk the best residuals out of each unit.

The Buckingham Automotive Team have recently published the BCA Used Car
Market Report 2013 which presents an objective view of the used car sector
and is available on www.buckingham.ac.uk/cam
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Special case of LCVs

The two tables opposite summarise the LCV picture within the survey
sample. The top table indicates that some 60% of LCVs are retained for four
year – an increase in take since the previous survey, with 23% being replaced
after five years.

The top chart suggests there is a reduction in replacement cycles for LCVs,
perhaps  a  case  of  economic  recovery  and,  of  course,  a  rise  in  used  LCV
prices due to the shortage of younger vehicles.

The lower chart indicates the vast majority of LCV operators utilise diesel on
their fleets with petrol coming a distant second.  Electric vehicles are used
by 4% of respondents – an opportunity which one might have expected to be
much higher, while hydrogen cells are shown as being used by 2%.
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Looking Ahead

The chart opposite indicates respondents’ ranking of importance of a range
of issues looking forward five years. In this chart, the lower the rating the
higher its importance.

The responses would suggest that respondents continue to rank mobility as
the most important issue but, further down the list, would suggest that pool
car usage will become an important issue as will other means of enhancing
the value achieved from company provided cars.

Essentially, ‘business mobility’ in its widest form appears to be of increasing
importance and it will be a critical role for fleet operator and mobility
providers alike to look to push forward the role of the company car.
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Some Conclusions

At the time of the last review it was suggested it was a case of ‘business as
before’ –  this  time one might be justified in claiming that respondents are
suggesting that fleets are ‘gearing up for economic recovery’.

Economic recovery is, one hopes, sustainable, but it is still very fragile and
could easily nose-dive back to a downturn or even into recession.

The challenge will  be for fleet operators to plan for recovery and plan for
future  fleet  and  mobility  requirements  rather  than  seeking  to  replace  and
manage units for a market and a modus operandi that have passed – and may
also reflect on the future role of the company car.

Professor Peter N C Cooke

Emeritus Professor of Automotive Management

University of Buckingham November 2013

Disclaimer:- The views expressed in this report are the views of Professor N
C Cooke and do not necessarily reflect the views or policies of Experteye or
The University of Buckingham. Neither Experteye nor University of
Buckingham guarantee the accuracy of the data included in this report and
accept no responsibility for any consequence of their use.
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