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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, Emeritus Professor of Automotive
Management at the University of Buckingham.

Introduction

The last Industry Review was published as the country recovered from the
excitement of the May 2015 General Election in which the Conservative
party gained an unexpected, but small majority. The country, at the time of
writing,  is  in  the  midst  of  two  political  storms.  The  2016  budget  would
appear to have started to unravel and has been ‘recalled for improvement’.
Secondly,  we  are  less  than  a  hundred  days  away  from  the  referendum  on
whether the United Kingdom remains a member of the EU or commits Brexit
and leaves.

While such issues do not yet reflect in the inputs to the current analysis,
they must surely start to impact on transport demand, fleet executives and
providers  as  they  contemplate  the  future.  While  the  EU  rules  allow  two
years for negotiations regarding exit, the reality of negotiation may take
longer.

Given the present migrant and immigration situation in Europe, should the
UK  vote  to  leave?  If  the  EU  follows  its  promise  and  admits  Turkey,  albeit
over 3-4 years, that will fundamentally change the nature of the Union. The
loss of a significant ‘advanced economy’ and replacing it with a larger – 70m
population – ‘emerging economy’ with a wholly different political and

religious ethos will have long term implications both politically and
economically.

The CBI forecast leaving the EU could cost a million jobs over time, the
Brexiteers reckon after a short dip the freed-up economy would soar away.
Leaving the EU would be a leap of faith indeed – there are something like
80,000 pages [sic] of rules and regulations to be unpicked. Britain would be
able  to  trade  more  effectively  with  the  rest  of  the  world,  well  that  is  the
theory, but new bilateral agreements may be needed. However, the EU does
represent close to 50% if current trade and to replace a significant element
of that may take time.

It  is  beyond  these  notes  to  ask  whether  Cameron  made  a  fundamental
mistake in agreeing to a referendum at all, but he has and will have to live
with the consequences. Boris Johnson would dearly like the conservative
party leader’s job. The referendum situation is further complicated by a re-
emergence  of  Scottish  Nationalism and  their  demand to  remain  within  the
EU – but follow that with a second Scottish Independence referendum. The
thoughts of a ‘booze cruise’ to Gretna Green keep returning. The
complications are further compounded by Jeremy Corbyn’s half-hearted call
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to Labour to support the UK remaining in the EU – but as the base to build a
truly socialist Europe.

In our last review we commented that the UK economy was in good shape.
Maybe I was being over-optimistic. The UK economy, like much of Europe, is
not  doing  as  well  as  might  be  expected.  UK  GDP growth  rate  forecasts  for
the current year have been dropped from 2.4% to 2.2% to 1.9% and may well
be cut further in the foreseeable future. Inflation remains at a very low
level  –  0.3%  -  with  the  price  of  food  rising  but  offset  by  a  fall  in  used  car
prices and airline tickets. At the time of writing, the price of oil was holding
below $40 a barrel although short term it has been fluctuating. North Sea oil
is in economic turmoil with its high cost of production and there are already
serious job losses in the North Sea industry.

Whether the UK has a stable government at present is open to discussion.
The Tory majority of 12 is theoretical rather than assured with various
splinter groups and disagreements regarding the budget, the referendum on
EU exit and various other party problems and feuds. The one factor on the
side of the government is  that Labour is  still  in disarray; the leader would
still  prefer  to  talk  about  the  iniquities  of  refugees  rather  than  the
immediate domestic political and economic situation. The left wing
attempted takeover of Labour policies could well be the subject of a
political coup sooner rather than later.

The  UK  is  in  an  ‘interesting  position’  –  yet  management  still  has  to  make
decisions taking into consideration not only the domestic situation but the
global economic and political status as well.

An International Perspective

The global economy would appear to be slowing down led by China. Chinese
industrial growth has been spectacular but has created capacity sufficient to
unbalance  much  of  the  western  economy.  The  Chinese  economic  growth
forecasts have been down rated several times recently, currently it is about
6%. One problem is the transparency, or otherwise, of official published
data.  There  appears  to  be  a  certain  reticence  to  publish  rigorous  data  –
critical  for  investment  decisions  –  but  to  publish  data  closer  to  the  ruling
political will. Such is the inter-relationship of economies that any change in

the second largest global economy reflects, is magnified, in changes
elsewhere in the world.

Thus a drop in Chinese demand for raw materials  has a knock on effect in
the countries supplying those raw materials like Australia and certain
African and South American nations as well as the oil producing countries of
the  Middle  East.    At  the  same  time  that  the  Chinese  economy  is  slowing
down, it is also changing its direction and expectations in that it is starting
to turn into a consumer economy rather than a low cost manufacturing
economy. A major challenge of the Communist party is to keep the growing
middle classes happy and that means offering opportunities to use their new
wealth. Such changes may take time to work through the global economy in
terms of rebalancing the nature of international trade.

The Russian boycott by the United States and the EU is biting and pushing
Russia into recession. With the severe decline in the purchase of energy
products from Russia and restrictions on what can be sold, the rate of short
term economic decline gets steeper.

Ukraine has gone very quiet recently but could flare up at any moment. It
would appear that Putin is biding his time and, at the same time, rattling his
sword in the Baltic.

United States economy is doing OK but there are harbingers of doom on the
horizon.  It  is  in  the  middle  of  what  is  turning  into  an  even  dirtier
presidential election than has been the historic case. While Hilary Clinton
looks set to be the democrats’ candidate, Donald Trump’s lead is being
challenged. One has the feeling that the establishment is  clawing back the
initiative  from  the  electorate  who  appeared  to  be  signalling  they  want  a
change.

The refugee crisis appears to be shifting from entry through Turkey to
Greece following enormous payments being promised to Turkey to help
mitigate  the  situation.  However,  as  fast  as  a  temporary  solution  might  be
found on that front, the Mediterranean summer route has re-opened.

Terrorism and the asymmetric war is has created is yet another wild card in
the international lexicon of problems for businesses to balance.
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The price of oil must almost come as light relief after all of the other issues.
The price of crude bounces around $40 per barrel down from $114 less than
a year ago. World demand has dropped but the major producing nations
continue to lift at near highest levels. Meetings among the major players in
an attempt to reduce supply have, to date, failed. The key over-producer is
Saudi Arabia with a declared aim to scupper the nascent fracking industry in
North  America.  Not  a  nice  thing  to  do  to  one’s  biggest  ally  but  that’s  the
way  it  works.   However,  the  low oil  price  crisis  is  causing  almost  as  many
problems as an excess price might create.

These  are  but  a  few  of  the  issues  being  discussed  in  boardrooms  as
strategies  and  decisions  are  plotted  for  the  next  few  years.  Risk
management is indeed high on many an international company’s agenda. Let
us move on and consider the real issue of these notes – developing fleet
management  issues  in  the  United  Kingdom  as  recorded  by  the  Fleeteye
Industry Review for quarter 4, 2015.

Fleet Outlook

Fleet size changes in the
last  twelve  months  have
shown an increase in 39% of
fleets versus only a 19%
respondents showing a
decrease. A similarly bullish
picture  is  painted  for  the
next  twelve  months  with
40%  predicting  a  growth  in
fleet versus only 6% showing
a decline.

These increases are already
showing  in  the  new  car
registrations for 2016 which
are  on  course  for  a  new
post-recession high.



© experteye ag 2016     Produced in association with The University of Buckingham

Industry review
Perceived Importance of Fleet Car Provision

Rules regarding business car provision are rarely out if the limelight and
expenses are perhaps about to come under more scrutiny than ever. At the
same time, the provision of funds for PCP and PCH finance deals continues
to  grow  as  shown  by  the  latest  FLA  data.  PCP  finance  is  up  by  21%  to
£12506million while leasing is up by 77% to £1159 million – hardly the sign of
an economy in recession. However, interest rates continue at a historic low.

The perceived importance of the company car as a benefit to employees has
held steady during recent economic changes as shown in the accompanying
chart.  Interestingly  the  level  of  importance  for  both  essential  and  non-
essential users continue to run almost in parallel although in the case of
non-essential users, there is a clear plateauing in term of provision. Could
this  be  caused  by  the  relative  small  drop  in  the  cost  of  fuel  or  is  there  a
deeper move for non-essential recipients? Time will tell.
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The next pair of charts splits the expected demand for company vehicles
over the next twelve months into cars and LCVs. In the case of cars, demand
is seen to be holding, if anything moving upwards slightly. As might be
expected, ‘no change’ is the biggest single block. Decreasing demand
continues to slip.

In the case of LCVs the ‘no change’ category dominates the picture and the
‘decreasing’  element  at  the  bottom  on  the  chart  almost  withers  away  to
nothing while the ‘increasing’ element at the top continues to grow and, at
worst, hold its’  own. One assumes the increase in LCV demand is  based in
part  by  the  growth  in  demand  for  service  support  and  part  by  a  genuine
increase in initial business demand. The LCV is the ultimate service product.

One factor not reflected here is how much of this demand will be satisfied
by short term leasing and how much will be satisfied by permanent vehicle
provision. Elsewhere surveys are reporting a growth in short term rental.
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Car Allocation and Manufacturer Choice

Historic changes in manufacturer choice of vehicles has settled in the last
couple of years as can be seen from the accompanying chart. The
opportunity to choose a wider range of units continues to grow, possibly a
sign of increased competitiveness. There has been an even more pronounced
growth in the choice of models acceptable to the fleet.

One might ask if this increasing liberalism is a matter of greater altruism on
the part of the fleet or is it a hard faced decision to keep employees happy
and on side.

There is a gradual change of emphasis in many businesses in terms of
‘listening to employees’ for the good of the organisation –  might this even
be manifesting itself in the company car fleet?

It appears that the old rule of choice ‘red or blue’ is long past and a wider
spread may have benefits when it comes to dispose of those units.
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Fuel Choice

Despite the problems of emissions measurement with one manufacturer’s
diesel cars, that is still the favoured fuel type among fleets as shown in the
accompanying chart. Indeed, the move to diesel has, if anything,
accelerated across the last year.

The second most popular fuel used on fleet is, as might be expected, petrol.
This too has seen an increase in the number of operations with petrol cars in
the overall business park,

Hybrids on the fleet are, by implication growing as an accepted method of
locomotion.  The  chart  also  suggests  a  greater  proportion  of  fleets  have
electric vehicles included in their fleets. We are including ‘electric range
extenders’ in the survey in future but the single point to date cannot give us
a trend measurement yet.

A new chart not shown before seeks to give an indication of the proportion
of units of each type on the fleet. By far the strongest recognised is diesel,
shown  to  the  left  in  the  paradigm,  the  colour  suggests  it’s  on  practically
every fleet.  Petrol is the firms’ second method, shown on the extreme on
the left in the paradigm.

The three newer alternatives, sitting in the middle of the paradigm are as
might be expected.

What message might we infer from this breadth of fuel choice?  He first is
the dominance of diesel born out one assumes by the economic implications.
Petrol is the safe alternative and has been around a long time.

The real challenge is the three ‘novel fuels’ in the centre of the chart.
While at this stage the novel fuels are present in smaller numbers, it will be
interesting over the next couple of years to watch how quickly those middle
columns get darker as their provision is more widely implemented.

Whether there will be any changes in the fuels used given significant
variations  in  the  price  of  oil  will  be  a  pragmatic  rather  than  a  strategic
decision.
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Other Criteria for Car Provision

The next chart is  a new edition to the analysis  and shows how, over time,
company criteria or employee choice have impacted on the specification of
the fleet car.

Emerging at the top of the analysis is CO2emissions limit. One might have
expected it to be high on the list but the top item gives an indication of the
seriousness with which total emission is now being treated.

The criteria that has crept into second place – maximum monthly rental – is
to be expected given these are fleet cars. In many ways that impacts on the
values of the other criteria.

Of the other issues ‘fitness for purpose’ shows a steady decline – whether
this is because of the general improvement of vehicles in overall safety is
the assumption that no bad cars are built any longer.

The  remaining  criteria  form  a  tight,  close  group  which  may  be  almost
impenetrable block whose relative importance may vary according to
management whims or brand expectations.

One  does  not  expect  this  picture  to  get  any  easier  in  future  as  more  new
models come on stream.
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Vehicle Finance

The chart below shows the range of finance options utilised by fleet
operators. The interesting move on the chart is the way that contract hire
use  has  steadily  moved  away  from  the  other  options  but  it  gives  an
indication that fleet operators increasingly seek to be able to tie the cost of
vehicle provision.

Among  the  plethora  of  other  methods  of  finance  available  ad  hoc  hiring  is
shown as the second most widely used. However, this a short term method
of provision rather than a long term opportunity.

Among  the  other  methods,  there  is  a  steady  rate  of  change  among  the
popularity of the other methods yet they appear to cluster in two groups of
acquisition and provision.

The lower group are in many ways specialist methods of vehicle provision.

One has to ask the rhetorical question ‘what happens when interest rates
change? How might the mix of methods evolve? How might any such change
impact on the mix between employee provided and company provided cars?
Salary sacrifice is still attracting more discussion than action but one can’t
yet call it a busted flush.
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Used Vehicle Disposal

In  the  last  review  it  was  remarked  that  disposal  methods  has  been  very
consistent over the precious review periods. This review shows a significant
pickup in the range of methods of provision being used by individual
operators.

Quite  simply  the  suggestion  is  that  more  fleet  operators  are  exploring  a
broader range of disposal methods. The challenge for fleet operators is to
achieve the best possible residual value per unit and as more data becomes
available so operators are able to make ever more informed decisions.

The paucity of new vehicle sales 3-4 years back has now flushed through the
system and we are moving back towards a tight but normal situation. While
operators are in some ways limited in disposal choice because the units are
on  contract  hire,  the  remaining  units  may  be  sold  at  the  discretion  of  the
fleet operator.

Used vehicle disposal is now easier than it has ever been for fleet operators
– auctions offer an ever growing range of opportunities and units need not
be moved physically to be included in auctions. One must expect this range
in technology driven disposal will continue to grow in the future.



© experteye ag 2016     Produced in association with The University of Buckingham

Industry review
Special Case of LCVs

The chart below indicates how long, on average, LCVs are retained  by fleet
operators.  The  commonest  replacement  point  is  four  years,  a  practice
utilised  by  some 52% of  fleet  operators.  The  longer  period  of  five  years  is
used by 32% of respondents while six year replacement are used by 10%.

Perhaps the most interesting is the ‘drive until van is defunct, then get
new’. All sorts of images spring to mind of a geriatric van collapsing in the
middle of the High Street in a cloud of steam and smoke, only to be dragged
away to the scrap heap. Maybe I’m a cynic but what does this mean in terms
of  corporate  price,  or  image?  Are  those  collapsed  vans  signed  or  do  they
become  anonymous  when  they  get  very  old?  What  image  does  it  give  the
company  and  of  course,  is  there  any  true  economic  benefit  in  running  the
vehicle into the ground?

Methods  used  for  LCV acquisition   are  shown in  the  chart  below.  Contract
hire is the most commonly used methods at 70% fleets use it, followed by
40% for outright purchase. Managed fleets and ad hoc hiring each are used
by  20%  of  fleets.  A  simple  addition  shows  we  have  a  total  of  150%  which
would  suggest  that  the  bulk  of  fleets  are  more  than  one  method  of
acquisition. One might have expected the cumulative figure to be higher
with  a  greater  proportion  of  fleets  using  ad  hoc  hire  to  balance  fleet
demand with units available. How often are LCVs sitting unused in the yard?
What might be the economics of cutting the company owned fleet to say 95%
and renting in the rest rather than having units sitting idle.
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Key considerations in terms of acquiring the next unit clearly highlight
reliability, fuel consumption and payload capacity as the most important.
The other issues are all similar in terms of importance.

The final chart shows the impact of changes in Euro5 reduction to payload
has  had  on  the  fleet.  The  bulk  of  respondents  –  64%  -  report  no  change,
while  some  18%  indicated  a  change  to  different  models  and  9%  indicate
different makes.  Relatively few – 6% - indicated additional costs incurred.
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Some Conclusions

The full year message from the responses is a mix of ‘steady as you go’ and
some ‘fine tuning’. While interest rates continue at their historic low, there
are  ever  more  rumours  that  they  might  finally  start  moving  upwards.
Perhaps  the  biggest  concern  is  to  judge  ‘when  the  change  might  occur’.
Equally important, how are the political issues of membership or Brexit from
the  EU  being  considered  by  companies  and  the  implications  measured  in
terms of response – if needed.

Quite simply there is nothing set in terms of business, economics and politics
at both national and global levels. All can have their impact on the fleet and
fleet operation. The challenge is, as a fleet executive, to watch those wider
changes  and  determine  if  they  have  any  impact,  and  be  willing  to  move
when the time is right. A second challenge is not to interfere unnecessarily
and create imbalance on the fleet. ‘Doing nothing’ may be an option all the
time – the sign of the true professional is to know ‘when to do something’ –
and then do it.

Professor Peter N C Cooke

Emeritus Professor of Automotive Management

University of Buckingham April 2016
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