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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

Many  would  argue  that  the  economic  recovery  in  the  United  Kingdom  has
really taken off and we are in for a long and sustainable period of growth.
Well, yes - perhaps. The UK has in GDP terms reached the pre-recession
level but is still lagging for another month or two regarding pre-recession
per capita income. The exact time the country passes that magic moment
may  be  a  deep,  dark  mystery.  The  current  writer  claims  no  hidden
knowledge regarding the state of economic recovery but agrees with Vince
Cable that it’s still on life support. It’s fragile and liable to influence by
forces beyond our immediate control.

Consider some of those recent external forces which could push the UK
economy off course. At the time of our Spring Review, Ukraine was rumbling
but the Crimea was where Florence Nightingale held her lamp. A Caliphate
was something from the Arabian Nights, Syria was a simmering problem as
were the African states of the Arab Spring. Nearer home we have acquired
the  Jean-Claude  Junker  effect  in  Brussels.   Just  some of  the  international
problems that may impact on EU and UK economic recovery.

Domestically there are potential problems too – the Scottish Referendum –
whatever  the  outcome;  the  May  2015  General  Election;  the  likely  EU

Referendum  in  2017.  David  Cameron  in  a  wet-suit  may  be  an  issue.  The
arch-idealist Ed Milliband has promised price caps on domestic energy,
causing the energy companies to hold high prices on the assumption they
may be forced to cut. Equally he is reviewing the cost of living. Maybe there
is need for a Lidl on Primrose Hill?

Doubtless  such  issues  have  already  been  factored  into  the  robustness  of
economic recovery; but it may not take much to push it off course.

The old Stock Market adage of ‘sell  in May and go away’ perhaps does not
hold  water  today.  Instead  we  need  to  satisfy  the  voracious  24/7  news
hound. Many wish such an adage still applied and we could have a few weeks
rest and think.

Professionals who read far more runes than the current writer appear
satisfied we can expect ongoing growth.

The point of optimism is that UK economic forecasts have, over the last few
months almost universally been increased rather than reined back. This
picture contrasts significantly with that coming out of the Eurozone. The
majority of our international trade is still with the Eurozone despite efforts
to grow genuine   international overseas trade.
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In days of yore one might have asked ‘let us be thankful for small mercies’
and got on with building the economy and business.

The Economy Reviewed

The first chart shows recent changes in GDP and expectations through to
2018. There is no denying the forecast is a pretty positive forecast.

The principal domestic and international forecasting agencies all appear to
endorse these growth patterns, if not the exact figures. The important issue
surely is the confidence such a forecast offers the economy. However, one
hears investment is slow, in part driven by issues already mentioned, but in
part because of the apparent unwillingness of the major banks to lend to
SMEs – the coalface of mixed economic growth.

Some larger  businesses  are  replete  with  cash,  others  are  returning  cash  to
shareholders, not a good sign for future investment. Elsewhere there is a cry
for investment. No wonder novel funding methods are witnessing growth to
help small business expansion.

GDP vs. Previous Year; 2000 - 2018

Source; ONS/OBR
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An interesting issue with these aggressive growth rates is the way
unemployment is predicted to fall across the review period. The chart below
shows recent forecasts regarding UK unemployment through to 2018. This is
a  spectacular  drop  in  unemployment  in  anybody’s  book.  One  concern  with
such  a  dramatic  picture  is  a  much  larger  than  normal  proportion  of  the
reduction is anticipated to be created by an unprecedented growth in self-
employment – a notoriously unstable and low income sector. However, there
may be interesting implications for cars, used cars and LCV demand.

Unemployment Rates; 2000-2018
Source; ONS/OBR

Economic forecasters have, over the last few months, suggested we should
not look for significant general wage recovery to outpace inflation over the
next few years.

Two of the most telling short/medium term indicators reflect changes in CPI
and RPI. The next chart shows the latest figures. These indices have dropped

pretty steadily to approach the government’s longer term preferred figure
of close to 2% per year.

CPI & RPI Year on Year Changes; 2006-2014
Source; ONS

Consistently low figures are attractive and might be contrasted to the
Eurozone  where  some core  players  have  slipped  to  zero  or  even  below –  a
sign of deflation – which need to be addressed as a matter of urgency.
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The chart below presents the changing price of essentials 2007-2013 and
offers  an  insight  into  the  ‘feel-good’  or  even  ‘feel-bad’  factor  in  the
economy and the perceived rate of change.

Changing Price of Essentials; 2007-2013
Source; ONS/Resolution Foundation

In the following pages a number of additional economic analyses and charts
are included to put certain point in context. However, the overall picture of
the UK economy is that it is recovering well but there are still issues to be
resolved. It’s not all plain sailing!
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Fleet Outlook

The economy discussed in the foregoing pages adds further complications to
business  expectation  which,  in  turn  can  impact  on  fleet  expectations  as
shown below.  It  will  be  noted  that  fleet  growth  in  the  last  twelve  months
represented  two  and  a  half  times  the  proportion  of  fleets  recording  a
reduction in units.

Perhaps more important than the proportion of respondents recording
growth in the previous year are those predicting growth over the next
twelve months. The chart opposite shows 42% of respondents anticipate
growth  (compared  to  37%  6  months  ago)  while  a  mere  9%  anticipate  a
decrease in fleet. 48% - anticipate no change.

The two sets of data show ‘increasing’ is the same in both cases while there
has been close to a 50% decline in the percentage of respondents
anticipating a decline in fleet. Could this be because organisations have, in
the last year worked their way through business and fleet restructuring and
those changes have now flushed through the system?

A  number  of  issues  identified  in  the  foregoing  economic  comments  might
impact on the economy and business. A revisit of the expectations in twelve
months’ time will be interesting to determine how accurate the predictions
really were.
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Perceived Importance of Fleet Car Provision

Company car provision is rarely out of the limelight for very long. Business
suffers almost continuous pressures to increase/decrease the number of cars
provided.  Sometimes  one  wonders  if  there  are  almost  as  many  pressure
groups and experts as company cars. The challenge eventually comes down
to one of business effectiveness and benefit in kind.

The  chart  opposite  indicates  but  a  minimal  change  in  the  perceived
importance of company cars, whether for essential users or as non-essential
vehicles.

The trade press has debated extensively cash alternatives for company cars
and  structured  car  ownership  programmes.  The  chart  below  shows  the
survey response to a series of questions on these contentious issues – maybe
there is more talk than action?

One might suggest the range of questions surveyed suggest there is a lot of
‘no change’ and ‘not applicable’ despite the start of economic recovery.
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Car Allocation and Manufacturer Choice

Fleet  policy  with  regard  to  provision  of  model  and  make  is  pretty  well
‘steady as she goes’ compared with the last study as noted opposite. Vehicle
manufacturers  are  having  a  purple  patch  in  terms  of  introducing  new
models, updates and improvements but the survey suggests fleet operators
are following a steady approach. The fleet operator cannot respond to every
change in product offering.

Conventional  wisdom would  appear  to  be  set  a  monthly  rental  charge  and
give  drivers  some flexibility  to  specify  their  car  around  that  level  –  within
overall policy rules. Far better to let the employee feel they have had some
input into car choice than been allocated a unit – it reflects long term in the
way that car may be treated!
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Fuel Choice

Confusion  appears  to  run  among  policy  makers  with  regard  to  relative
emission levels of petrol versus diesel which we will not go into in these
notes. The chart below suggests a slight drop in diesel and a small increase
in no restrictions in usage, but other forms would appear to be stable.

Once  again,  while  policy  makers  may  cause  short  term  turmoil,  the  fleet
operator needs to continue a steady policy or the whole operation would
become unmanageable. For policy makers the disappointment must be the
way that electric barely makes the chart yet major players are gearing up
for volume production.

The chart opposite presents an interesting aside with regard to the way that
fuel  efficiency  has  changed  post  2008,  split  by  segment.  There  have  been
significant improvements in all sectors with a 27% improvement overall.

Average MPG New Cars by Segment; 2008 -2014
Source; SMMT

The  OEMs  continue  to  offer  improved  fuel  consumption  and  it  becomes  a
nice calculation as to the possible impact on vehicle replacement cycles and
model choice. Indications are that mechanical and manufacturing
improvements can push these enhancements still further.
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Other Criteria for Car Provision

Despite the largely electronic enhancements that vehicle manufacturers are
introducing to attract buyers, the criteria used by fleet operators continue
to fall into two bundles as shown in the chart below.

The three dominant criteria are CO2 emission, fitness for purpose and safety
features. It’s interesting to observe just where those features are presented
in much of the manufacturers’ advertising material. The CO2 issue may, as
noted previously, need a degree of rethinking in future.

The bundle of other criteria appear to have followed a pretty steady level
for some time now as indicated by the lower bundle in the chart.

The bland response to such a question as this is  probably ‘there is  no such
thing as a bad car on offer – some are merely less good or attractive’. It’s a
competitive market.
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Vehicle Finance

Contract hire continues to be the most widely reported method of company
car provision. It can offer a very accurate budget figure on the one hand and
ensure the driver has continued mobility. However, there is the continued
caveat that the fleet operator needs to look at the package which is being
acquired  –  is  it  exactly  what  is  required?  Are  there  services  which  are
included which might be omitted and costs saved? It’s probably instilled in
every fleet executives’ heart that ‘a single specification package does not
fit the whole fleet’. Beyond the contract hire provision, the other criteria
continue broadly as reported in the last review.

An interesting phenomenon creeping into provision discussions is the almost
explosive and continuing growth of personal contracts. The chart below
shows  how the  method  has  moved  in  the  last  few years  so  now there  is  a
significant parc of such user provided units.

At this stage it is not showing as a major source of vehicles in fleet use, but
further down the line it could become more important. Remember, in North
America company cars are relatively thin on the ground, employees provide
their own. Is this approach catching on, almost by accident, in the UK?.

UK Personal Contract Fleet; 2008-2013                          Source: BVRLA
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As long as cheap finance is available and OEMs continue to seek new vehicle
sales, this method of finance must be expected to continue to flourish. It’s
longer term fleet implications are open to debate.

Used Vehicle Disposal
The present writer has been describing used vehicle disposal as the ‘dark
continent of fleet management’ for many years. Practically all other costs
can  be  fixed  but  disposal  prices  continue  to  fluctuate  and  are  driven  by
supply and demand. A couple of years back used vehicle prices collapsed as
demand dropped but within a few months they were back on track and have
continued to climb.

The  chart  opposite  shows  how  used  ex-lease  car  prices  at  auction  have
continued  to  rise  almost  unabated  for  several  quarters.  Certainly  those
prices bode well for fleets using contract hire in that the enhancements may
be reflected in future residuals – but there are other risks too.

The challenge now is to take the transaction costs out of auctions especially
for fleet cars which may be scattered across the whole country. The major
auction houses are increasingly taking auctions on line whether for
individual OEMs or even leasing companies. The relevance of the on line
auction  is  that  cars  can  be  at  various  locations  and  bidders  can  pitch  for
them. As a result it is possible to reduce significantly the mileage those
units may need to be moved.

 Fleet & Lease Cars at Auction 2008-2014 Source; BCA
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The chart above shows respondents recording close to ‘no change’ over the
last two quarters. However, within those individual methods of disposal, as
noted for auctions, there are subtle backroom changes in progress. It will be
interesting to see how long before those changes manifest themselves in
recognised methods of disposal.
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Special case of LCVs

The current writer claims on a regular basis that LCVs are under rated when
it comes to fleet visibility and the attention given to this niche part of the
fleet industry. Certainly over the last few years there has been a significant
growth  in  terms  of  the  used  LCV fleet  supply  gap.  This  was  discussed  in  a
previous  review and  it  was  suggested  that  a  shortage  of  quality  used  LCVs
might slow down the rate of economic recovery.

The chart below shows how used LCV prices at auction have, like used cars,
escalated steadily over the last couple of years. It may well be the case that
as the economy recovers the average auction price escalates even further,
particularly  given  a  recovery  in  construction  and  a  growth  in  the  self-
employed.

Fleet and Lease LCV Auction Values; 2008-2014 Source; BCA

Overall  Fleet  and  Lease  LCVs  at  auction  would  appear  to  be  attracting
better prices than those from the wider universe. Admittedly the wider
universe  includes  older  units  as  well  but  also  the  quality  of  used  LCVs  at
auction has slipped – poor maintenance, vehicle damage and higher mileage
are key contributors.

The chart below shows an apparent continuation of historic fleet
replacement  policies  with  regard  to  LCVs.  The  new  change  is  a  growth  in
‘drive until van is defunct, then get new.’ It’s a relatively small change up
by a couple of percentage points but one worth watching.

The ‘change when it collapses in the middle of the road’ is an old strategy
which may well have been expected to have disappeared. While, on the one
hand it might be considered to be a bit anarchistic, on the other hand it is
probably symptomatic of the availability of short term rental LCVs to be
able to cover that gap while a new unit is ordered and put on the fleet.
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Some Conclusions

The mid-year survey shows a number of small changes in fleet management
practices which might be attributed to the start of economic recovery.
However,  as  mentioned  a  number  of  times  in  the  report,  that  economic
recovery is still fragile and is subject to changes beyond the control of the
company or the fleet executive.

The  rule  of  thumb must  still  be  to  operate  a  sensitive  fleet  responding  to
longer  term  changes  but  emphatically  not  responding  to  every  short  term
twist and turn – unless it is critical – when immediate action may be needed.

The writer was anticipating larger changes than we have seen in the past
with quarterly reports. Those expectations have not been fulfilled which
suggests changes may have been incorporated previously or players are
waiting until sustainable economic recovery has been running for some time
and changes can be introduced with a degree of confidence.

After more than forty-five years working associated with the UK fleet
industry through boom and recession it never ceases to surprise me.

Professor Peter N C Cooke

Emeritus Professor of Automotive Management

University of Buckingham

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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