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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  United  Kingdom  economy  would  appear  to  be  in  a  state  of  brisk
recovery.  Many  of  the  key  measures  are  now  starting  to  run  at  the  levels
they  had  achieved  when  the  recession  struck.  Does  that  mean  ‘all’s  right
with the world’ – or is it just a lull before the storm, a plateau before the
May General Election? And, if so, what might be the impact of the UK fleet
industry and players in the sector?

Certainly the economy appears to be coming good. New car registrations are
at a peak and the SMMT has been regularly uprating rather than downgrading
its forecasts. In terms of the underlying performance of the fleet industry
itself, it’s interesting to note just how little would appear to have changed
since the depths of the recession. The current survey has been running since
2009, the first review was published in September of that year – see
www.buckingham.ac.uk/cam - and scroll down to the publications.
Optimism may have improved, but the surveys over time show many of the
other criteria have remained relatively stable. These surveys have covered
perhaps  one  and  a  half  company  car  replacement  cycles  and  a  deep
recession, yet respondents’ changes have been relatively modest.

One might look for a hidden message buried in such consistency – fleet car
providers have to keep the business running through thick and thin and that
generally demands a consistent policy, responding only to changes in
individual business operational requirements rather than macroeconomic
issues. The fleet is  rather like a seagull  on a choppy sea –  it  goes with the
flow rather than fighting against a greater power that it cannot overcome.

Quite simply, get fleet car management in line with best business practice,
apply  it  to  one’s  own operation  and  follow that  strategy.  Use  surveys  like
the  current  exercise  as  a  benchmark.  If  there  are  areas  and  issues  where
your business differs significantly from the wider benchmarks - ask ‘why?’
The ‘wisdom of the multitude’ may be a biblical phrase, but it provides a
useful benchmark against which to judge one’s performance.

An Economic & Political Background

Despite attempts to pull up the economic and political draw-bridges, no
economy can be seen in total isolation. Globalisation and the global
economy are having an ever growing influence on individual countries. The
United  Kingdom  is  no  exception.  From  that  point  of  view,  the  recovery
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which  has  started  in  the  northern  EU  has  to  be  good  news.  The  German
economy is doing well, Belgium and the Netherlands are perking up and even
Spain is showing recovery. Admittedly Italy and France are in poor shape and
Greece has, it  would appear, won a short breather to regroup its  austerity
priorities. Ireland, on the other hand, has swallowed its economic medicine
and is now starting to blossom again, as is Portugal.

However, there are broader global issues that influence the UK business and
political  scenario.  Closest  to  home  is  probably  the  Ukraine  situation  and
President Putin’s sabre rattling regarding NATO and the United States.  What
is the likely ongoing status of the Ukraine, either in or out of NATO? What
are the implications for the Baltic States which are feeling vulnerable?

While  the  Ukraine  influence  might  be  perceived  to  be  small  on  the  UK,  it
certainly has an impact on businesses with a broader European relationship.
The Putin effect in turn has a wider ripple effect in terms of its influence on
the  Baltic  States.  While  the  Baltic  States  are  claimed not  to  be  under  any
threat, there are certainly knock-on effects on EU business elsewhere in
terms of trade and investments. Recent probings of British airspace and
coastal limits have added to the overall influence of Russia. At the same
time, UK business is increasingly suffering from the economic sanctions
being taken against Russia. The shock waves have spread quickly.

More  than  one  commentator  has  suggested  that  the  best  way  to  kick  start
the EU economy would be to lift sanctions against Russia.

The second big external influence, although many would claim it has little
economic impact on the United Kingdom, is the complex IS/Syria/North
Africa/Arab  Spring  issue.  While  the  direct  economic  impact  might  be
minimal, the short-medium term implications in terms of terrorism and
refugees may become much more relevant over the next few months or even
years. ‘Charlie Hebdo’ may have been a wakeup call, but its influence may
well spread broad and wide. There is already an immigration problem in
Europe, ongoing events are likely to make the problem much larger.

The third global issue impacting on the UK economy and by definition on the
fleet industry is the drop in the price of oil. A drop of $50 a barrel in little
more than half a year is pretty advantageous – or catastrophic – depending
on one’s relationship with oil.

On the supply side, the collapse of oil prices is bad news. Investment in
exploration has near collapsed, workers are being laid off, tax concessions
sought, and capital investments put on indefinite hold. This is creating a
one-industry recession within what has for the last several decades been a
dynamic industry. Not only will the explorers be tightening their corporate
belts but so too may be the whole downstream section of the industry and
its massive supply chain.  The taxman too will lose revenue.

The oil demand side of the equation is totally different in that prices of oil
based products have started to fall – dramatically in some cases. Businesses
are refurbishing, new products being launched and consumers have started
to realise the benefits of lower petrol and diesel prices as well as
appreciating slowly reducing domestic energy prices.

The impact of these wider issues is almost an extension of chaos theory and
indicates just how widely spread are the potential influences on provision of
business cars and their use. Business is global and influences most decisions.

UK Political Situation

The  UK  economy  would  appear  to  be  on  a  positive  path,  despite  the
international issues beyond its control. However, the elephant in the room is
the  General  Election  on  May  7.  Consensus  would  appear  to  be  for  a  hung
parliament again. Unless one of the leading parties decides to form a
minority government, that would suggest a further Coalition.

The problem with Coalitions is that the junior partner will have ‘red line
policies’ which it will demand as recompense for joining the largest party. In
turn,  some  of  those  red  line  issues  may  be  in  direct  contradiction  to  the
policies  of  the  largest  party  and  the  result  could  too  easily  be  weak
government  with  a  rag  bag  of  policies  –  a  camel  designed  by  a  committee
when the objective was to create a horse.

UK politics has become personal and toxic with personal survival being put
ahead of the national good. How might this be harvested after 7th May if we
have a Coalition again?
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Fleet Outlook

Changes in the economic situation noted in the previous paragraphs as well
as the political uncertainty have impacted on the changes in fleet size chart
shown below. To the question ‘Fleet changes in last twelve months?’ some
48% respondents indicated a growth versus 42% on the survey six months
ago. However, the block for ‘no change’ has dropped to 36% versus 47% at
the last review and ‘decreasing’ has slipped by one percentage point to 16%,
down from at 17% last review.

The  second  chart  in  this  set  –  ‘Fleet  size  changes  –  anticipated  in  next  12
months’  and  shown  below  presents  a  somewhat  greater  change  than  the
historic picture. The ‘increasing’ response has leapt – well grown – to 48%
from 42% previously and ‘no change’ has slipped from 48% to 44%.
‘Decreasing’ has dropped to 8% from 9% - although such a small change may
well be within sample error.

The two charts suggest a growing business optimism despite the implications
of the General Election, ongoing government austerity and wider economic
and political issues.

The economic recovery has now been in place long enough to take account
of business structural changes and evolving practices.  We may anticipate a
better handle on this essentially qualitative issue at the next round of
research.

Perceived Importance of Fleet Car Provision

Company cars have rarely been out of the limelight for the last few years,
particularly given evolving fiscal policies and, increasingly the role of low
cost finance in acquiring private cars. Many an employee at the margin may
have opted out of the company car scheme and sought to provide their own
car and simply claim expenses, even if  this  creates a nightmare of duty of
care issues and fleet management.
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The chart suggests the relative importance of both essential and non-
essential  user  car  provision  has  held  pretty  steady  over  the  last  year,  but
with a small increase in importance to non-essential users – but this may
have been linked to total remuneration issues.

Any significant changes in the highly competitive interest rates for private
car acquisition might impact on the relative importance of the company car
as a benefit to employees. One is constantly regaled with the idea that such
interest  rates  may  start  to  climb  although  such  expectations  may  well  be
wishful thinking. The rates charged compared with wholesale finance may
suggest there is a degree of flexibility to the finance sources.

If  one  takes  the  previous  analysis  one  step  further  and  looks  for  expected
changes  in  demand  for  cars  and  LCVs  over  the  next  year,  the  two  charts
below provide an interesting comparison.

The predicted demand for company supplied cars, the first chart, is
anticipated to continue to increase slightly while the growth in demand for
company  provided  LCVs  is  predicted  by  respondents  to  the  survey  to
continue to increase.

One might conclude any such changes anticipated are due to business

improvement over the planning period. One assumes that the economies
available from more efficient territory design have already been taken.
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Car Allocation and Manufacturer Choice

Fleet policy with regard to make and model is pretty well holding at ‘steady
as  she  goes’  as  shown  by  these  two  charts.  It  would  appear  that  serious
alignment changes in make took place a couple of years back while model
adjustments are in a continuous fine tune as the manufacturers change and
update their product offerings.

Conventional  wisdom  suggests  a  basket  of  monthly  rental  charges  can  be
used to provide a benchmark for product choice. However, one might watch
this over the next year as the Dacia range is increased and other OEMs look
to increase their lower price product offering.  Equally important could
become the  battle  with  regard  to  strategic  pricing  for  diesel  versus  petrol
and,  of  course,  the  OEM  focus  which  is  now  occurring  as  production  of
electric cars and hybrids is ramped up.

Given the significant enhancements in fuel efficiency now entering the
market, fleet operators will need to keep a constant watch on the balance if
any OEM manages to report a significant gain.
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Fuel Choice

To the question ‘what fuel types are currently seen in your car fleet?’  the
picture would appear to be stirring. Certainly the dominant type of fuel type
on the fleet is still diesel followed by petrol. But those have been the two
dominant, indeed almost the only options available, for many years so one
would expect a degree of dominance.

However, there has been more movement in the two principal ‘challenger
fuels’  over  the  last  quarters  with  a  growth  in  hybrids  and  electric.  LPG
continues at the bottom of the chart.

The steady levels of 15-20% of fleets having hybrids has shown some
movement in the last research round. One has to ask if this is caused by the
increased  range  of  models,  by  natural  growth,  testing  the  water  or  by  the
OEMs  pushing  the  hybrid  as  a  particularly  effective  option  despite  the
pricing implications.

However, the biggest percentage increase is in electric cars. While the
percentage of fleets actually having electric cars is still small, it’s finally
increasing. My concern is how much of this is pressure from the OEMs and
equally the essentially short term incentives which government is offering.
Electric  cars  are  still  relatively  expensive  and  we  do  not,  as  yet,  have  a
predictable and sustainable used electric car market. This will come as the
number of used electric cars coming to market increases; it’s a moot point
as to whether the OEMs should seek to buy back used electric cars or let the
‘natural  market’  develop  for  them.  Longer  term,  the  used  electric  car
market will have to become predictable and sustainable.

One  may  also  ask  if  the  rate  of  electric  car  penetration  on  fleets  will  be
influenced by the collapse in oil prices. While longer term oil prices will
certainly have to increase to ensure a stale and sustainable industry, the
drop  in  fuel  prices  at  the  pump  may  just  deter  some  more  conservative
operators  from  taking  the  plunge  into  the  unknown  and  putting  the  first
electric cars on the fleet.
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Other Criteria for Car Provision

Responses for criteria for car provision continue to run in two bundles and
there is no sign of that historic pattern changing.

At the top of the pack is CO2 emissions level, which, although it has slipper,
is still the dominant issue. The OEMs are under continuous pressure to force
this level down but it will continue to have a high priority however low the
levels drop in reality. Fitness for purpose has also lost relative importance
over  the  last  couple  of  years;  that  may  well  be  as  cars  become  more
flexible. The third criteria, as might be expected, is the maximum monthly
rental; indeed, one might ask why this is not top of the list.

Within the lower bundle, the cost per mile would appear to have moved to
the top of the list.

It is interesting to consider the two groups and to note that monthly rental
and  cost  per  mile  –  once  considered  the  holy  grail  of  company  car
management  –  are  now still  important  but  are  not,  as  might  be  expected,
top of the pile. Looking back, these two critical issues were not top even at
the depth of the recession although they have always been important.

There  may  be  two  possible  reasons  for  this  –  company  car  costs  in  the
various categories are getting so close together that they are outvoted, or
companies  are  putting  the  overall  provision  and  image  as  being  more
important than the absolute minimum cost.
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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?.

Ad hoc hiring has marginally slipped into place as the second most wide-
spread   means  of  vehicle  provision  even  if  it’s  not  the  second  in  absolute
terms. While ad hoc hiring may sound a little haphazard, it’s not. In many an
organisation it’s a logical way of providing mobility on demand and can be
linked automatically and electronically to budgets and to contracted vehicle
hire providers. One feels that over time the title ‘ad hoc’ will be replaced
and, at the same time the rate of one off hiring to link vehicle provision to
use on business will increase.

An  ad  hoc  hired  vehicle  does  not  create  a  continuing  administrative
requirement, neither, perhaps even more important, does it demand
company provided parking space. Given that local authorities are
continuously looking for new sources of tax revenue, company provided car
parking is a natural target – and an ad hoc hired car does not require such a
luxury.

Outright purchase as a method of provision continues to languish on the
chart while it once was almost the only alternative to contract hire. From a
strategist’s viewpoint there is a nice message here – ‘cash provision’ – even
at  a  cost.  By  not  buying  the  cars  outright  the  fleet  operator  is  conserving
cash for the core business.
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Used Vehicle Disposal
In the same way that the successful lover is one who can end an affair and
still remain friends, so the sign of a successful fleet manager can be judged
by their used vehicle disposal policy.

While used vehicle disposal for a significant proportion of the UK fleet car
parc is directed by the contract hire companies, as shown by the chart, the
choice of other methods of disposal remains pretty steady according to the
most recent survey.

The chart suggests at least a cumulative 150% methods of used company
vehicle disposal are used. If one takes out the mandatory disposals in terms
of  contract  hire  and  the  ‘return  to  lessor’  policy  that  goes  with  it,  the
majority of players may use a couple of methods of disposal across the year.

Selling to dealers or traders is the second most popular method of disposal –
many  of  those  units  would  simply  be  traded  as  part  exchange  against  a
replacement  unit  but  some would  go  to  specialist  used  car  traders.  In  the
case of selling to dealers without a trade-in or traders the question always
has to be asked ‘is the best price being obtained?’ and from that ‘should one

have more than one buyer of used cars to ensure a degree of competition in
the marketplace?’  even if, as at present, used car prices are buoyant.

Used car prices are perhaps in absolute terms the most volatile of all costs
associated with fleet management and need to be kept under continuous
review. At present, for instance, the economic recovery would suggest there
could  be  a  growing  demand  for  used  vehicles  as  private  buyers  seek  to
update their cars, even if that does not mean buying or leasing a new one –
how might the fleet operator take advantage of such market changes?
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Special case of LCVs

Of all  the trends shown in the current analysis,  those associated with LCVs
present  the  most  changes.  Perhaps  this  could  be  in  part  due  to  numbers
covered by the survey but, equally, this sector of the market is responding
to changes in the business climate.

The chart suggests that replacement cycles for LCVs has dropped since the
UK  has  started  to  emerge  from  recession  with  a  decline  in  five  years  and
longer  and  four  years  growing  its  position  as  the  most  popular.  Other
replacement cycles have held fairly steady. One report the current writer is
receiving is that the quality of used LCVs at auction has started to move but
is still below the quality it used to be before the recession. What does this
do to residuals achieved at auction – and would it be more cost effective to
keep up quality or even tidy units before they are sent to auction?

With regard to fuel type, diesel still holds the whip had and has started to
move back up again in terms of popularity. Other fuel types are clustered
closely  together  and  barely  get  a  look  in.  One  has  to  ask,  however,  what
might be the impact of a push in terms of electric vehicles; they are after
all, especially effective in urban operations and in lower mileage use
situations.
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LCV purchase  is,  in  many  ways,  more  complex  than  new car  acquisition  in
that vehicles need to be specified for their use – but also for the used LCV
market and for driver satisfaction. As with several other sets of responses,
there are two distinct sets of considerations. The LCV is a complex product
with the opportunity to be a bespoke product.

The final  chart in the sequence asks for the impact of Euro5 reductions on
payload. The recent survey indicates an upward turn in terms of models
selected but, interestingly, a very modest change in the manufacturer
whose products are used. The message here must surely be that OEMs have
responded to the changes in Euro5 and, by and large, have kept their fleet
operator clients happy.

The ‘additional vehicles purchased’ line is near static which would suggest
fleet growth is perhaps more to do with changing business than Euro5.
Equally, it might suggest that relatively few units are utilised at, or close to
their design capacity – maybe this might suggest a review of the fleet – is it
currently over-specified?
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Some Conclusions

Year-end  survey  suggests  fleet  operators  have  taken  to  the  recovering  UK
economy and have already built in many of the changes to policy and
practice that might be required to manage sustainable growth.

However, the charts have suggested that in some cases there have been
relatively  significant  changes.  My  question  to  the  reader  is  a  simple  one  –
‘how  does  your  fleet  operation  compare  with  these  changes  –  and  if  you
have  not  responded  as  have  competition,  do  you  need  to  look  at  the
underlying reasons to see if you need to respond?’  As we keep stressing with
these surveys, the challenge is not to check that you are doing the same as
the  implied  best  practice,  but  that  you  are  aware  of  differences  with  the
norm – and are satisfied with the business reasons for those differences.

We  are  now  moving  into  the  Silly  Season  of  the  General  Election.  The
challenge will be to keep one’s nerve given the statements that are made
and to respond to the horse trading that will occur after 7 May.

Will there be significant changes required or will it be ‘business as before?’

Professor Peter N C Cooke

Emeritus Professor of Automotive Management

University of Buckingham March 2015

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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