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INSULATED FROM
THE STORM?

Motor finance providers are likely to be least
disrupted by transformation of the vehicle market

value chain — but there is no room for complacency,

writes Peter Ward, partner at LEK Consulting

he nature of vehicles and how

consumers buy and use them is in
the early stages of far-reaching and
fundamental transition.

There are four key areas of transformation:
vehicle innovation: shifti ng vehicle r-::r:1i|:ingT
purchasing and financing patterns; regulation;
and the competitive environment.

5o whart should mortor finance providers be
most worried about? And how should they
respond? To ger to that point, they must frst
understand the many forms of innovation
taking place.

What happened to my car?

Features such as Advanced Driver Assistance
Systems are giving vehicles greater autonomy,
bur also increasing their technical complexity,
leading to new implications such as new
repair-versus-replace trade-offs.

The possibility of fully autonomous vehicles
is emerging, but it will take perhaps a decade
before they are commercially available — and
then in fairly small numbers to start wich.

Electric vehicle (EV) volume gmwth
provides a new category requiring finance.
EVs are likely to have very different
depreciation profiles and/or resale values
from traditional vehicles. A key factor will
be differing vehicle longevity: EVs last longer
than internal-combustion cars as they have far
fewer moving parts.
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changing OEMs’ strategies and marker shares.
The ‘connected vehicle’ provides them with
new opportuniries for enhanced customer
rc|;1tim1:~;hip& and after-market services.

The resulting data promises fresh
insights, such as how customers can better

maintain their cars, and additional revenue
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opportunities from more regular and closer

interaction post-sale.

Can’t | just buy it on Amazon?

The internet has transformed the purchasing

process for cars: many people conduct online
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review and purchase a vehicle, and a small
but growing number of cars are being bought
directly online.

Online lcnding, too, 1s hccuming 4 more

viable option for many customer segments.

The traditional model of pmviding finance

in the showroom is hcing challcngcd; those

financiers who rely on this strategy will face
market erosion, if only gradually at first.
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customers at different stages of the evolving
vehicle purchase process. The most forward-
thinking will also use connectivity to bolster
post-sales customer relationships and broader
revenue opportunities.

Increased customer uncertainty abourt
l'mw 'ir’(_‘l'lif_'].{::'i ‘ir"lfill CI]EI.HgL' C{}Llld. ﬂ.l:ﬂ] IL"ﬂl'_i o a
new range of vehicle or inancing/ownership
preferences, which mortor financiers will need
to accommodate. These trends have already
contribured to leasing and PCP agreements
gaining traction over classic hire—purclmﬁe

financing arrangements.

Regulatory uncertainty
The regulatory environment is adapting, and
will continue ro adapr as these trends play out.
Bur given the pace of change, it is difhculr to
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landscape will look like in five to ten years.
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possibility of intervention on portential mis-
:mlling of finance, as seen with the Financial

Conduct Authority’s ongoing investigation.

A new competitive environment

New entrants to the vehicle markets — many
of which, like Uber, are :1|rcad]r' household
names — have shaken up what was a very
conventional industry.

The OEMs have been most noticeably
affecred and are working hard ro adapr,
inr:luding trying to hold on to the ‘uwnership‘
of their customers and broaden relationships
with them.

Bur all market participants need to remain
vigilant about potential disruption to their
customer relationships and rourtes to marker.
The most successful will look for opportuniries

o disrupt others.

Trouble ahead, perhaps, but financiers
are in a good position

Significant changes are ahead for the motor
finance industry, but it is probably the most
insulated part of the vehicle value chain -
motor manufacturers and insurers are lil-u:|}’ to
be affected much more profoundly.

Burt there is no room for complacency, and
{:uiling to :1duplr would leave some fAinanciers in
a vulnerable position. The finance providers
that thrive in the new environment will be
those who pro-actively monitor, anticipare
and adapt to the fundamental changes ahead
of them. W



