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CONSUMER MOODS AS MAIN FACTOR
AFFECTING DEVELOPMENT OF UKRAINIAN
AUTOMOTIVE MARKET IN 2009-2010

Resume The relevance of the material stated in article, is caused by the situa-
tion in the Ukrainian automotive market in 2009, when its decrease stated 77%.
Usage of new methods for analysis and forecast of car sales development will pro-
vide fundamental realizing of main factors affecting it, and enables understanding
of problem in certain companies planning and also governmental regulatory policy
in this sphere. Modern methods of forecasting, described in the article, define di-
rections for strategic planning in automotive companies.

Keywords: automotive market, consumer moods, econometric forecasting.

AHHOTANUA AKMYarbHOCMb  Mamepuand, U3NONCEHHO20 8 Cmamoe,
obycnoenena cumyayuell, KOmopas CLOACUIACH 8 AGMOMOOUTLHOM PUHKe YKpauHubl
6 2009 200y, koz0a e2o nadenue cocmasnsano 77%. Ilpumenenus Hogblx mMemooos
aAHAIU3a U NPOSHO3UPOBAHUS PA3BUMUSL NPOOadC asmo 6 Ykpaumne obecneuum
@ynoamenmanvHoe udeHue 0CHOBHLIX YaKMopos, KOMmopule IUAI0M HA He2o, U
nozeonum 6Oonee 2nyO60KO NOHAMb NPOOIEMY NAAHUPOBAHUS OesiMmeNbHOCU
0MOeNbHBIX NPEONPUAMUL, A MAKHCE NOTUMUKY 20CYOAPCMBEHHO20 Pe2yIUPOBAHIUSL
oamoiu cghepvl. CoepemenHvlie Memoovl NPOSHOZUPOBAHUS, PACCMOMPEHHbIE 6
cmamve, onpeoensaiom HANPAIeHUs CMpameuieckoeo NiaHUPO8anus OJisl
npeonpusAmul agmomooUIbHOU cepbl.

KiroueBble cjioBa: aBTOMOOUJIBHBIN PBIHOK, TOTPEOUTEIBCKUE HACTPOCHUS,
HKOHOMETPUYECKOE MMPOTrHO3UPOBAHHE.

AHoOTaNisA AkmyanvHicme mamepiany, 6UKIA0eH020 Y cmammi, 00yMO8eHa
cumyayiero, wo cKAanacs 6 asmomodinbHomy punky Yxpainuy 2009 poyi, konu tio2o
nadinna cmanosuno 77%. 3acmocyeanms HOUX Memoodieé aHanizy ma
NPOCHO3V6AHHA — PO3GUMKY  npodaxcie aemo 6  Ykpaini  3abe3neuums
@ynoamenmanvne b6auenHs OCHOGHUX (aKmMoOpie, wWo 6HAUBAIOMb HA HLO2O, |
003601UMb DLW 2TUOOKO 3PO3YyMIMU NPOOIeMy NAAHYEAHHA OIAIbHOCMI OKpeMUX
NIONPUEMCME, A MAKONC NONIMUKY 0ePAHCABHO20 pe2yniosants yiei cgpepu. Hogimmi
Memoou NpO2HO3VE8AHHA, pO3NAHYMI Y cmammi, 6U3HAYAIOMb HANPAMU
cmpameziyHo20 NIaHy8anHs 01 NIONPUEMCME A8MOMOOINbHOI chepu.

KirouoBi ciioBa: aBToMOOIIBHUNA PUHOK, CIIOKHBYI HACTPOT, EKOHOMETPUYHE
IPOTHO3YBaHHS.

Relevance of the problem. Forecast of dependence between income and consumption is
made for the period of economic stability. Under unstable and uncertain conditions forecast er-
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rors increase, because the objective factors change as well as reaction on them. Simultaneously,
when consumers do not have experience of adaptation to current situation, their actions become
promiscuous and chaotic, which increases importance of subjective factors (consumer moods and
expectations). This means that consumer makes his/her choice according to his/her own evalu-
ation and expectations for the future.

Main aim of the article. The author has created a model to forecast the development of
Ukrainian car market considering objective and subjective factors. This model showed that the
change of objective indicators in the beginning of 2009 defined only 30% in the fall of car mar-
ket, while another 40% were caused by subjective factors.

Usually, the majority of car market representatives analyzes tendencies and builds forecasts
about sales of new cars based on objective indicators. One of the most important indicators in
Ukraine is availability of credits. However, even during the times of largest credit expansion, the
share of car bought on credit equaled 40% (according to Autoconsulting). The other 60% of cars
were bought by Ukrainians with their own money.

As the analyses shows, subjective feelings of people have huge importance, especially dur-
ing the uncertain period (figure 1). First of all, these are consumer moods, which show subjec-
tive evaluation of current situation and expectation for the future.

Before crisis Crisis

B Objective factors B Subjective factors

Figure 1. Relative influence rate of factors on new car sales.
Source: calculations by author.

For illustration of consumer moods importance increase, let’s examine two opposite peri-
ods of Ukrainian car market development:

» The period of intensive growth: 2007 — first half of 2008;

* The crisis, sharp decrease in sales of new cars: beginning of 2009.

In 2007, car market grew due to car crediting and optimism of Ukrainian consumers

Intensive development of Ukrainian car market during 2007 and beginning of 2008 are ex-
plained, to large extent, by incomes of people and availability of car crediting. The incomes of
Ukrainian were permanently growing, and the share of cars bought in credit reached its peak,
43%.
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On the other hand, as our calculations show, the other important factor was that general
subjective expectations of Ukrainians were optimistic. During this period, Ukrainian consumers
optimistically evaluated their own well-being and economic situation in the country. This was
exactly one of the reasons, which facilitated willingness to take the credits.

Consumer moods restrain development of car market in 2009

In the first quarter of 2009 occurred a 70% fall of new cars sales in comparison with the first
quarter of 2008. In addition, the share of credits taken for cars decreased from 40% in the first
quarter of 2008 (61 000 cars) to 5% in the first quarter of 2009 (2 500 cars). It’s worth men-
tioning, that among those 40% of people, who took a credit for a car in 2008, were people who
could afford to buy a car by their own money. Consequently, significant decrease in crediting
could explain the fall of car market only by 58 500 cars, which is 38%.

Usually, growth of credit rate is followed by stiffening of credit taking. In Ukraine, the rate
begin increasing significantly in the second quarter of 2008 — from 15,5% to almost 20% (fig-
ure 2), so, the condition of taking the credit became harder. Nevertheless, the sales of new cars
remained stable.
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Figure 2. Conditions of car crediting and sales of new cars

Source: sales of credited cars — Autoconsulting, credit rates — National Bank

So, this is one more effect that builds consumer moods. The people were optimistic and
were continuing taking credits for buying cars even under stiffening conditions. Only in the
fourth quarter of 2008, when the consumer moods reached the lowest margin on global level, the
sizes of credited cars failed almost to zero. At the same time, credit rate remained the same as
in the second quarter of 2008. But almost full stop in car crediting occurred only in the first
quarter of 2009.

The other objective factor — income of Ukrainians — increased nominally in the first quar-
ter of 2009 in comparison with the first quarter of 2008 by 4,8% (according to National Statis-
tics Committee) (figure 3).

Significant influence had devaluation of hryvnya, however, in the beginning of 2009 the ma-
jority of market players didn’t raise the prices; conversely, there was huge discount for previous
years’ cars, which in big amount were waiting in stores of car dealers. This is also shown by car
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price index, which is calculated by National Statistics Committee. In the first quarter of 2009,
it increased only by 24% in comparison with the first quarter of 2008 (figure 3).
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Figure 3. Connection of market dynamics with “objective” indicators
Sources: sales of new cars — Autoconsulting, nominal household’s income, car price index — State Statistics

Committee

Consequently, the question is if objective factors, which are credits and devaluation of
hryvnya, were the only ones which caused the fall of Ukrainian market.

For Ukrainian consumer a car is a “strategic purchase,” which needs significant financial in-
vestments for buying itself, as well as covering of service maintenance, fuel, and insurance costs.
That is the reason why people, especially during the crisis, are driven by their subjective ex-
pectations.
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Figure 4. Consumer Confidence index
Source: ICPS

In the beginning of 2009, consumer moods and the evaluation of the future economic situ-
ation in the country reaches the lowest level during the last 10 years (figure 4). Despite lots of
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advantageous offers from car dealers, people don’t hurry to buy cars. We consider that Ukraini-
ans are restrained by subjective evaluation, uncertainty about their future ability to repay, and
unfavorable situation in the country.

In June-July of 2009, car dealers started offering credit programs to people. However, it
doesn’t cause significant raise of sales. 16% of growth in July comparing to June is rather ex-
plained by the season changes. The proof for that could also be the 77% fall of new cars’ sales
in July 2009 comparing to July 2008.

Consequently, we can conclude that negative expectations of Ukrainian consumers restrain
them not only from buying a car for their own money, but also from taking the credits, as long
as they aren’t sure in their ability to pay this credit off.

To prove our hypothesis about importance of consumer moods for car market, we analyzed
connection between main objective (incomes, availability of credits, car prices, dollar rate, etc.)
and subjective factors (consumer moods) in sales of new cars. For example, modeling a situa-
tion where consumer moods in the first quarter of 2009 remain the same as in the third quarter
of 2008. Taking into consideration objective factors, the sales should reach approximately 100
000 of new cars. This could cause 30% fall. From our point of view, the other 40% were re-
sulted by consumer moods.

As our research has shown, only consideration of both objective and subjective factors could
most accurately explain consumer behavior (figure 5).
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Figure 5. Real and modeled data on new car sales.
Source: real data on sales — Autoconsulting, calculations are made by the author.

The model showed as a result new car sales at the level of 171 000 units in 2009, the real
result was 169500 units. This consequents an error of 3%, that it an extremely nice result and
proves almost perfect quality of the model. The result of sales for 2010 is about 150 000 units.

Understanding the Ukrainian automotive market will be stagnating further, we got to the
conclusion that sales might reach the level of 2008 only in 2014. Having analyzed the situation
through segments we can say which ones will be the most prosperable and perspective. Actu-
ally they are more mass segments B, C, D, Compact SUV, Middle SUV (which have become
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very popular recently). We can conclude which automotive companies will be more interested
in Ukrainian market and how should they plan their activity throughout the nearest 5 years.
Among such companies are:

- Nissan Motor

- Renault

- Toyota Motor

- Honda Motor

- Mitsubishi

- Fiat

- General Motors

- Ford

- Volkswagen

- Suzuki.

All these companies are actually importing cars to Ukraine, so the sales are object to import
and excise taxes. In our opinion 10% import tax existing at the moment should be reduced to at
least 5%. That enables a little recovery of sales, and due to economy of scale Ukrainian budget
income will get more money. Also understanding very sensitive price elasticity on cars of mass
segment, we can propose increasing excise tax and other payments only for expensive cars cost-
ing more than 50 000 USD. This segment of cars is less sensitive for price and its growth will
not affect sales significantly. Consequently Ukrainian government will get additional income.

As a conclusion to all research conducted, we can draw out the following points:

1) forecast of dependence between income and consumption is made for the period of eco-
nomic stability;

2) only consideration of both objective and subjective factors could most accurately ex-
plain dynamics of automotive market development;

3) credit restrictions are very significant for Ukrainian consumer, though they are not the
initial ones;

4) during 2010 automotive market in Ukraine will continue to stagnate, it might reach the
level of 2008 only in 2014;

5) mass segment car producers have higher potential for development in Ukraine during
nearest 5 years;

6) Decrease of import and excise taxes for medium segment cars and increase for premium
segment (price more than 50 000 USD) will lead to additional income for Ukrainian budget.
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