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Happy New Year!  After five years of mediocre economic growth, the champagne cork was popped when employment gains last 
year came in just shy of 3 million (the fastest pace since 1999) and pump prices dropped below $2 per gallon in most states.  It 
was, however, a short-lived celebration.  Observers quickly realized that the bubbly cascading down the side of the bottle would 
do little to quench the thirst of those still awaiting the first benefits of the five-year recovery.  Indeed, some analysts quickly 
called falling gas prices a negative that would create a mess, and policymakers were quick to suggest that it may be wise to 
impose a tax to counteract (or take advantage of) plunging prices.

Wholesale and retail automotive markets had a more positive, and productive, finish to the year.  New-unit sales were up for 
the fifth consecutive year, retail used unit sales were steady, dealer profits were up, and wholesale activity (volume, conversions, 
and pricing) strong.  Logic suggests that the new year will continue in this vein, but it cannot be dismissed that volatility in 
international financial markets may derail everything. 

economy: Strong at home, weak abroad

credit confusion.  Pick up any 2015 outlook piece and you will find the obligatory comment that the economy will have to deal 
with rising rates.  Someone forgot to tell the bond market.  Yields on 10-year Treasuries that started 2014 at 3% were down to 
just under 2.2% by year-end, and then – in the champagne spray of the new year – 10-year Treasury yields slipped below 1.8% 
in mid-January.
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What should we make of it?  For one, all forecasters should re-think their models that have higher interest rates built in.  Yes, it 
is still assumed that the Federal Reserve will raise targeted rates sometime around mid-year; but given the slide that has already 
occurred, the benchmark 10-year yield will probably end up lower than where it started at the beginning of 2014.  Already, 
January witnessed a mini-boom in home refinancings.  Who would have thought that, or would even have suspected that there 
were still that many home loans out there left untouched over the past couple of years?

For the automotive industry, super-low benchmark rates suggest that auto lenders will continue to enjoy ready access to funds as 
investors search for yield.  But it won’t be all good news.  Interest rates here and abroad represent what we last year called the 

“not normal,” as opposed to “new normal.”  The volatility that we foresaw for international capital flows and exchange rates did 
transpire.  Further volatility and negative repercussions appear almost inevitable.

dominant dollar.  As the big thinkers wrestled with the weighty, but abstract, issues that define the World Economic Forum in 
Davos, Switzerland, they must have been more than a little peeved to once again find themselves caught up in the Eurozone soap 
opera that is Greece and the European Central Bank’s renewed attempt to herd member countries across the tightrope that is 
quantitative easing.     

Too soon to know how these stories will play out, 
but odds are that the outcome will be increased 
market volatility and prospects for a prolonged 
strengthening in the dollar.  The dollar’s strength 
has already produced a few hiccups to corporate 
earnings and shifted competitive dynamics in the 
automotive industry.

Against a broad array of currencies, the U.S. was 
up only 8% in the second half of 2014; but it was 
up more than twice that against the Japanese yen.  
And some European leaders have not been secret in 
their wish for Euro/dollar parity. Sure, the majority 
of foreign nameplates sold in the U.S. were built 
in the U.S.; but the foreign component cost is still 
high.  For example, Japanese content still accounts 
for 45% of the value of vehicles sold in the U.S., 
according to research from Morgan Stanley.  And, in 
any event, dollars earned in the U.S. boost earnings 
and balance sheets when translated back into 
the home currency.  Some automakers now have 
considerably more firepower should they decide to 
participate in an incentive war.   

retail and wholeSale vehicle marketS 

new vehicle sales: a good close to a good year.  
New cars and light-duty trucks sold at a seasonally 
adjusted annual rate of 16.9 million in December.  
That pushed the full-year tally to 16.5 million, an 
increase of 6% from 2013.  Sales were up nearly 
60% from 2009’s trough.

Importantly, from a used vehicle residual 
perspective, new vehicle sales in 2014 were 
achieved without overly aggressive consumer 
incentives or a heavy reliance on rental and fleet 
sales.  Sure, readily available financing at attractive 
terms played a major role in supporting sales; but 
those offers were a reflection of underlying financial 
market conditions.  As the rate of growth in new 
vehicle sales slows during the coming year and as 
financial markets begin a move back to normalcy, 
manufacturers will find it harder to maintain pricing 
discipline.  
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Used vehicles: volumes off, profits up.  Although total used unit sales by dealers were off 4.1% in December and 1.4% for 
the full year, most operators will report record profits for the year.  That’s primarily the result of increased operating efficiencies.  
There is also the benefit of the slightly smaller pie’s being divided into fewer pieces as a result of earlier network consolidations.

CPO sales exceeded 2.3 million units in 2014, an increase of 10% from 2013’s record level.  It is widely expected that CPO sales 
will reach a fifth consecutive record in 2015 as higher off-lease volumes increase both the ability and the need to increase these 
programs that enhance manufacturer and dealer profits by improving customer satisfaction and loyalty.   

wholesale prices rise again.  Wholesale used vehicle prices (on a mix-, mileage-, and seasonally adjusted basis) increased for 
the third consecutive month in December.  This pushed the December Manheim Used Vehicle Value Index to a reading of 123.9, 
which represented an increase of 1.8% from a year ago.

 Statistically speaking, the last four years have shown the least volatility in wholesale vehicle pricing since the Manheim Index’s 
inception in 1995.  A lot of macroeconomic and industry factors contributed to that stability, but also give credit to better and 
more efficient remarketing practices that enabled commercial consignors to anticipate, respond to, and minimize impending 
swings in wholesale pricing. 

Early January numbers showed a continued rise in wholesale prices on higher volumes and stronger conversion rates.

 
pricing for rental risk units remains strong.  Average prices for rental risk units sold at auction in December were up on 
both a month-over-month and year-over-year basis.  After adjusting for broad changes in mix and mileage, prices for rental risk 
units have moved in a fairly narrow range over the past four years.  Achieving that stability last year was no small feat, given the 
disruptive forces of harsh weather early in the year and massive manufacturer recalls throughout the year.

The number of rental risk units sold at auction in December 2014 was considerably higher than the low level of the previous year.  
Average mileage soared to a new high, with December topping the 47,000-mile mark.

In early January, prices for rental risk units declined from December, but were up versus a year ago.  Average mileage pulled back 
modestly.
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market segment and price tier trends.  Continuing the pattern exhibited for much of the year, vehicles in the $13,000 to 
$15,000 price range showed the greatest pricing strength in December, while vehicles in the $8,000 to $10,000 range were the 
weakest.  As usual, vehicles under $7,000 showed steady demand and pricing.  Possible hiccups in this year’s flow of tax refunds 
and greater use of down payment deferral programs late last year may dampen this year’s tax season bounce in pricing for lower-
end units.

Midsize cars were the pleasant surprise in residual retention in December.  One would have thought dealers would limit auction 
bids to maintain pricing flexibility against a competitive new vehicle market.  But no such reticence was observed, and dealers 
appear to be profitably marketing simultaneously in both the new and used vehicle markets.

 The average auction price of dealer-consigned units continued its three-month upswing in December.  Average mileage on these 
units has declined noticeably from its September high, but is still above year-ago levels. 

Q&a with tom webb

Q  | The decline in gas prices has been mind-boggling; but surprisingly it doesn’t seem much of a 
topic of conversation with my customers, or around town generally.  What are your thoughts?

A  |  Increased U.S. energy production, weaker global demand, and the reluctance of OPEC to cede 
market share did indeed put pump prices into a tailspin.  As to the lasting impact, I prefer 
to focus on the macroeconomic as opposed to the auto-industry-specific.  And, from that 
perspective I would say, “Yes, it is possible to have too much of a good thing.  And we have 
had enough.” 
 
Steady-state crude in the $60 range would be better than the daily flirtations into the low 
$40s.  Industry dynamics suggest we may well get to, and stay in, the ideal zone for a long 
period of time.  Sure, we have already had a temporary reduction in the ROI for some past 
investments (both energy- and auto-specific); but net-net falling energy prices are good for 
the U.S. economy.  With respect to autos, you will always see the lower-income used vehicle 
buyers more impacted as the portion of their budget spent on gas is often several times that 
of the general population.  Check the topic of discussion around some of the used car lots in 
your town.

Q  |  You tweeted that tax refunds may be low and slow this year.  Any confirmation of that yet?

A  | No hard data, but the IRS did subsequently state that their “tight” budget would slow processing and lower customer 
“service.”  More problematic is the required reconciliation of Affordable Care Act subsidies with tax refunds.  At the very least, 
millions of people who used to file a 1040EZ will now be required to file the longer (and more expensive, if you are paying a 
preparer) 1040.
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