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SUMMARY 

Simple momentum should be enough to keep the economic backdrop favorable in the near term. Labor market and credit  
conditions remain very positive  — and these are forces that don’t turn on a dime. The housing market, which slightly  
disappointed last year, is unlikely to meaningfully accelerate this year. There is also the possibility that corporate profits may  
be squeezed by personnel costs’ rising faster than productivity. And, of course, there are the unknowable, but likely not  
positive, shifts occurring in Europe, Japan, and China. Given that, maybe consumers were wise to sock away a good portion  
of their savings from lower gas prices.

New vehicle sales in January were good, but not great. Used vehicle sales and profits remained solid. It was that latter fact  
that kept wholesale prices up in January in the face of significantly higher supplies. In early February, wholesale prices  
declined and volumes rose. 

ECONOMY | OUTLOOK STEADY; NOT SPECTACULAR

CONSUMERS SAFELY CRUISE. 
After the fastest pace of job creation in 15 years, the windfall of lower gas prices, and even a modest uptick in real wages,  
one would have thought that consumers would step it up a notch. They did not. In fact, retail sales declined 0.8% in January  
after falling 0.9% in December. To be sure, much of the decline was the result of reduced pump prices — but, even excluding 
gasoline, retail sales were flat in January after declining 0.2% in December.

In past cycles of declining gas prices, consumers were quicker to spend their windfall on other pursuits. In recent months,  
we did see the expected acceleration in casual dining (always one of the first categories to respond), but that was about it.

More precise information on how consumers altered their consumption behavior won’t be available for several months, but  
one thing is already clear — traditional savings increased. A somewhat surprising result given that aggregate household debt 
service ratios are at multidecade lows and that overall job security is at an all-time high. Chalk it up to the lasting scars of the 
recession that led middle- and upper-income households to save, and to the large numbers of households still just hanging on 
even after nearly six years of economic recovery.
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Frugality is never to be looked at unfavorably; but without better topline growth, a host of businesses will face profit pressures  
as personnel costs rise faster than productivity and as the strengthening U.S. dollar dampens exports and erodes earnings  
made overseas.  

A GREEK TRAGEDY? 
After a six-year engagement, it is either curtain time for the Eurozone soap opera that is Greece, or possibly an exit stage-left  
six-month intermission before the resumption of the now-transparent Kabuki dance. Surprisingly, financial markets seemed  
indifferent as to which outcome occurs. Sure, the swift Greece euro exit scenario would cause more near-term volatility than  
another “extend and pretend” debt restructuring; but most analysts expect that, longer term, the Eurozone will post modest 
growth in either case.

They are being too complacent. Even though the house of cards known as quantitative easing pretty much worked in the U.S., 
multiple (and structurally different) banking systems in Europe will make the process less efficacious. And what exactly is the 
goal, anyway? The solid (and even the not-so-solid) countries of Europe already have near-zero, or negative, short-term interest 
rates. It seems that “currency re-evaluations” are no longer a byproduct of growth-oriented monetary policy — they are the 
objective. No good will come of this. What, to date, has been called a “chess match” with respect to exchange rates may well 
turn into mud wrestling.

RETAIL AND WHOLESALE VEHICLE MARKETS 

NEW VEHICLE SALES AND PRICING ON TRACK AT START OF 2015. 
New cars and light-duty trucks sold at a seasonally adjusted annual rate of 16.7 million in January. More than a handful of makes  
had their best January ever.

Kelley Blue Book reported that average transaction prices were up 5% from a year ago, driven in part by mix shifts. Even the  
government’s new vehicle component of the Consumer Price Index, which is mix- and quality-adjusted, remains up year over year.  
As a result, although wholesale values relative to the New Vehicle CPI are elevated (on both a lagged and current basis), they are  
not outside of historic norms.
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Manheim Used Vehicle Value Index 
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USED VEHICLE SALES AND PROFITS REMAIN STRONG. 
In January, dealer sales of used vehicles rose 1.4%, according to CNW. That was after both publicly traded and private dealer 
groups indicated strong used vehicle operations in the fourth quarter. Volumes were up with no sacrifice to gross or turn rates.

In the fourth quarter of 2014, the seven publicly traded dealership groups reported their 22nd consecutive quarterly increase  
in same-store used unit retail volumes. And the gross margins on those sales held fairly steady after several years of decline.  
For all of 2014, the seven dealership groups sold 1.3 million used units at retail, an increase of 8% from 2013.

We expect that labor market and credit conditions will continue to be favorable for used unit sales for the remainder of 2015. 
Maintaining margin, however, will require superior inventory management in the face of what may be volatile industry  
conditions and easing wholesale values.

WHOLESALE PRICES RISE AGAIN.
Wholesale used vehicle prices (on a mix-, mileage-, and seasonally adjusted basis) increased in January for the fourth  
consecutive month. This pushed the January Manheim Used Vehicle Value Index to a reading of 125.3, which represented  
an increase of 2.5% from a year ago.

January’s price rise pushed used vehicle values to their highest level since April 2012. The fact that wholesale prices are now  
back to a level last seen when off-lease volumes were at their trough is contrary to expectations of most analysts. Wholesale 
prices are not, however, in conflict with the continued rise in new vehicle transaction prices (net of incentives) or the strong  
retail used vehicle results being reported by most dealers.

In the first part of February, wholesale prices declined on a seasonally adjusted basis. During the first part of the month,  
luxury vehicles were one of the weaker segments.

PRICING FOR RENTAL RISK UNITS HOLDS STEADY.  
Auction prices for rental risk units sold in January rose relative to December after adjusting for mix and mileage, but were down 
absent the adjustment. Adjusted prices were basically level with a year ago. Average mileage on units sold in January remained at 
the record high level posted in December.

Early February numbers showed average mileage rising further and auction prices slipping.
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Through 2/13/15, tax refund dollars are down 0.8% 
(or $808 million) from the year-ago period.  

INDIVIDUAL INCOME TAX REFUNDS
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MARKET SEGMENT AND PRICE TIER TRENDS.    
In January, relative pricing strength across price tiers was extremely consistent and seemingly uninfluenced by shifting volumes  
for the various price points. This suggests an efficient market that has erased earlier price anomalies through the competitive  
bid process.

Wholesale pricing for compact cars was weak in January. That has been the trend for more than a year as a result of competitive 
pricing on the new vehicle side and abundant offerings in the wholesale market. The pricing pressure in this segment has only  
been intensified by the plunge in gas prices.

Auction prices for dealer-consigned units sold in January were noticeably higher than a year ago on growing volumes and  
slightly rising mileage.  

Q&A WITH TOM WEBB

Q  |  I heard you tweeted out some IRS statistics on tax refunds. What are the national trends 
looking like? I can tell you my tax-refund-related business has been a little soft, but that  
may be our local economy being weak this year.

A  | Yes, I have been able to make weekly tweets given that the IRS is now updating its 
statistics every Monday. Total refunds disbursed by the end of January this year were up  
a whopping 118% (or $14.5 billion) from a year ago. That was because the start of last  
year’s processing was delayed by 10 days.

 In the first week of February, tax refunds dropped 25% (or $12.9 billion) as payback for  
that shift in processing. The second week of February, which probably provides a better  
read, saw tax refunds decline 7% (or $2.4 billion). As a result, refunds as of mid-February 
totaled $99.7 billion, down 0.8% (or $0.8 billion) from a year ago. 

 Given that the total number of returns processed as of mid-February (38.7 million) is  
nearly level with a year ago, it is expected that future weekly flows will more closely  
track last year’s numbers. But odds are they will still decline. And remember that actual  
tax refunds received in February and March last year were below 2013’s level. This partly  
explains the less robust jump in tax-refund-driven used car sales this year and last. But a 
bigger reason has been the wider use of downpayment deferral programs, which pulled  
some of the sales ahead.

 Nevertheless, the “traditional” tax refund season is still very important. And it may  
become even more so in coming years. There appears to be growing bipartisan support  
to expand the Earned Income Tax Credit program. This is the category of tax refunds that  
most often makes its way onto used car lots. 


