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SUMMARY 

March Madness, indeed! The Federal Reserve performed a kabuki dance in a house of mirrors, and analysts saw what they 
wanted to see. And equity markets lifted on the belief that Euroland’s problems could be papered over. Given this, we find  
our economic outlook scarily close to the consensus view, but believe there is an unhealthy disregard for the downside risks.

Pleasantly, the excesses, volatility, and risks residing in the macro-economy are absent from the auto industry. New vehicle  
sales remain on a steady track, used vehicles continue to produce strong profits and support new vehicle operations, and  
wholesale prices remain strong as volumes rise.     

ECONOMY | A SMOOTH ROAD, BUT WITH CLIFFS ON BOTH SIDES

MISREADING THE FED. 
In its March press release, the Federal Reserve dropped the word “patient” (in regard to a rate rise), but it lowered both  
its forecast for economic growth and its expectations for year-end rate levels. Those later actions, plus what was deemed  
a “dovish” press conference by Fed Chair Janet Yellen, created an immediate upswing in U.S. equity markets. It also  
temporarily reversed the surging dollar.

Yes, every word choice (or even comma placement) by the Fed can still cause market gyrations. That’s not the way it is supposed  
to be six years into a slow, stable recovery with record amounts of liquidity. Attention is being diverted from the real issue.

In fighting the financial collapse, the Fed was forced to take unprecedented steps and create a more complicated monetary  
system (the less kind would say a “house of cards”).  Regardless, the dismantling of the near-zero interest rate policy will  
take finesse, and in my opinion, the pivot in policy (even if just in words) should begin.  
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Auto Loan Portfolio 
Performance 
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RETAIL AUTO FINANCE MARKET WILL REMAIN FAVORABLE. 
Will the coming pivot in Fed policy reduce the availability of auto credit? Probably not. A half-point, or even a full-point,  
increase in the Fed target rate should not materially impact today’s very favorable retail financing environment. Investors  
will still be attracted to the higher return provided by auto paper. And that paper should continue to perform well.   

Fitch notes that annualized net losses on subprime auto loans have recently moved above their 10-year average, but they  
are nowhere near recession peaks. And, even though Fitch believes that loan performance will continue to soften in the  
months ahead, it believes that heated competition will lead to an easing in underwriting standards. That would probably  
be a step too far  — and one we hope lenders don’t take  — but there is little likelihood of a significant tightening in the  
near term. As we have noted in the past, there may be a heightened desire on the part of lenders for more up-front money;  
but that should not be a hurdle that salespeople and the F&I office can’t handle. 

BENEFITS OF EMPLOYMENT GROWTH WILL SPREAD OUT. 
After adding 3.1 million jobs in 2014, another 534,000 were added in the first two months of this year. This has been the  
fastest long-term sustained pace of employment growth in nearly two decades. These gains are, however, coming after  
a period of unprecedented job loss, and full-time positions have yet to recover to their pre-recession peak.

More healing needs to be done, and the benefits need to be more fully dispersed across the various demographic groups  
and job categories. We expect that will happen; but at the same time, the pace of job growth may slow slightly.
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New Car & Light-Duty Truck 
Sales 
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RETAIL AND WHOLESALE VEHICLE MARKETS 

FEBRUARY NEW VEHICLE SALES: A SLIP OR A PAUSE?
New cars and light-duty trucks sold at a seasonally adjusted annual rate (SAAR) of 16.2 million in February. Given that analysts  
had been expecting a 16.5 million to 16.7 million pace, February’s sales report was viewed with disappointment. Probably too  
much so. Just as January’s pace of 16.6 million was greeted with too much enthusiasm.

Sales rates in January and February are very sensitive to the seasonal adjustment factors. And those factors are often less than  
precise, due to both statistical and actual seasonal reasons. At best, sales during the first two months of 2015 suggest a pause  
after last year’s strong close. At worst, it may be evidence of the more cautious consumer who has been exhibited in overall  
retail sale activity for some time. In either case, it’s likely temporary. And indeed, analysts now expect that the March sales pace  
will be 16.7 million or higher. 

From a used vehicle residual standpoint, it is important to note that February’s sales disappointment did not elicit aggressive  
promotions. Kelley Blue Book reported that average new vehicle transaction prices in February increased 3.6% (or $1,145) from  
their year-ago level. Autodata reported that average per-vehicle incentive spending declined 1% from a year ago.

Although aggregate inventory levels are not overly worrisome, February’s weaker-than-expected sales pace did cause greater  
imbalance. Refreshingly, some manufacturers have decided to slow production rather than force the market. 

USED VEHICLES: STEADY SALES, STRONG PROFITS.
Most dealers continued to report good operating results in their used vehicle departments. Lease returns and newer  
trade-ins are providing a wider mix of offerings, and dealers have been optimizing inventory to make the most of it.  
CPO sales rose 10.3% in February. That, combined with January’s increase of 17%, produced year-to-date CPO sales  
of more than 392,300 units, up 13.6% from 2014’s record pace.

WHOLESALE PRICES SLIP IN FEBRUARY.
Wholesale used vehicle prices (on a mix-, mileage-, and seasonally adjusted basis) declined in February after increases  
in each of the previous four months. This put the February Manheim Used Vehicle Value Index at a level of 125.1, which  
represented an increase of 1.5% from a year ago. Numbers through the third week showed wholesale prices’ continuing  
to decline in March, after the seasonal adjustment.

The number of vehicles entering wholesale channels continues to grow, while retail demand, save for the CPO segment,  
is leveling off. Nevertheless, wholesale prices remain above their trend level by most measures. Chalk it up to manufacturer  
pricing discipline on the new vehicle side and good inventory management by dealers on the used vehicle side. 
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RENTAL RISK VOLUMES (AND MILEAGE) RISE.
Mix-adjusted auction prices for rental risk units sold in February improved slightly from January, but were down relative to  
last year’s high levels. Volumes were high in February. So, too, was the average mileage on the units, which rose to more than 
48,500 miles. Mid-March numbers showed a seasonal upswing in pricing and slightly lower, but still elevated, mileage.

MARKET SEGMENT TRENDS.  
Compact cars have been the weakest segment in terms of wholesale pricing in recent months, as well as over the past year. That’s 
not surprising given slow sales and a high days’ supply on the new vehicle side. Pricing for cargo vans continued to be very strong. 
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Q&A WITH TOM WEBB

Q  |   Since last year, you have consistently cited the movement (and potential future movements) 
in exchange rates as a concern. You did accurately foresee the significant strengthening in the 
dollar, but there don’t appear to have been any negative repercussions. What’s your take now? 

A  | As I expected, the strengthening on the dollar has been swift, significant, and spread across 
many currencies. Many U.S. multinationals did take a hit to earnings; but, yes, you are right, 
there have been no negative economic implications  — yet.

 My major concern then, as well as now, is the uncertainty created. I’m always most fearful of 
the things that I least understand. I did my academic work many years ago, so excuse me if I 
have a hard time wrapping my head around the notion of negative interest rates.  (And it’s no 
longer just short-term rates; German rates are now negative out to a term of seven years!)

 And, relatedly, a journalist who covers exchange rates recently described the current situation 
as “a currency war without losers.”  That, too, is a hard concept to digest.  A “war without 
winners” is a much easier concept.

 Two years ago, in our annual report, I referred to the “new normal” versus the “not normal.”  
By definition, the “not normal” does not persist.  What we have now is not normal. 


