
1 | MANHEIM Auto Industry Brief MAY 2015

ECONOMY STALLS.  WILL CONSUMERS RESTART IT? ...........................................................1

RETAIL AND WHOLESALE VEHICLE MARKETS ......................................................................2

Q&A WITH TOM WEBB .........................................................................................................4

TABLE OF CONTENTS

MAY 2015

 AUTO INDUSTRY BRIEF

SUMMARY

“Economists forecast not because they know, but because they are asked.” – John Kenneth Galbraith. 

In reality, economists only assign probabilities to possibilities. And, a technically correctly model often fails to accurately predict 
future economic results simply because of subsequent corrective policy actions or, more likely, an irrational market reaction to 
economic fundamentals (i.e., think bubbles and groupthink). 

The problems are naturally compounded at turning points in the economy. We are at such a point. Either the pace of economic 
activity will accelerate, or we will backslide into a quagmire. The consensus forecast – continued slow, subpar growth – seems 
the least likely scenario. So yes, when it comes to the over / under bet, I’m going to take both.

And then, as if orbiting in a solar system of its own, the auto industry remains unperturbed. New and used vehicle retail sales 
continue steady and strong, wholesale volumes continue to rise, and used vehicle values remain elevated while trading in a 
narrow range.  

ECONOMY STALLS. WILL CONSUMERS RESTART IT?

Real GDP declines. The preliminary estimate for first-
quarter GDP came in at 0.2%. Subsequent to that, we 
found out just how awful the actual trade deficit was in 
March, so the revised GDP number released at the end of 
the month will be negative, unless offset by the coming 
change in seasonal factor.

There is no way that the current retreat in the economy will 
be reversed unless consumers re-engage. After consecutive 
disappointing, or downright dismal, retail sales reports 
since December of last year, April’s retail sales were flat 
relative to March and up only 0.9% from a year ago. 
Absent autos, sales were down.

This from a consumer who has the ability to spend (record 
low debt-servicing ratios, accelerated wage growth, and 
the windfall of lower gas prices) and the willingness to 
spend (consumer sentiment surveys have fluctuated, but 
generally remain positive). 

So what gives? There have been a variety of explanations – most of them less than satisfying. Certainly, we are now past the 
excuses of weather and other temporary factors such as the West Coast port slowdown.

We know the savings rate has risen. But, again, why? After all, job security is high, and household leverage ratios are within 
normal ranges. Possibly, increased inequality in income and opportunity is playing a role. Payment-to-income ratios are lower for 
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all levels of household income, but savings and net worth 
are virtually nonexistent in the lower tiers. The lower tiers 
have not benefited from the rise in equity prices or home 
values, and thus have a real need to save. And that need 
was shown dramatically in a recent J.P. Morgan study that 
revealed that 40% of households will experience a monthly 
swing in income of 30% or more during the year.

 As for the higher-net-worth, asset-owning households, 
their “need” to spend more is always discretionary. And, 
with no inflation, and double-digit returns in the stock 
market, why not invest? Their actions are not dissimilar 
from companies’ buying back stock instead of making 
capital expenditures. And the resulting drag on economic 
growth is the same. 

Housing: what numbers to believe. The Commerce 
Department reported that housing starts jumped 20% 
in April to the strongest pace since 2007. And it wasn’t 
just multifamily construction, which often accounts for 
big monthly swings. In April, single-family starts rose 
17%, and apartment and condo construction rose 27%. In 
stark contrast to the Commerce Department, the National 
Association of Home Builders’ Confidence Index fell for the 
fourth time in the last five months. 

On the pricing front, home values are up more than 10% in 
51 metro areas over the past year, and there is a widening 
divergence between new and existing home prices. The faster 
price inflation for new homes is being driven by “location, 
location, location.” Think proximity to cities and transit. This is 
clearly a trend being driven by millennials even as their home-
ownership rate significantly lags that of previous generations. As 
a result, rents continue to rise across the country at a rate faster 
than overall inflation. 

RETAIL AND WHOLESALE VEHICLE MARKETS 

April new vehicle sales: stable, solid, sensible. New 
cars and light-duty trucks sold at a seasonally adjusted 
annual rate (SAAR) of 16.5 million in April. This is slightly 
below expectations, and considerably below March’s 
17.1 million pace; but the slower sales rate was partly 
the result of some Asian manufacturers’ pushing sales 
in March to close out their fiscal year. The year-to-date 
sales pace (16.6 million) is in line with expectations and 
consistent with the full-year sales forecast of close to 17 
million. In fact, new vehicle sales this year have been 
quite strong given the weakness in overall consumer 
spending and economic growth.

Higher new vehicle transaction prices (+2.6%, or $836, 
over the past year, according to Kelley Blue Book) 
continue to support used vehicle residuals. Modest 
incentive spending has also helped. Given that new 
vehicle inventory levels remain in good shape, these 
favorable forces will likely remain.

There has been a noticeable increase in fleet deliveries, with new vehicle sales into rental up 11.9% through April. But this is 
largely a timing issue, so the pace should slow. In any event, the impact on residuals won’t come until 2016.

Analysts are currently projecting the May sales rate will top 17 million, but don’t get too excited about that. The sales pace will be 
boosted by a stronger-than-normal Memorial Day push and also the antiquated notion of adjusting for one less selling day. 
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Used vehicle retail market remains solid. In the first quarter of 2015, the seven publicly traded dealership groups had a 6.7% 
increase in same-store used unit retail sales. It was their 23rd consecutive quarterly increase in unit volumes. Gross margins 
narrowed slightly, but net profits reached record highs. 

That healthy sales environment continued in April. NADA reported that total used retail unit sales rose 5% in April, with 
franchised dealers up 8%, independents up 6%, and private-party transactions up 2%. CPO sales were up 11.3% in April and 
11.4% year to date.

Wholesale prices decline in April. Wholesale used vehicle prices (on a mix-, mileage-, and seasonally adjusted basis) fell 0.2% 
in April. (Prices were up slightly before the seasonal adjustment.) April’s decline pushed the Manheim Used Vehicle Value Index to 
a reading of 124.2, which represented a decline of 0.6% from a year ago. 

Although April represented the third consecutive monthly decline in the Manheim Index, it would be incorrect to say that 
wholesale pricing is weak. In fact, it is fairer to say that used vehicle values are elevated and have remained in a relatively narrow 
range for more than four years.

Higher new vehicle transaction prices and disciplined marketing clearly have played a role in supporting used vehicle residual values. And, 
although wholesale supplies are beginning to grow quite nicely, the aggregate numbers are not yet outside of historic norms.

Wholesale prices continued to fall in the first three weeks of May.

Rental risk prices fall from last year’s record high. Auction prices for rental risk units sold in April fell more than 4% on both 
a mix-adjusted and straight-average basis. That comparison, however, was against last year’s record high. 

Auction volumes for rental risk units continued to rise significantly in April. This was reflective of the 11.9% increase in new unit 
sales into rental during the first four months of 2015. Hertz, for example, reported that first-quarter wholesale volumes (through all 
channels) increased 43% from a year ago. Conversion rates in April were better than average, and average mileage, at more than 
46,600 miles, was high. Auction prices for rental risk units continued to fall in early May. Volumes continued to increase, and so too 
did average mileage.



4 | MANHEIM Auto Industry Brief MAY 2015

Market segment and price tier trends. In what was likely a temporary turnaround, midsize cars had an uptick in pricing in 
April. They remain, however, one of the weaker segments over the past year. Pickups, vans, and large SUVs continued to be the 
significant outperformers.

Within the pricing tiers, there continued to be weakness in the $9,000 to $11,000 range and strength in everything above 
$15,000. The volume of vehicles offered in the $9,000 to $11,000 range was up considerably from a year ago. Given that the bulk 
of units currently sold in this price range or in either compact or midsize cars from the 2012 or 2013 model year, we can expect 
volumes will to continue to grow.

Pricing for dealer-consigned units was strong in April. This suggests that dealers put the right money on the higher-than-expected 
number of trade-ins they received in March. Of course, putting the right money on a car is easier when there’s not excessive 
pressure to sell new vehicles.

Q&A WITH TOM WEBB

Q  | At the beginning of the year, you expressed concern over the rapid strengthening of the dollar 
against the euro and the yen. Now that the euro has reversed course, are you happy?

A  |  Not exactly. The hit to first-quarter earnings and the ballooning of the trade deficit are not 
things that will be wiped away. More important, consider why the euro strengthened. It was 
simply a case of European interest rates coming off of unsustainably low (sometimes negative) 
levels. And part of that rise was based on the false belief that, through quantitative easing, 
Europe has successfully papered over its problems. It has not.

 Greece remains a basket case, and another debt repayment is due in mid-June. Last month, in 
a transaction that would make a payday lender proud, Greece borrowed from the IMF to repay 
the IMF.

 And, as stated before, as an economist I can make the case that a strong dollar is sometimes 
good for the economy. I can also make the case that a weak dollar is sometimes good for 
the economy, but I can never make the case that a volatile dollar is good for the economy. 
Volatility has been the watchword of late. 
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