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I. Introduction to Auto 
Lending Climate

The number of auto loans 
outstanding has been 
growing steadily and rapidly 
since 2012. 

In Dec 2014, the value of all 
outstanding loans was 
$960.4B ; this number grew 
by roughly 9% to $1046.5B 
in Dec 2015 and once again 
by 8.2% to $1133B  in Dec 
2016.

Changing Structure of loans.

More than a third of new 
auto loans were 72 months 
in 2017; According to 
Edmunds data the average 
car loan length has been 
increasing since 2002. This 
increase in term-length 
results in lower monthly 
payments and individuals 
often times buying more 
expensive vehicles. The 
combination of more 
expensive cars as well as 
long-term loans contributes 
to  the aforementioned 
increase in outstanding 
loans. 

Decreasing in financing rates

Since hitting a peak in May 
2007, the finance rate for 
consumer installment loans at 
commercial banks was 7.92%;, 
this rate has dropped to 4.52% 
in May 2017. Paired with the net 
percentage of banks tightening 
their standards for auto loans 
which, between early 2014 
(-14.9%) and the middle of 
2016 (-3.3%), made it very easy 
for sub-prime borrowers to 
attain lengthy loans on vehicles. 
This contributes to the 
increasing number of loans 
outstanding. 

Loans based on Credit Score: 

In the Fed’s quarterly report on 
household debt and credit, the 
report shows individuals with a 
credit score less than 620 
receiving $14B in auto loans in 
the first quarter of 2009. This 
number increased to $33.6B by 
the second quarter of 2016. 
Higher lending to individuals 
with sub-prime credit scores is 
a likely cause of increased 
delinquencies.
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“Market conditions 
in the auto-lending 

industry have 
contributed to an 

increasingly 
unstable 

environment with 
rising 

delinquencies”
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Rise in Delinquencies:

The percent of balance 90+ days delinquent by loan type has 
risen approximately from  3.3% and 3.8% over the last 4 
years. [3.6 to 3.8] In addition, though the percentage of 
delinquent balance by loan type has stayed between 6.93% 
and 7.35% comparable to 2004 statistics [6.98-7.42], a 
greater dollar value is represented. The dollar amount of 
delinquent balances is between $16.81B to $23.27B. Compare 
this to 2004, where the dollar amount was between $13.96B 
and $15.57B. Despite increased wages and employment, auto 
delinquencies continue to rise. However, though the auto 
industry is experiencing increased delinquency, there is  a 
similar sentiment among total household debt including 
student loans and credit cards.

II.  Recent Changes
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III.  Effect on the Industry

Price of Cars

The rise in delinquencies of and 
defaults on auto-loans  has 
increased the number of 
repossessed vehicles. This is one 
of the key differences between the 
housing bubble collapse and the 
potential auto market collapse. It 
is much easier to repossess cars 
than houses. This directly leads to 
an increase in the supply of used 
cars, which is driving the price 
down and exceeding demand. This 
cyclical  process is hurting car 
dealerships and manufacturers 
both. Car dealerships are left with 
a surplus of  inventory that they 
are unable to sell.  This 
unanticipated increase in 
non-movable inventory is making 
it more difficult for car 
manufacturers to stay profitable 
and is  hurting the automotive 
industry. 

Effect on Manufacturers

It is important to note that the 
subprime auto loan market is 
affecting used car dealers more 
than new car dealers. Individuals 
who are purchasing new cars 

generally have good credit. 
However, because of the 
increased supply  of used cars 
through repossession,
 owners of new cars are 
finding it hard to sell their 
new cars after a few years on 
the road. According to 
Business Insider, the 
auto-industry plateauing 
rather than decreasing. The 
steps going forward to see 
which manufacturers will 
hurt and which won’t are 
who can adapt to this type of 
industry. From this we should 
expect to see successful car 
companies follow a route of 
steady profits and saving 
cash and unsuccessful ones 
lower prices and therefore, 
hamper profits. 

Employees

As aforementioned with 
manufacturers struggling 
with decreased prices and 
maintaining full-levels 
employment, GM, as 
mentioned in a May 
economist article had to lay 
off 4,000 workers. Ford 
announced similar plans to 
lay off 1,600 workers.
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sales by trying to 
maintain steady 
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cash, and reducing 

labor costs.” 



Despite increased wages and employment, auto 

delinquencies continue to rise. Though there are parallels to 

the housing crisis, it is important to consider the scale of both 

industries with regards to total debt. Even though household 

debt approached  its peak level in 2008 of $12.68 trillion, auto 

debt has consistently made up around 9% of total consumer 

debt.. In addition, though auto debt continues to grow, the 

rate  of growth has slowed down in Q4 of 2016. This was the 

second quarter in a row where this debt has grown at a slower 

rate. The most important macroeconomic effect will be the 

fluctuations  in employment and changes in the auto industry 

from the manufacturer-side. In addition, it will be important 

to monitor how banks who hold auto loans such as Ally and JP 

Morgan deal with the growing delinquencies. There is more of 

a cushion compared to the housing crisis seeing that banks 

only hold 36.9%  of total outstanding  auto loans. Finally, 

when comparing delinquency rates during the housing crisis 

to that of the auto industry we see that the auto-delinquency 

rate 7.35% is significantly less than the 14.4% delinquency 

rate of houses in 2009. 

In conclusion, though subprime auto loans will affect 

the auto-industry the macroeconomic effect will likely be less 

than previously predicted by professionals.

IV.  Effect on the Economy
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When analyzing the auto-loan industry as well as any 

other sector of the lending industry, it is imperative to take 

into account the national lending environment. For this 

reason, one must take into account recent actions by the Fed. 

When the Fed declared their intent to lower interest rates for a 

purposely  ambiguous period to bolster the Economy as a part 

of quantitative easing in the latter part of the housing crisis,, 

it bolstered investment and facilitated lending.  This was an 

example of effective monetary policy in order to return the 

Economy to a more stable place. As of Wednesday, the Fed 

announced that it would raise interest rates. This comes after 

multiple signs of economic stability including a decreasing 

unemployment rate, hitting 4.3% in May. Another one of the 

factors that helped signify economic stability is the rising 

inflation rate. The growth period of 9 years, though deemed 

too long by some,  consisted of increased lending and  

investment. The increase of the Fed’s rate should also raise 

rates for auto loans which, by definition, would decrease the 

amount of loans from commercial banks. For banks, an 

industry that has a huge market share in auto loans, the 

general rising lending rates is bound to 

IV.  Effect on the Economy
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