
 M
oving on up — slowly.

That is the direction the auto market appears to be heading 
in 2011, as the economy slowly heals from a two-year bout  
of recession. Limited used-car volume, better inventory  
management, and more capital are three key factors  

expected to grow new-car sales in the next 12 months.

“The trend is upward,” says Paul Taylor, the National Automobile Dealers 
Association’s chief economist. “All economic factors generally argue for a 
stabilization.”

Taylor expects car sales to hit a SAAR of 11.5 million units by 2010’s end, and 
characterizes next year’s expected new-vehicle sales volume to be a “superior 
increase” to this year’s. The exact projection for new-car sales in 2011 will 
be announced by the NADA at its annual show to take place in early 2011. 

Part of the sales lift will be a direct result of a stronger economy and the 
availability of credit, Taylor says. Plus, with new-car sales falling several  
million units short of the 16-million-unit level of years past, used-car values 
will remain elevated because of limited supply. In turn, the equity of  
consumer trade-ins will increase, and higher wholesale values will spur 
some typical used-car buyers to purchase new vehicles instead. 

Another positive development for 2011 is the fact that both General Motors 
Co. and Chrysler Group LLC have offloaded their debt, so they can operate  
more efficiently. Also, the industry overall is more “mature” in managing  
inventories, says Lincoln Merrihew, managing director of automotive, 
petroleum, and travel at Compete Inc. Better inventory management also 
means better loans, fewer incentives, stronger residual values, and higher 
grade paper. 

Continuingly low interest rates will also contribute to a more successful 
2011, says Edmunds.com’s Director of Pricing and Industry Analyst Jessica 
Caldwell. Indeed, the average APR for vehicles was 4.49% as of November, 
and according to Caldwell, the low rates are excellent for the industry, as 
they point to manufacturers trying to capture good customers. But the 
lower rates’ longevity will be determined by macroeconomic factors. “There 
are so many different variables,” she says.

Regardless, Caldwell predicts credit to loosen up more and sales to track up 
to 12.9 new light vehicles in 2011, particularly because of pent-up demand 
caused by the economic downturn of the past two years. 

“Two years later, [consumers] can’t fix their cars. They need something tat’s 
new,” Caldwell says. “It’s not a bounce-back to [16 million SAAR], but it’s 
getting better.”

Others concur.
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“What may help the automotive industry more so than other industries is 
that the product has a shelf life,” echoes Merrihew, adding that the stock 
market, which is a measure of optimism, is also coming back.

 “I’m bullish about subprime in 2011 and am hoping that the market 
doesn’t get stupid,” says Dealer Consultant Greg Goebel. “I am hoping that 
prudence is the word.”

But even with lending caution, Goebel believes 2011 will be successful, 
particularly because finance companies are more profitable due to  
tightening their underwriting many months back. And though their  
standards have eased some in the final quarter of 2010, caution still  
seems to be the underwriting credo for lenders nationwide.

“It will be a great year for auto finance, barring any catastrophe,” says  
Goebel, who counts 4,500 dealers in a social network he manages.  
“Finance companies are projecting good growth. I think it’s a very good 
year ahead in 2011,” he says.

LOWERED EXPECTATIONS
Without the disaster of 2008 and 2009, next year’s outlook wouldn’t seem 
so positive. Indeed, new-vehicle sales just started to rise in 2010 after  
dropping 35% from 2007 to 2009.

“Auto sales couldn’t have gotten worse than when we hit the bottom of  
the recession,” says Merrihew. “We are optimistic, but no means out of  
the woods.”

That is because there are still “so many flags” and “short-term impediments” 
 that may affect the auto market, Merrihew says.

To name a few hurdles: consumer confidence is still below a healthy level, 
unemployment continues to linger at higher-than-normal levels, and  
people need to work off a lot of debt, he says. Plus, he stressed the  
importance of avoiding making next year “too good” as a strategy to avoid 
a 2012 sales hangover. 

William Fowler, chief executive and president of e-Net Financial Services 
Inc., predicts that unemployment will stabilize to about 9% to 9.5% in 2011 
and begin to lower, but the degree of improvement will ultimately depend 
on the election.

“For now, when we get the freeze on taxes, you will see business increase,” 
says Fowler. “But business owners are painfully aware that is not the total 
answer and no one will have any hope until after the 2012 elections.”

One factor that should have little, if any, effect on 2011 auto sales is gas 
prices. Indeed, most economists told GreenLight magazine that although 
the cost of fuel is expected to rise in 2011, the uptick shouldn’t affect  
vehicle sales much.

“Consumers change behaviors only when gas prices are changing,” says 
Merrihew, explaining that consumers become accustomed to change.

“People are used to paying $3 a gallon,” says Goebel, adding he wouldn’t 
be surprised if gas shot up to $4 a gallon next year. Even so, he believes the 
impact on the auto industry would be minor.

“I would expect gas would have to hit $5 a gallon or higher to have the 
same impact as 2008,” he says.

But it could somewhat influence a consumer’s choice in vehicle. NADA’s 
Taylor predicts that gas prices will likely exceed $3 per gallon, which might 
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heighten interest on vehicles like the Chevy Volt — attention the vehicle 
could use, as Taylor says it is clear that hybrid sales will drop in 2011.

Although rising gas prices are unlikely to affect the auto market much in 
2011, economists harbor concerns over the health of the international 
economy and the spiral effect of incentives as two factors to watch out for 
in 2011.

WORRY RADAR
In 2011, Taylor is nervous about the economic slowdown in Europe, as 
the continent is a major trading partner of the United States. “Europe has 
recovered at a pace similar to our own,” he says.  “I see serious problems 
in Spain, and possibly Italy.”

Plus, the U.S. real estate market may have some darker implications for the 
auto industry as the market has the potential to further deteriorate. “The 
suspension of the foreclosure process has left an invisible overhead of 
shadow inventory in the marketplace, and that is troublesome,” says Taylor. 

The biggest obstacle for the auto industry, according to Merrihew, is a 
double-dip recession, although he says that seems unlikely. But because 
the consumer mentality is more timid due to the prolonged recession, “any 
minor thing could spark a major event,” he says.

Meanwhile, Goebel believes the biggest obstacle for subprime dealers 
comes from within their operations. Because dealers cut out their special 
finance managers amid the crisis, staffers left behind were told to wear  
multiple hats, without becoming properly trained on how to make  
subprime work, Goebel explains. The fault of deals not getting approved is 
more of a result of these transitioned special finance managers trying to put 
customers into cars that would not get approved, he says, comparing the 
strategy to a man squeezing a size 13 foot into a size 10 boot. The  
underlying staffing problem is that dealers thought the market died, but 
it didn’t, says Goebel. “It just got more restrictive,” he says. “Once they 
retool, that sector should start to thrive.”

That is, as long as lenders don’t go too wild. Or, as Goebel puts it, “As long 
as one of the big boys doesn’t push the stupid button.” 
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“Two years later, [consumers] 
can’t fix their cars. They need 

something that’s new. It’s not 
a bounce-back to [16 million 

SAAR], but it’s getting better.”

      Jessica Caldwell, 
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