
 

 
Loan Trading:  Auto Market Analysis                                           
Key Takeaways:                  October 14, 2020 
• Since November 2018 high, 2-year Treasuries have fallen more than 280bp, average coupon beginning to follow 
• Investor yield expectations have declined significantly during recent Treasury rate decreases and declines in 

organic loan production 
• Loan Spreads widened with COVID-19 adding uncertainty to the market and have since tightened as supply 

remains low and demand for earning assets continues to increase 
• The demand for loans has driven prices/yields beyond peak levels last seen in 2016  
• Sellers are considering strategic sales, as opposed to liquidity/concentration driven sales, in order to take 

advantage of current market conditions 
• Institutions may benefit from regular portfolio reviews – especially to better understand current market 

opportunities 
• Most deferment/forbearance programs have expired, and delinquency levels remain muted 
• Delinquency and credit score trends may be misleading since accounts in forbearance/deferment are not 

reported to credit bureaus (as required by the CARES Act) 
 

Auto Portfolio Analysis 
We continue to review a large number of auto portfolios for customers across the country – both from a rate setting 
and underwriting standpoint.  Over the last 9 years, we have built a database that contains over 2mm auto loans, 
totaling more than $50 billion in balance.   
 
All-Time Low Rates and Market Uncertainty 
Dramatic market shifts have taken place in recent 
months, with 2-Year Treasury yields falling as much as 
100bp in the second half of February and first half of 
March. The rate of this decline slowed but continued 
until reaching a new all-time low of 0.11% at the end of 
July.  Since then, yields have remained relatively stable in 
the 0.11-0.16% range.  It will be important to monitor 
how different production channels react to these all-time 
lows, if lenders will chase production by significantly 
lowering rates and how long market rates will stay at 
these low levels.  
 
The main factors that will drive a recovery in the auto market going forward are the (1) recovery from the supply 
shortage of popular new vehicle models since production was completely shut down for a period, (2) continuing 
strong growth in used vehicle values, (3) borrowers resuming payments following the end of deferment periods, and 
(4) quick employment rebound.  All of these factors are not required to strengthen the auto market, but the more the 
better. The recovery so far has been fueled by consumer demand, especially for higher priced trucks and SUV’s, not by 
rental fleets and other business bulk orders.  Another important thing to note is that so far, impacts from shutdowns 
have varied greatly regionally, so lending environments will also vary region to region for at least the next few 
quarters. Lenders that have been able to continue producing loans at profitable levels currently have an opportunity 
to achieve better participation sale pricing due to the continued supply/demand imbalance as well as Treasuries 
staying low. 
 
Loan Deferment Programs 
Borrower performance can be negatively impacted in the near term as servicers offer loan deferments to customers 
impacted by the disruption in the economy.  In the chart on the left below, you can see that as assistance programs 
began to go into effect, loans at least 30 days past due began to decline.  In the chart below on the right however, you 
can see that loans that are at least 60 days past due have remained more stable.  In August, the lowest credit bands 



 

saw an increase in both 30 and 60 day delinquencies.  Even after this monthly increase, delinquency levels are still far 
below pre-crisis levels for all credit tiers.  Credit scores above 680 continue to decrease further to the lowest levels 
that we have on record.  How borrowers continue to respond and whether they maintain regular payments once 
normalcy returns, will be important to monitor.  If borrowers resume payments after deferments, it will just be a delay 
in cash flows which will minimally affect returns.  However, if there is accelerated delinquency migration after 
deferments end or once stimulus funds decrease, significant increases in losses could occur.     
 

  
 
We have broken out the percentage of loans that have deferred or “skipped” by credit band for all the auto loans sold 
and monitored by Vining Sparks in the chart on the left below.  We traditionally don’t monitor how frequently 
borrowers utilize skip-a-pays, but we found that it generally ranges between 1-2% with seasonal increases in 
November and December – similar to when delinquencies typically begin to annually increase.  Not surprisingly, the 
deferment percentages were highly correlated by credit band.  During a normal economy this relationship is fairly 
consistent, but we have seen the differences between bands widen even further during COVID-19.  Around 10% of 
loans with credit scores between 600 and 680 deferred in April while only 2-4% of loans greater than 720 deferred.  
The overall average deferment percentage peaked just below 6% in April.  This level has steadily decreased across all 
credit bands bringing the overall level of outstanding auto deferment loans down to nearly 2% as of August.  We will 
continue to monitor these deferment trends as well as any developments that may occur in delinquency migration. 
 

  
 
Auto Market Trends 
Despite sales starting out the year with positive growth, dealership closures and stay-at-home mandates across the 
country caused sales to crater in March and April, as you can see in the charts below.  May experienced a sharp 
reversal, posting a 40% increase month over month, and this positive month over month growth has continued 
through August.  However, as strong as this improvement appears, August sales were still down 11% compared to the 
same month last year.  In the chart below on the right, we compare the growth in vehicle sales to the growth in credit 
union vehicle loan growth.  Credit unions experienced more than double digit vehicle loan growth for over five years.  
However, credit union vehicle growth has slowed each of the last 8 quarters to the 1.6% annual rate we saw in the 



 

second quarter of this year and we expect this number to decline further in the near future with decreased loan 
demand and increased competition from banks and captives. 
  

  
 
One of the other factors we are monitoring is the percentage of new autos that are being produced.  For the portfolios 
we review, as is seen in the bold line in the chart below on the left, there has been an evolution from almost 35% of 
production being new autos to over 45% of production in 2017 and 2018.  In 2019, we saw a fall-off in new vehicle 
production percentages – this may be a broader trend such as the competitive landscape changes that happened in 
2014-2015 when captives and larger banks lost market share to credit unions – see growth by channel chart above. 
The percentage of new vehicles has slightly increased in recent quarters, but supply shortages in popular models may 
start to appear as dealers deplete their inventory levels.   
 
After seeing a consistent increase in the average original balance between 2013 and 2018, there was a sharp reversal 
in 2019.  As we noted earlier, captives and banks have been more competitive over the past two years and tend to 
produce more new vehicles, so this could have contributed to the decline in the original balance on the loans 
produced that we review.  In addition to the increase in new vehicle sales as a percentage of total sales, the average 
balance has increased substantially so far this year.  Increased demand has resulted in a supply shortage of popular 
models at dealerships.  This has allowed dealers to pull back on promotional sales and discounts which has driven up 
the average price of vehicles.  According to J.D. Power, the average amount paid for a new vehicle rose to a record 
$35,655 which was a 5.6% increase from the same month last year.  The supply shortage of new vehicles combined 
with current strong used vehicle pricing could lead to the value of new vehicles continuing to increase in the near 
term. 
  

    
    
 



 

The increase in original balance has been fairly consistent 
across the credit bands and we have heard a number of 
originators express concerns that the higher balance loans 
will perform worse.  The chart on the right displays that we 
are not seeing a material difference or trend when we plot 
out the net charge offs by original balance and credit 
bands.  
 
A lot of the vehicle growth over the past decade has come 
through credit unions taking market share from captives 
and banks – especially between 2015 and 2018.  Bank auto 
lending has been significantly slower this decade but has 
recently increased to 10% in the last quarter of 2019, 
remained at 10% in 1Q20 and has been higher than credit 
union indirect growth for four straight quarters.  Once 
offered rates and economics improved in 2018, we saw 
banks and captives gradually re-emerge and be more 
competitive in recent periods.  In addition, there has been a 
substantial increase over the past six months in new vehicle 
market share from captives, who are able to offer 0% APR 
and other promotions to increase demand.  It will be 
interesting to see how much this continues, because 
despite the continued decline in rates and wider spreads, 
there is a lot more uncertainty around how borrowers will 
perform through the current crisis.  How banks and credit 
unions respond and decide to increase or decrease their activity during and after the crisis will have a meaningful 
impact on market share trends.  
 
The chart on the right displays credit union vehicle loan 
growth compared to the median loan to deposit ratio for 
all credit unions over $25MM in assets.  Loan to deposit 
ratios steadily increased between 2012 and 2018, largely 
driven by the rapid growth in vehicle lending - 10-15% 
per year for more than half a decade.  In 2019, we saw 
loan to deposit ratios level off as loan growth slowed to 
around 3% in 2019.  So far this year, we have seen a 
significant decline in loan to deposit ratios, due to a 
simultaneous decline in loan demand and increase in 
deposits. 
 
Loan Offering Rates vs. 2-year Treasury Rates                       
Producing indirect loans can be challenging as market 
rates become volatile like what we have seen over the 
last 3 years, and production levels can increase or fall off 
dramatically if you change rates too quickly. As markets 
across the country begin to reopen and lending volume 
begins to recover, competition among lenders for a 
share of the smaller loan demand will be high and 
maintaining rate setting discipline will be as important 
as ever. The chart to the right shows the weighted 
average coupon for auto loans over time and the 2-year 
Treasury rate during the same timeframe. 
 



 

Between 2013 and the end of 2018, 2-year Treasury rates rose by more than 275bp.  Between 2016 and 2018, the 
large increase in Treasury rates was in stark contrast with the average coupon for auto originations.  Increasing 
coupons occurred at an accelerated pace in 2018 and 2019 despite Treasuries falling.  This divergence has allowed 
lenders to recover spread back to levels not seen since 2012.  The spread between average coupons on loans versus 
the 2-year Treasury rate has continued to rise, going from 240bp in late 2018 to over 450bp today.  We continue to 
see and hear that the majority of customers are maintaining or only incrementally reducing rates, after raising 
significantly over the last year and a half. This has led many prospective sellers to have significantly better economics 
than what they faced at the end of 2018, and this benefit continues today with the 2-year Treasury rate recently 
reaching all-time lows.   
 
This spread widening, combined with declining market interest rates, has provided auto loan sellers with premium 
pricing levels not seen since 2016. Declining vehicle growth and uncertainty in how loans are going to perform through 
the current crisis will likely affect pool pricing and availability.  Throughout the financial crisis, delinquencies and losses 
on autos remained relatively muted especially when compared to residential mortgage and commercial real estate 
loans, so it will be interesting to monitor the actual relative performance through this cycle.  Delinquencies that did 
occur during the financial crisis were driven by subprime auto loans, which are not core to credit union and 
community bank balance sheets.  
 
Breaking the spread into credit score bands reveals that the pricing trend is the same across all credit scores (chart on 
the left, below), so spreads to Treasuries across the credit spectrum decreased for more than 8 years before bouncing 
back starting in the second half of 2018. Spreads have plateaued around the mid 400’s in recent quarters.  Assuming 
Treasury rates remain low, how long will lenders be able to maintain elevated rates?  Will the rapid decline in auto 
growth cause added pressure that will force coupons lower sooner in order to maintain or rebuild lending volume?   
Will lenders chase production through offering significantly lower rates?  The answers to these questions will drive 
future seller economics and buyer return expectations. 
 
In the chart below, on the right, we continue to compare the average rate over 2-Year Treasury rates for different 
credit score buckets alongside the corresponding cumulative loss levels experienced.  Spreads across the credit 
spectrum are around four times higher than the actual losses experienced.  In other words, lenders appear to be 
building in more credit spread than the actual losses that have been experienced – lenders are likely working to ensure 
they are covering themselves in the event  losses accelerate.   As we have mentioned previously, we encourage 
customers to stay abreast of market dynamics and to find the right spread for them that accounts for credit risk, 
funding and other costs and ensures quality economic returns.  
 

   
            



 

Finally, we have started digging deeper into vintage 
analysis to see if there are any changes happening 
within the performance of different years of 
production.  As you can see in the chart on the right, 
once the loans have seasoned beyond 2 years, we are 
seeing very similar performance when you compare 
the different credit buckets.  Given the general 
strength/stability in the economy over the last several 
years, this is not necessarily surprising, but is 
something we are monitoring in the event that we see 
stresses start to form or loss curves increase.   

 
As we have said before, pricing discipline for newly originated loans should rival the discipline lenders apply to the 
credit process to ensure the resulting portfolio provides the expected profitability and portfolio liquidity.  In other 
words, don’t just decrease your rates because everyone else is doing it.  That being said, many lenders are going to try 
to position themselves to be ready to lend and be responsive to consumer needs as we work our way out of the crisis.  
Make sure it makes economic sense before you decide to move.  Also, given the pull-back in market rates, it may be 
worth examining your portfolio for areas of opportunity and potentially perform strategic sales – even prior to the 
production pick-up that many expect once we come through the crisis.   We are finding more sellers are considering 
strategic sales, as opposed to liquidity/concentration driven sales, in order to take advantage of current market 
conditions.  For instance, in periods where there is less supply in the market, there tends to be spread tightening and 
better economics available for sellers.  Even if the seller doesn’t need the liquidity or concentration relief, it may make 
sense to sell preemptively, so they can take advantage of the prevailing market conditions.  Further, there may be 
pockets of opportunity for sellers in areas less affected by the COVID-19 to differentiate their pools since they may not 
see as large an increase in delinquency or charge off and they may get back to a steady state of production sooner.   
 
Net Yields and Relative Spreads  
Investors are primarily interested in the net yield 
or relative spread that they can earn as compared 
to alternative investments.  Thus, 2-year 
Treasuries are an important benchmark to keep 
in mind.  If your average coupon on a pool you 
are considering selling today is the same as it was 
at the end of 2018, your sale economics have 
increased by more than 4 percentage points in 
execution price for autos and over 5 percentage 
points for RV pools.  The chart on the right 
reflects actual net yields earned on Auto pools we 
have traded along with the 2-year Treasury rate.  
As market rates rose through 2018, investors 
increased their yield expectations, which makes 
sense. Why should investors buy credit risk if they 
can’t get sufficient reward for taking on this risk?  This volatility in yield expectation and yield realization is most 
pronounced for pools sold in the last 30 months – essentially once Treasury rates started moving aggressively higher 
through 2018 and then fell in 2019, net yields on loan pools have moved in a similar fashion.  Treasury rates and yield 
expectations do not move in lock-step, but they are correlated with a slight lag as investor expectations get used to 
the changing market rates.  Despite the decline in Treasuries, we started to see some initial widening of spreads and 
higher yield expectations as investors worked to understand how the current environment is going to affect the pools 
they have purchased or are purchasing.  Over the last couple of months though, we have seen spreads tighten 
significantly as many depositories are searching for earning assets.   
 
 
 



 

Credit Score, Loan to Value and Original Balance 
The chart on the left below displays the average credit scores by LTV buckets.  We have seen a general trend upward 
in average credit score over time, which is directionally similar to the Experian published, nationwide average credit 
score, which has increased from 691 to 703 between 2013 and 2019.  The credit scores may not reflect the current 
stress of consumers because lenders are not reporting loans in forbearance/deferment to credit bureaus as past due, 
per the provision included in the CARES Act, which means the financial strength of borrowers may be overstated.  
There has been a recent decline in credit scores over the past few quarters, but the loans we are seeing remain heavily 
concentrated in the 720-740 range.  The range of the average Original Loan to Value (OLTV) ratios has also been tight, 
fluctuating between 100% and 106%.  There has been a recent uptick in loan to value ratios. This could either be a 
systemic trend due to the increase in new vehicles and higher loan balances, or it could be driven by sample size.  Our 
performance analysis shows elevated OLTVs and lower FICOs lead to higher delinquencies and subsequent losses, so 
we will continue to monitor these metrics to watch for any increases outside of the traditional bands.  With this in 
mind, the chart below on the right, lists the average OLTV by FICO buckets.   
 

   
 
We are also tracking and comparing the distributions of OLTV and FICO on a static basis by year.  For OLTV (chart 
below on the left), we have seen a mix change from mid-teens for the 70-90% bucket 4 years ago to 21% in 2019.  We 
have also seen a falloff in the amount of loans produced with loan to values greater than 130%.  FICO distribution has 
changed positively as well.  In 2019, 63% of loans produced had a FICO of greater than 720, a substantial improvement 
from 2015 when greater than 720 only made up 50%.  In recent years, we have also seen a decline in the percentage 
of production falling in the middle and lower tiers.  All of these factors have increased the FICO average.   
 

   
  

Term Increases – can you add a total average CO for all loan terms in the table below, so can see differences? 
The weighted average term had remained relatively stable for several years – ranged between 72 and 74 months – but 
in 2019 it crept up to 76 months.  We have heard many express concerns around the potential for higher losses being 
experienced on longer term loans.  We provide the charts below by FICO and LTV bands.  By FICO, 72-month loans are 
performing significantly better than 84-month loans. In contrast, it is interesting to see how little difference exists 
among terms when looking at it by LTV band – chart below right.  We have also provided a table below that details the 
statistics we have seen on average for the different terms.  We will continue to monitor this factor going forward to 
see if there continues to be material differences in loss rates between the term bands as they season further.  



 

 
 

 
 
More on Market Developments 
We continue to analyze loan composition developments in the broad auto loan market, and the impact these changes 
may have on performance and lending profitability.  Below are a few charts that we are currently monitoring in 
attempt to uncover impactful market trends as they develop. 
                 
In the two charts below, we compared several metrics between the highest (>760) and lowest (600-640) credit 
borrowers we monitor.  Similarities exist between the two borrower types in that original terms have remained flat 
over this period.  Also, average original balances declined in 2019 in both credit tiers, but so far this year we have seen 
an uptick in balances and loan to value ratios for the highest credit tier, while balance and loan to value has declined 
for the lowest credit tier.  This could either be sample size related and possibly eventually fall in line with the broader 
trends, or it could be high credit borrowers taking advantage of record low financing options to purchase more 
expensive vehicles than they otherwise would have been able to afford.   

   
In summary, although auto loan production has slowed in recent periods, auto loans continue to be a large part of our 
customer’s loan portfolios and a participation class that remains in favor.  It is important to stay abreast of market 
changes in rates and potential credit concerns that may be creeping in and the effects the COVID-19 spread is having 
on production and performance.  We would welcome the opportunity to assist you in evaluating your portfolio for 
areas of opportunity or provide additional color on this dynamic market.  Take advantage of our complimentary 
detailed analysis on your loan portfolio to give you a better understanding of how your portfolio composition has 
developed over time, how your portfolio compares to others in the market, and the current market value of your 
loans. We would be happy to work with you to develop potential strategic opportunities.  Please contact your Account 
Rep or Vining Sparks Loan Trading to discuss in more detail.    
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