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Executive Summary

IN MUCH OF AMERICA, access to a car is 
all but required to hold a job or lead a full 
and vibrant life. Generations of car-centric 
transportation policies – including lavish 
spending on roads, sprawl-inducing land 
use policies, and meager support for other 
modes of transportation – have left millions 
of Americans fully dependent on cars for 
daily living.

Car ownership is costly and often requires 
households to take on debt. In the wake of 
the Great Recession, Americans rapidly took 
on debt for car purchases. Since the end of 
2009, the amount of money Americans owe 
on their cars has increased by 75 percent.1 
A significant share of that debt has been 
incurred by borrowers with lower credit 
scores, who are particularly vulnerable to 
predatory loans with high interest rates and 
inflated costs.

Americans’ rising indebtedness for cars 
raises concerns for the financial future of 
millions of households. It also demonstrates 
the real costs and risks imposed by our car-
dependent transportation system. Ameri-
cans deserve protection from predatory loans 
and unfair practices in auto lending. Ameri-
cans also deserve a transportation system 
that provides more people with the freedom 
to choose to live without owning a car.

Owning a car is the price of admission 
to the economy and society in much of 
America. 

• Access to a vehicle is necessary to reach 
jobs and economic opportunity in much 
of the nation. Even in the nation’s most 
transit-oriented metropolitan area, New 
York City, only 15 percent of jobs are 
accessible within an hour by transit, as 
opposed to 75 percent within an hour’s 
drive.2 Other cities with less robust transit 
systems have even fewer jobs accessible 
via transit.

• Auto dependence is the result of genera-
tions of public policy. Since 1956, highway 
spending has accounted for nearly four-
fifths of all government investment in 
the nation’s transportation system.3 (See 
Figure ES-1.) Meanwhile, the embrace 
of single-use zoning and sprawl-style 
development separates people from jobs 
and other necessities, making access to 
an automobile all but mandatory for the 
completion of daily tasks. 

FIGURE ES-1. GOVERNMENT CAPITAL 
INVESTMENT IN TRANSPORTATION 
SINCE 19564

Owning a car is expensive and drives mil-
lions of households to take on debt.

• Transportation is the second-leading 
expenditure for American households, 
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 º The amount of auto loans outstanding 
is equivalent to 5.5 percent of GDP – a 
higher level than at any time in history 
other than the period between the 2001 
and 2007 recessions.10 

Auto borrowing varies by income, age and 
location across the United States. 

• Over the last decade, auto debt per
capita has been growing fastest among
the oldest Americans (those age 70 and
older) and slowest among the youngest
Americans (those aged 18 to 29). Auto
debt per capita among those 70 and older
increased by 73 percent between 2007 and
2017, compared with 16 percent among
those 18 to 29.12 Americans aged 40 to 49
owe the most on auto loans per capita
– an average of more than $7,000 per
person.

• Lending to residents of low-income
neighborhoods has bounced back
since the recession, with loan origina-
tions increasing nearly twice as fast for

FIGURE ES-2. AUTO DEBT OUTSTANDING11

behind only housing.5 Approximately one 
hour of the average American’s working 
day is spent earning the money needed 
to pay for the transportation that enables 
them to get to work in the first place.6

• More Americans carry auto debt, and
they owe more on their loans, than ever
before:

 º There were 113 million open auto
loan accounts in the United States 
in the third quarter of 2018, up from 
81.4 million in early 2010, a 39 percent 
increase.7

 º Currently, 85 percent of all new car 
purchases in the United States are 
financed, up from 75 percent in 2009. 
In addition, 53 percent of all used car 
purchases are financed, up from 46 
percent in 2009.8

 º Americans owed $1.26 trillion on auto 
loans in the third quarter of 2018, an 
increase of 75 percent since the end of 
2009.9
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residents of low-income neighborhoods 
than residents of high-income neighbor-
hoods since 2009.13

• Residents of Texas owe far and away the 
most on auto loans per capita of any state 
in the country, with average auto debt 
of just over $6,500 in 2017.14 (See Figure 
ES-3.)

FIGURE ES-3. OUTSTANDING AUTO DEBT PER CAPITA BY STATE, 201715

The loosening of auto credit after the 
Great Recession has contributed to rising 
indebtedness for cars, increased car own-
ership, and reductions in transit use.  

• Auto lending rebounded from the Great 
Recession in part because of low inter-
est rates (fueled by the Federal Reserve’s 
policy of quantitative easing) and a 
perception by lenders that auto loans had 
held up better than mortgages during 
the financial crisis. As one hedge fund 
manager noted in a 2017 interview with 
The Financial Times, during the recession, 

“[c]onsumers tended to default on their 
house first, credit card second and car 
third.”16

• A 2014 report by the Federal Reserve 
found that a consumer’s perception of 
interest rate trends had as strong an effect 
on the decision of when to buy a car as 
more expected factors like unemployment 
and income.17 

• Low-income borrowers are particularly 
sensitive to changes in loan maturity 
according to a 2007 study, suggesting that 
the longer loan terms of recent years may 
have been an important spur for the rapid 
rise in auto loans to low-income house-
holds.18

• A 2018 study by researchers at the Univer-
sity of California, Los Angeles, tied the fall 
in transit ridership in Southern California 
to increased vehicle availability, possibly 
supported by cheap auto financing.19
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The rise in automobile debt since the 
Great Recession leaves millions of Ameri-
cans financially vulnerable – especially in 
the event of an economic downturn. 

• Americans are carrying car loans for 
longer periods of time. Of all auto loans 
issued in the first two quarters of 2017, 
42 percent carried a term of six years or 
longer, compared to just 26 percent in 
2009.20 Longer repayment terms increase 
the total cost of buying an automobile 
and extend the amount of time consum-
ers spend “underwater” – owing more on 
their vehicles than they are worth. 

• Many car buyers “roll over” the unpaid 
portion of a car loan into a loan on a new 
vehicle, increasing their financial vulner-
ability in the event of job loss or other 
crisis of household finances. At the end 
of 2017, almost a third of all traded-in 
vehicles carried negative equity, with 
these vehicles being underwater by an 
average of $5,100.21

• The increase in higher-cost “subprime” 
loans has extended auto ownership to 
many households with low credit scores 
but has also left many of them deeply 
vulnerable to high interest rates and 
predatory practices. In 2016, lending 
to borrowers with subprime and deep 
subprime credit scores made up as much 
as 26 percent of all auto loans originat-
ed.22

• Auto lenders – and especially subprime 
lenders – have engaged in a variety 
of predatory, abusive and discrimina-
tory practices that enhance consumers’ 
vulnerability, including:

 º Providing incomplete or confusing 
information about the terms of the 
loan, including interest rates.23

 º Making loans to people without the 
ability to repay.24

 º Discriminatory markups of loans 
that result in African-American and 
Hispanic borrowers paying more for 
auto loans.25

 º Pushing expensive “add-ons” such as 
insurance products, extended warran-
ties and overpriced vehicle options, the 
cost of which is added to a consumer’s 
loan.26

 º Engaging in abusive collection and 
repossession tactics once a consumer’s 
loan has become past due.27

Americans should not face crippling debt 
or abusive practices in the marketplace to 
secure the transportation they need. By 
strengthening consumer protections for 
auto borrowers and expanding transporta-
tion options, local, state and federal gov-
ernments can protect households from the 
financial vulnerability created by automo-
bile debt.   

To protect consumers in the automotive 
marketplace, policy-makers should limit 
abusive, predatory and discriminatory auto 
sales and lending practices, including by: 

• Closing loopholes that allow auto dealers 
to charge excessive interest rates; 

• Enforcing existing protections against 
fraud;

• Prohibiting discriminatory loan markups;

• Requiring lenders to determine ability to 
repay before issuing a loan;

• Addressing the inherent conflicts of inter-
est present in indirect lending through 
auto dealers, and expanding options for 
responsible lending to low-income Ameri-
cans.

To expand transportation options and en-
able more Americans to live without own-
ing a car, policy-makers should:
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• Increase public transportation service, 
with a particular focus on services that 
provide job access;

• Improve conditions for people who walk 
or bike;

• Incentivize carpooling, and encourage 
the deployment of shared mobility servic-
es such as carsharing that reduce the 
need for personal car ownership;

• Adopt land use and economic develop-
ment policies that encourage the location 
of homes and jobs in areas accessible to 
public transportation. 
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HENRY FORD IS WIDELY CREDITED with 
popularizing the automobile. But at least 
some of the credit belongs to a much less 
well-known automotive pioneer: John Jakob 
Raskob.

Ford’s innovations, including the adop-
tion of assembly line production, made his 
Model T relatively cheap compared with 
other vehicles on the market. But even the 
cost of a Model T (roughly $20,000 in today’s 
dollars) was out of reach for many early 20th 
century Americans.28 

In 1919, Raskob, an executive at General Mo-
tors, established the General Motors Accep-
tance Corporation, or GMAC, a financing 
unit that provided consumers with loans to 
buy new cars. By obtaining a loan through 
a financing firm like GMAC, consumers 
could drive a car away today and pay the 
cost over time. 

Thanks in part to its willingness to extend 
credit to customers (something Ford refused 
to do until 1928), General Motors emerged 
during the 1920s as America’s leading car-
maker. By 1930, three of every four new cars 
sold in America were bought on credit.

Over the past century, cars and credit have 
gone together like ice cream and apple pie. 
Indeed, financing is now, along with ser-
vice, one of the main sources of revenue for 
car dealers. Auto dealers don’t make much 
money selling cars – they make money sell-
ing loans to buy cars. 

Credit is just as critical to would-be car buy-
ers. In fact, a 2014 study by Federal Reserve 
economists found that consumer percep-
tions of interest rate trends profoundly 
shape consumers’ willingness to jump into 
the car market.29

Credit provides many Americans with the 
means to obtain a car of their choice. But it 
is also an invitation to trouble.

The need to own a vehicle to function in 
most communities leaves many Americans 
– especially low-income Americans – vul-
nerable to predatory practices. Auto lenders 
not only hold the keys to a vehicle, but in 
much of America, they also hold the keys 
to employment, education and recreation – 
all the good things of life that a century of 
auto-focused transportation and land use 
policies have put outside the effective reach 
of people who do not drive or do not have 
access to a car. 

This white paper tells the story of the dra-
matic boom in auto credit that followed the 
Great Recession and explores its implica-
tions for the transportation system and for 
consumers. It also highlights one of the hid-
den dangers of America’s approach to land 
use and transportation – an approach that 
virtually mandates costly car ownership as 
the price of admission to the economy and 
society. 

Early 20th century Americans associated 
automobiles with freedom. In the early 21st 
century, however, many Americans do not 
have the freedom not to own a car. That lack 
of freedom puts many Americans’ financial 
futures at risk, even as it harms our envi-
ronment and our quality of life. 

Innovators like Henry Ford and John Jakob 
Raskob sparked the growth of the automo-
bile industry a century ago. It will take a 
new group of innovators – in both the pub-
lic and private sectors – to create a transpor-
tation system with more choices, and real 
freedom, for more Americans. 

Introduction
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OVER THE LAST CENTURY, America’s 
suburbs, cities and towns have been built 
in ways that make it difficult or impos-
sible to live without access to a vehicle. As 
a result, car ownership is nearly universal 
in the United States, with 91 percent of all 
U.S. households having access to at least 
one car.30

Ownership of a car is often a lifeline that 
gives Americans access to employment, 
shopping, education and recreational oppor-
tunities. Currently, about 86 percent of U.S. 

workers commute to work by automobile. 
In non-metropolitan areas, 91 percent of 
workers commute by car. Even in princi-
pal U.S. cities within metro areas, which 
frequently have better access to transit op-
tions, 78 percent of residents rely on their 
car to get to and from work.31

Americans own more vehicles per capita 
than residents of other major countries 
around the world, including relatively 
prosperous countries such as Canada and 
those in western Europe. (See Figure 1.)

U.S. Public Policy Drives Most 
Households to Own Cars

FIGURE 1. VEHICLES PER CAPITA, UNITED STATES VERSUS OTHER 
COUNTRIES/REGIONS32
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Americans’ dependence on cars is no ac-
cident, and it is not exclusively the product 
of a “love affair with the car.” Rather, it has 
been shaped by the confluence of numer-
ous government policies that have left many 
Americans with few practical transportation 
options.

Highway Spending
Car dependence is partly a consequence 
of the existence of a vast highway network 
largely available for free and paid for by 
taxpayers, coupled with historical under-
investment in other modes of travel. The 
first federal funding program for highway 
construction was enacted in 1916.33 The 
construction of the Interstate Highway Sys-
tem cemented the place of automobiles and 
trucks as the centerpiece of America’s trans-
portation strategy.34

Since the creation of the Interstate Highway 
System, government funding has consis-
tently prioritized automobiles over other 
modes of mobility. Between 1956 and 2014, 
78 percent of all government capital ex-
penditures on transportation went toward 
highway construction and maintenance.35 
(See Figure 2.)

Incentives through the tax code also encour-
age the construction and use of infrastruc-
ture for private vehicles. For example, the 
federal income tax exclusion for commuter 
parking represents a tax subsidy of $7.3 bil-
lion per year for those who drive to work 
and park.37 

Land Use Policy and Sprawl
The dramatic expansion of the nation’s 
highway system helped fuel the expansion 
of suburban and exurban areas, with homes 
and jobs increasingly dispersed from the ur-
ban core. Over a span of 30 years, from 1960 
to 1990, the population of America’s suburbs 
increased by 50 percent while the popula-
tion of central cities declined.38 The spread 
of people and jobs across newly built sub-

FIGURE 2. GOVERNMENT CAPITAL 
INVESTMENT IN TRANSPORTATION 
SINCE 195636

urbs dramatically altered the nature of the 
American commute in ways that bred car 
dependence. In 1960, roughly two-thirds of 
all commutes began or ended in central cit-
ies, which often have the most robust transit 
service. By 2000, that figure had fallen to 38 
percent.39 

In addition, the introduction of single-use 
zoning across the U.S. laid the groundwork 
for car dependence. Zoning codes designat-
ed residential, commercial and shopping ar-
eas as distinctly separate entities, requiring 
Americans to use cars not just to get to work 
but also to complete mundane daily tasks 
like picking up a quart of milk at a store.40 

Compact development with denser residen-
tial construction and mixed-use buildings 
could create communities in which car own-
ership is less necessary. However, city, state 
and federal policies – often well-intentioned 
– have long encouraged car-dependent 
sprawl-style development and erected barri-
ers to development in compact cities. 
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Allocation of Street Space
In the early part of the 20th century, urban 
streets were used by a variety of transporta-
tion modes. The introduction of high-speed 
automobile traffic – along with the demand 
for ample land for parking – changed the 
ways in which American streets were used 
in ways that privileged the automobile. 

A 2014 study found that only 2.4 percent of 
street space in San Francisco was devoted to 
bus-only or bike-only lanes – this in a city 
in which private automobiles account for 
fewer than half of all trips.41 Parking also 
consumes vast amounts of urban land. A 
2015 study estimated that 14 percent of the 
incorporated land in Los Angeles County 
consists of parking for automobiles.42 Dedi-
cation of street space to high-speed auto-
mobile traffic and parking makes the use 
of other modes of travel – especially active 
forms of transportation such as bicycling 
and walking – inconvenient, unpleasant, 
unsafe or even impossible, reinforcing auto-
mobile dependence.

Lack of Available Alternatives
In many areas of American metropolitan 
areas, modes of travel other than driving 
functionally do not exist. Even in those 
places where public transit is present, it 
may not be frequent or fast enough to serve 
as a viable option. In the New York City 
area, for example, 75 percent of jobs are ac-
cessible with a 60-minute drive, while – de-
spite being the most transit accessible city 
in the country – only 15 percent of jobs can 
be reached with a 60-minute transit trip.43  

America’s relationship with the car has 
been shaped by public policy. By creating 
communities and transportation systems 
in which access to a car is the key to eco-
nomic success, educational advancement, 
sociability, fun and the ability to meet basic 
daily needs, public policy has also created 
a reality in which the significant financial 
burden of car ownership is imposed on 
nearly everyone.
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TRANSPORTATION IS THE second-largest 
expense for American households after 
housing.44 The average American household 
spends more than $4,000 a year on vehicle 
purchases, nearly $2,000 on fuel and motor 
oil, and nearly $1,000 a year each on vehicle 
insurance and repairs.45 No matter how you 
count it, owning a car is expensive.

America’s transportation system and land-
use patterns force most people to own a car. 
Americans have increasingly taken on debt 
in order to achieve vehicle ownership, often 
leaving themselves financially vulnerable. A 
2018 study of Canadian cities found that low-
income households in more auto-dependent 
neighborhoods carried higher levels of auto 
debt.46

Today, more Americans carry auto debt 
than ever before. The amount of auto debt 
outstanding is at an all-time high. And, 
when compared with the size of the econ-
omy, the only period in American history 
when auto indebtedness was greater than it 
is today was in the early 2000s during the 
run-up to the financial crisis.

Most Used Cars and Nearly All New Cars 
Are Bought on Credit
The high cost of car ownership forces many 
Americans to borrow in order to have reliable 
access to a car, with the share of Americans in 
debt for their vehicles climbing over time.

In the third quarter of 2018, 85 percent of all 
new car purchases relied on financing, com-

Car Dependence Forces 
Millions of Americans into Debt

FIGURE 3. PERCENTAGE OF NEW AND USED CAR PURCHASES THAT ARE FINANCED48
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pared with 75 percent in 2009. The same 
trend has occurred in the used car market 
as well, despite lower sticker prices than 
those for new vehicles. In 2009, 46 percent 
of used cars were bought using loans; by 
the third quarter of 2018, 53 percent of 
used car purchases were financed.47  

Outstanding Auto Credit Is at an All-
Time High
In the last decade, borrowing for car 
purchases has risen dramatically in the 
United States. By the third quarter of 2018, 
Americans owed $1.26 trillion on auto 
loans, an increase of 75 percent since the 
end of 2009 (51 percent when adjusted for 
inflation).49 The amount owed by the aver-
age American on their car loans increased 
from $2,960 in 2003 to $4,520 in 2017, an 
increase of 53 percent in nominal terms 
and 33 percent when adjusted for infla-
tion.50

FIGURE 4. TOTAL AMOUNT OF U.S. AUTO DEBT (NY FED DATA)51

Compared with the size of the U.S. econ-
omy, outstanding auto debt is larger now 
than at any time other than the period 
between the 2001 and 2007 recessions, at 
5.5 percent of gross domestic product.52 
The auto industry is notoriously cyclical 
(illustrated by Figure 5, next page) as con-
sumers buy vehicles in good times and 
put off purchases at times of high interest 
rates and economic uncertainty.53 Recent 
economic expansions, however, have coin-
cided with higher levels of auto debt as a 
share of GDP.

More Americans Have Outstanding Car 
Loans than Ever Before
Taking out a loan for a car has become an 
increasingly common option for achieving 
car ownership. Between the end of 2010 
and the third quarter of 2018, the number 
of auto loan accounts increased by 39 per-
cent, from 81.4 million to 113 million.55
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FIGURE 5. MOTOR VEHICLE LOANS OUTSTANDING AS SHARE OF GDP54 

nearly doubled, to 34 accounts per 100 
Americans.57 

FIGURE 6. NUMBER OF AUTO LOAN ACCOUNTS56

In mid-1999, there were approximately 
18 auto loan accounts open for every 100 
Americans. By mid-2017, that figure had 
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Auto Indebtedness Varies by Income, Age 
and Location
The rise in auto debt has not been uniform 
across the country. Residents of low-income 
neighborhoods, as well as older Americans, 
have experienced the biggest increases in 
auto indebtedness in recent years.

BY INCOME
In 2017, more auto loans were originated to 
residents of middle-income neighborhoods 
($265 billion) than to residents of higher-in-
come neighborhoods ($200 billion), accord-
ing to data from the Consumer Financial 
Protection Bureau (CFPB).58 While residents 
of low-income neighborhoods borrow far 
less for car purchases ($18 billion of loan 
originations in 2017), originations have in-
creased faster for those consumers than any 
other group since the Great Recession, eras-
ing the dramatic decline in auto lending to 
low-income consumers during the recession. 

Since 2009, borrowing by residents of low-
income neighborhoods has increased nearly 
twice as quickly as borrowing by residents 
of high-income neighborhoods. By 2017, loan 
originations in low-income neighborhoods 
had increased by 49 percent relative to 2005, 
an increase roughly in line with the rise in 
borrowing among higher income groups. 
(See Figure 7.)

FIGURE 7. AUTO LOAN ORIGINATIONS BY NEIGHBORHOOD MEDIAN INCOME59

BY AGE
The amount of auto debt Americans hold 
also varies by age. Perhaps unsurprisingly, 
people in the peak driving age groups be-
tween 30 and 59 years of age hold the most 
outstanding auto debt, with 40- to 49- year-
olds holding an average of $7,000 of auto 
debt per capita. Older Americans, who are 
less likely to drive, and younger Americans, 
who are less likely to own a vehicle of their 
own, owe the least on auto loans.60
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FIGURE 8. AUTO DEBT PER CAPITA BY AGE63

Over the last decade, however, auto debt 
has been increasing fastest among the old-
est Americans, those aged 70 and above, 
who hold 73 percent more auto debt per 
capita than they did in 2007. The rise in auto 
debt among older Americans is consistent 
with a broader phenomenon described by 
the Federal Reserve Bank of New York as 
the “graying of American debt,” in which 
indebtedness for older Americans has in-
creased across the board relative to younger 
Americans.61 Increasing debt may also be 
leading to an increase in the rate of bank-
ruptcy filings among older Americans.62

By contrast, auto debt has grown least 
quickly among the youngest Americans, 
those aged 18 to 29. Between 2007 and 2017, 
the amount of auto debt held by the average 
young adult increased only 16 percent in 
nominal terms, and actually decreased rela-
tive to inflation. Auto borrowing fell more 

dramatically among younger Americans 
than older Americans during the Great 
Recession, while borrowing among both 
groups has rebounded in the years since the 
recovery began. (See Figure 8.)

BY STATE
The growth of auto lending has also not 
been uniform across the country. 

The average Texan owed just over $6,500 on 
his or her auto loans in 2017, nearly twice 
as much as the average resident of New 
York State, according to data from the Fed-
eral Reserve Bank of New York.64 Indeed, 
the average Texan owed a full $1,000 more 
in auto loans than the average resident of 
any other state. Texas, Louisiana, Georgia, 
Arkansas and Wyoming were the top states 
for outstanding auto loans per capita. The 
District of Columbia, New York, Wiscon-
sin, Connecticut and Rhode Island had the 
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lowest amount of auto debt outstanding 
per capita. High levels of per-capita vehicle 
ownership and the popularity of more 
expensive vehicle styles such as trucks and 
SUVs may be contributing factors to dif-
fering levels of auto debt exposure across 
states. (See Figure 9 below.)

FIGURE 9. AUTO LOANS OUTSTANDING PER CAPITA65

Americans carry more auto debt than ever 
before and indebtedness continues to in-
crease. Compared to the size of the overall 
economy, auto debt is higher than it has ever 
been with the exception of the years leading 

up to the financial crisis. More Americans 
hold outstanding auto loans than ever be-
fore. And among certain groups of Ameri-
cans – particularly older Americans – auto 
debt is rising even more quickly than it is 
for the general population. 

The rise in auto debt is at least partly the 
result of historically low interest rates in 
the wake of the Great Recession and looser 
lending standards. And the implications for 
consumers and for the transportation sys-
tem are significant.
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Low Interest Rates and Loose Credit 
Have Fueled the Auto Borrowing Boom

AS THE AMERICAN ECONOMY recovered 
from the Great Recession, more Americans 
had the resources and the confidence to 
incur financial obligations such as borrow-
ing for a car. But an array of actors – from 
the Federal Reserve to Wall Street investors 
to lenders to car dealers – have also worked 
to make financing the purchase of a new or 
used car easy and attractive. Low interest 
rates, longer repayment terms for loans, and 
the expansion of auto lending to borrowers 
with low credit scores have all helped to 
fuel the rise in auto borrowing.  

installment sales contract between the buyer 
and the dealer. The dealer then typically 
sells the contract to a lender – either a “cap-
tive” lender owned by the manufacturer 
(such as Ford Credit or Toyota Financial 
Service) or a bank, credit union or finance 
company. Some used car dealers – called 
“buy-here, pay-here” dealers – finance con-
sumer purchases themselves.

Consumers who work diligently to negotiate 
a lower price on a car may not think to do 
the same with financing arranged through 
a dealer, even though the latter can be far 
more profitable for a dealer, and more costly 
for a consumer over the long run. Financ-
ing a purchase through a dealer empowers 
the dealership to select the lender, much as a 
mortgage broker serves as a middleman dur-
ing the home-buying process.66 Dealers often 
mark up interest rates for consumers, recoup-
ing the difference as profit.67 According to 
the Center for Responsible Lending, buyers 
with dealer-financed cars in 2009 alone will 
end up paying $25.8 billion in interest over 
the life of their loans due to these markups.68 
Dealers may also sell and finance add-on ser-
vices of little value to consumers that further 
pad the dealer’s profits.

In the market for consumers with low credit 
scores, auto finance companies are domi-
nant players, originating approximately 
two-thirds of all loans to borrowers with 
credit scores under 660.69 (See Figure 10.)

The Role Lenders Play in the Auto 
Finance Market
Consumers can borrow for a car in one of 
two ways: 

• Seek a loan from a bank or credit union. 

• Finance the purchase through a dealer, 
which often then arranges for financing 
on the customer’s behalf.

Seeking a loan from a bank or credit 
union often results in better terms for 
consumers. Banks or credit unions only 
profit from the loan itself, while financing 
a loan through a dealer creates additional 
opportunities for dealers to profit, often at 
consumers’ expense.

Financing obtained from a dealer is often 
technically not a loan but rather a retail 
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FIGURE 10. AUTO LOAN ORIGINATIONS TO BORROWERS WITH LOW CREDIT 
SCORES (<660) BY LENDER TYPE70

Buy-here, pay-here lots keep their lending 
in-house and play a particularly important 
role in the subprime market. While the high 
default rate on loans originated at buy-here, 
pay-here lots would spell doom for other 
lenders – currently about a quarter of these 
customers default on their payments – buy-
here, pay-here dealerships charge high 
interest rates and often add equipment to 
vehicles to make them easier to repossess 
and resell.71 An analysis by the Los Angeles 
Times of the lifecycle of a used car sold on a 
buy-here, pay-here lot in Kansas City found 
that the car, with a Kelley Blue Book value 
of $5,350, was first sold at the buy-here, pay-
here lot for nearly twice that price at $11,000. 
Then, in the span of only three years, that 
same car was repossessed and resold eight 
times, each time being sold at double or 
even triple the car’s actual value.72

Low Interest Rates Fuel Car Purchases
The financial crash of 2008 left few corners 
of the economy untouched. The U.S. econ-
omy lost a total of 8.7 million jobs during 
the crash and the ensuing recession, a factor 
that contributed to a decline of more than 10 
percent in purchases of durable goods from 
2007 to 2009.73

The impact of the Great Recession on the 
automobile market was even more pro-
nounced; from 2007 to 2009, annual car 
sales in the United States plummeted by 36 
percent.74 

Looking to jump-start the economy and 
boost the troubled auto industry, the federal 
government took several steps to encour-
age people to buy cars. The 2009 Cash for 
Clunkers program incentivized customers 
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FIGURE 11. INTEREST RATE ON 48-MONTH COMMERCIAL BANK AUTO LOAN80

to trade in their old cars in the hope that 
they would buy new, fuel efficient ones. The 
$2.8 billion program temporarily boosted 
new car sales during the worst of the reces-
sion and spurred car manufacturers – in-
cluding those that had just been bailed out 
by taxpayers – to increase new car produc-
tion modestly.75 The bailout also extended 
to captive auto finance companies General 
Motors Acceptance Corporation (later Ally 
Financial) and Chrysler Financial, enabling 
the companies to loosen lending standards, 
making it possible for more borrowers to 
obtain financing for a car.76 At the same 
time, in an effort to encourage consumers to 
begin spending again, the Federal Reserve 
reduced its key interest rate to its lowest 
point in history.77 

As the economy regained its footing, so too 
did car sales; both new and used vehicle 
sales in the U.S. rose for seven consecutive 
years.78

The low interest rates adopted by the Fed-
eral Reserve to help pull the nation out of 
the Great Recession did not end with the 
beginning of the recovery. Indeed, well 
after the economic recovery was underway, 
the average interest rate for a 48-month 
auto loan at a commercial bank fell to 4.0 
percent in late 2015, the lowest level since 
at least 1972.79 Despite the recent rise in 
interest rates, the commercial bank rate for 
a 48-month loan at the end of 2017 was still 
similar to that of late 2012, when the eco-
nomic recovery was just beginning to gain 
momentum. (See Figure 11.)
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Low interest rates spur auto sales. Accord-
ing to a 2014 report by researchers with the 
Federal Reserve Bank, consumer percep-
tions of interest rate trends have an im-
portant – and perhaps decisive – effect on 
consumers’ auto purchasing decisions. The 
authors state:

“[C]redit conditions are a significant 
influence on auto sales, as large as fac-
tors such as unemployment and income. 
Estimates from the household-level 
model show that the new car pur-
chases of households that are more 
likely to depend on credit are par-
ticularly sensitive to assessments 
of financing conditions, and that 
households are a bit more likely to 
purchase vehicles when they ex-
pect interest rates to rise in the next 
year.”81 (emphasis added)

A 2018 analysis reinforced that consumers’ 
car-buying choices are strongly influenced 
by interest rates. The analysis estimated that 
a 1 percentage point increase in the inter-
est rates faced by consumers and manufac-
turers resulted in a decline in car sales of 
112,500 in the first year after the increase.82 
(Other research suggests that higher income 
consumers are more sensitive to interest 
rates and lower income consumers more 
sensitive to the length of time permitted for 
repayment of the loan).83

In a 2018 study, researchers at the University 
of California, Los Angeles, (UCLA) found 
that what determines if a consumer can 
afford to purchase a vehicle is its “effective 
price.” This price is not the actual sticker 
price a consumer may see on the windshield 
of an SUV at the dealership, but rather the 
amount of money a consumer would have 
to pay in order to drive the new car home. 
In short, “vehicles can become more afford-
able not just if their price declines, but also 
if financing that price becomes easier.”84

The effect of interest rates on auto purchas-
ing may be seen in trends during the 2000s. 
Between the fourth quarter of 2000 and the 
second quarter of 2004, the interest rate for a 
48-month bank loan fell from 9.64 percent to 
6.43 percent as the Federal Reserve slashed 
interest rates to stimulate the economy in 
the wake of the dot-com bust. During this 
period of time, outstanding auto loan bal-
ances skyrocketed, increasing by 58 percent 
(in nominal terms) over a period of three 
and a half years. Interest rates then reversed 
course, increasing to 7.92 percent in the 
third quarter of 2007, immediately prior to 
the beginning of the Great Recession. Dur-
ing this period, the growth in auto credit 
flatlined, rising by only 10 percent in nomi-
nal terms and not at all when adjusted for 
inflation.85

The availability of low interest rates, as well 
as the perception that interest rates will be 
higher in the future, are among the leading 
factors in shaping consumers’ willingness 
to purchase a car now. The low interest rate 
regime that has prevailed since the Great 
Recession (until the recent series of Federal 
Reserve interest rate hikes) has helped to fuel 
car sales. But other changes in the auto credit 
landscape have also helped to juice car sales 
since the end of the Great Recession. 

Looser Lending Expands Range of 
Potential Borrowers
Compared with mortgage loans, repay-
ment of auto loans held up surprisingly 
well during the Great Recession. “[S]erious 
delinquencies for auto loans … rose slightly 
during the financial crisis, though those 
increases were modest and short-lived,” 
according to a recent report by the credit 
bureau TransUnion.86 During the recession, 
consumers prioritized car payments over 
payments on other loans, including mort-
gages, because cars are essential for many 
consumers to get to work and because it is 



PAGE 23

easier for lenders to repossess a car than to 
foreclose on a house.87 As one hedge fund 
manager noted in a 2017 interview with The 
Financial Times, during the recession 
“[c]onsumers tended to default on their 
house first, credit card second and car 
third.”88 Technological changes have also 
made it easier and less costly to repossess 
vehicles, increasing lenders’ comfort level 
with lending to people with poorer credit 
histories. (See “Abusive Collection and Re-
possession Tactics,” page 29.)

As a result, lenders have taken several steps 
in recent years to expand auto lending that 
would once have been considered too risky, 
including extending the length of repay-
ment terms, lending at higher loan-to-value 
ratios, and lending to borrowers without 
consideration of their ability to repay. 

LONGER LOAN TERMS
One way lenders have reduced monthly 
payments and expanded the range of po-
tential borrowers is by extending the repay-
ment terms on auto loans. Traditionally, a 
48-month loan on a new car was standard 
in the auto industry. Today, according to 
Experian, the average term of a new car 
loan is more than 68 months, while the aver-
age term of a used car loan is more than 64 
months.89

Loan terms that would once have been seen 
as uncommonly long have now become the 
norm: In 2009, 26 percent of all auto loans 
carried a term of six years or more; in 2017, 
the percentage of six-year or longer loans 
climbed to 42 percent.90

Longer loan terms may be justified to some 
degree by the fact that today’s vehicles are 
driven longer than previous generations of 
cars and trucks. The average age of a light-
duty vehicle on the road increased from 8.4 
years in 1995 to 11.6 years in 2016.91 How-
ever, vehicle depreciation typically depends 
largely on conditions in the marketplace. 

In 2011, due to strong demand and limited 
supply of used cars, annual depreciation 
on a two- to six-year-old used car fell to 8.3 
percent, compared with typical depreciation 
rates of 16 percent prior to the Great Reces-
sion. In 2018, depreciation was expected to 
increase to 17 percent as the torrent of new 
cars sold over the last six years begins to 
make its way into the used vehicle market.92

So, while longer-term loans result in smaller 
monthly payments that increase the short-
term affordability of a vehicle purchase, the 
speed with which vehicles depreciate in 
value leaves more consumers “underwater” 
on their loans (that is, owing more on the 
loan than the vehicle is worth), increasing 
the risk of default and repossession. Longer 
loan terms also mean more money spent on 
interest payments in total. 

Research suggests that longer loan terms are 
particularly important in encouraging low-
income borrowers to purchase cars, while 
higher income purchasers are more sensi-
tive to changes in interest rates.93

Longer loan terms are also associated with 
larger loans, enabling consumers spend 
more on a car while keeping monthly pay-
ments low. According to an analysis done 
by the Consumer Financial Protection 
Bureau, those taking out six-year car loans 
borrowed $5,200 more on average than 
consumers with five-year loans, while loans 
lasting seven years or longer were on aver-
age $12,100 bigger than five-year loans.94

Consumers with lower credit ratings are 
also more likely to have longer loans. The 
same Consumer Financial Protection Bureau 
analysis found that the average credit score 
of a borrower taking out a six-year auto loan 
is 39 points below that of a borrower with a 
five-year term auto loan.95 Because subprime 
borrowers typically pay higher interest rates 
on auto loans, the effect of longer loan terms 
on the total cost of the vehicle over time is 
magnified.  
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As a result, consumers with longer-term 
auto loans are more likely to end up in a 
precarious financial position on their loan. 
A borrower with a six-year loan is twice 
as likely to default as one with a five-year 
loan.96 After defaulting, consumers will 
often have their cars repossessed and suf-
fer lasting damage done to their financial 
standing.  

SUBPRIME LENDING
The recovery from the financial crisis of 
2008 featured an expansion of “subprime” 
auto loans – those to consumers with lower 
credit ratings or other blemishes on their 
credit history that suggest they may be 
more likely to default on their debt pay-
ments than other consumers.97 

In 2007, subprime and deep subprime loans 
accounted for 23 percent of all U.S. auto debt 
outstanding; by the end of 2009, only 14 
percent of auto debt was subprime or be-
low.98 The surge in subprime lending during 
the economic recovery caused that figure 
to bounce back quickly. By 2016, lending to 
subprime and deep subprime borrowers 
made up as much as 26 percent of all auto 
loans originated that year.99 

Increasing investor demand for high-yield 
bonds was among the factors that led lend-
ers to loosen lending standards for car 
loans. From 2011 through mid-2016, more 
banks loosened credit standards for auto 
loans than strengthened them, making it 
easier for borrowers to qualify for loans.100 

Some lenders have also engaged in ques-
tionable lending practices reminiscent of 
mortgage lending trends leading up to the 
2008 housing market crash, including ex-
tending loans to consumers without full 
consideration of their ability to pay. To find 
more borrowers whose debt could be bun-
dled into securities and sold on the stock 
market in high-risk, high-profit bundles, 
some lending institutions became lax.101 

For example, in 2017, Santander Consumer 
Holdings Inc., one of the largest U.S. auto 
lending firms, was found by Moody’s to 
have verified the income of borrowers on 
only 8 percent of auto loans it then bundled 
into $1 billion worth of bonds and sold to 
investors.102

Lenders have, to some degree, ameliorated 
the risk of making loans that borrowers do 
not have the ability to repay with technolog-
ical advances that make it easier for lenders 
to repossess vehicles of delinquent bor-
rowers more easily than ever before. These 
technologies include GPS vehicle tracking 
devices and ignition kill switches that allow 
a lender to remotely disable a vehicle if a 
payment is missed.103 By some estimates, as 
many as 70 percent of vehicles purchased 
with subprime financing have one of these 
technologies installed.104 

RISING NEGATIVE EQUITY
When a consumer obtains a mortgage to buy 
a home, lenders verify that the value of the 
asset is greater than the amount of money 
being loaned to purchase it. When the value 
of a loan exceeds the value of the asset (loan-
to-value ratio) the borrower is said to be “un-
derwater” or to possess negative equity.

Unlike mortgage lenders, auto lenders often 
make loans that exceed the value of the 
car. Auto dealers will often finance “add-
on” products such as anti-theft devices and 
overpriced accessories that add little to the 
value of the car, as well as insurance prod-
ucts and extended warranties that often 
provide little benefit. Dealers will also often 
“roll over” the unpaid balance of a previous 
loan (the portion that exceeds the value of 
the trade) to a new loan.

As a result, the loan-to-value ratio for car 
loans can often exceed 100 percent. The av-
erage loan-to-value ratio of securitized auto 
loans was 110 percent on subprime loans in 
2017; it was 96 percent for prime loans.105
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More Americans are underwater on their 
car loans than at any time in recent history. 
Nearly one-third of all cars traded in during 
2017 were worth less than the outstanding 
balance on the loan used to purchase them, 
up from 20 percent during the recession 
year of 2009.106 The average negative equity 
on those trade-in vehicles was $5,130, up 
from $4,075 ten years earlier.107  

Similar trends have been present in used 
car markets. One-quarter of all trade-ins in 
2016 towards the purchase of a used vehicle 
carried negative equity, underwater by an 
average of $3,635.108 

The consistent rolling of unpaid balances 
into loans for new vehicles has created what 
is called the “trade-in treadmill” in which 
consumers continue to rack up negative 
equity with every successive trade-in and 
purchase.109

The expansion of auto lending in the last de-
cade has led to financial vulnerability by in-
creasing consumer indebtedness. It has also 
been accompanied by the growth of abusive 
and predatory practices by some lenders.



PAGE 26 

Abusive and Predatory Loan Practices 
Put Consumers at Risk

THE EXPLOSION OF AUTOMOBILE lend-
ing since the financial crisis has left many 
consumers financially vulnerable, especially 
in the event of an economic downturn. 
Some consumers, however, have been left 
especially vulnerable by deceptive, abusive, 
predatory and discriminatory loan practic-
es, particularly in the subprime auto lend-
ing market.

Excessive Interest Rates
Subprime lenders often charge high interest 
rates to low income or credit-poor borrow-
ers who see these loans as their only op-
portunities to buy a vehicle.110 These interest 
rates are justified by lenders on the basis of 
the higher risks that these borrowers pres-
ent. However, some lenders have exploited 
loopholes in state usury laws to charge 
interest rates higher than would otherwise 
be permitted. 

In some states, dealers who finance vehicles 
themselves (so-called “buy here, pay here” 
dealerships) are exempt from state usury 
laws. States with usury limits see a higher 
proportion of subprime sales made with 
financing through these dealers.111 While 
financial institutions themselves may not 
be able to make high-interest loans directly, 
they can participate in them by purchas-
ing high-interest loans from car dealers.112 
In one package of securities offered by 
Santander Bank, 57 percent of the so-called 
“indirect” loans from New York state ex-
ceeded the state’s civil usury cap.113

Excessively high rates are problematic 
for borrowers because they increase the 
chance that borrowers will default. The 
consequences of an auto loan default can 
haunt consumers for years – sometimes 
decades – through wage garnishment and 
other means.114 A 2018 investigative story 
by the auto industry website Jalopnik iden-
tified at least one borrower continuing to 
have wages garnished for payment of a loan 
incurred on a car that had been repossessed 
more than two decades earlier.115 

Misleading and Incomplete Information
Subprime lenders and dealers may pro-
vide borrowers with false, misleading, or 
inadequate information about the cost of a 
vehicle, the presence of add-on products, or 
the terms of an auto loan. 

The increasing use of e-contracts has 
opened up new opportunities for abuse, as 
consumers often find it difficult to review 
important information in fine print and may 
not even be confident that the contract they 
are signing matches the terms of sale agreed 
to with the dealer. This can allow unscru-
pulous dealers to sell cars above the agreed-
upon price, tack on high-cost add-ons that 
benefit the dealer, overcharge license fees, 
sell cars that don’t pass emissions tests, or 
layer on false “government fees.”116 Using 
e-contracts instead of paper contracts also 
means that consumers don’t have a paper 
copy to refer to, which makes it more dif-
ficult for them to understand and compare 
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the terms of the agreement or pursue legal 
action. 

Even without e-contracts, dealers can em-
ploy bait-and-switch tactics that lure con-
sumers with promises of low interest rates, 
only to saddle them with additional costs. 
In 2016, the Consumer Financial Protection 
Bureau, which has jurisdiction over “buy-
here, pay-here” dealers, took action against 
a Greeley, Colorado, used car dealer that 
advertised 9.99 percent annual percentage 
rate financing, only to require customers to 
purchase add-ons such as a $1,650 repair 
warranty and a $100 GPS tracking device.117

Another way that dealers can take advan-
tage of borrowers with misleading or in-
sufficient information is through “yo-yo” 
sales.118 Dealers will first push consumers 
into a conditional sales agreement rather 
than a final sale. Then, after the buyer has 
taken the car home, the dealer will claim 
that they can’t fund the loan and will re-
quire the borrower to return the car and 
renegotiate a new loan that will most likely 
be to the borrower’s disadvantage. Dealers 
will sometimes tell buyers that the down 
payment made based on the conditional 
agreement is non-refundable or that their 
trade-in vehicle has already been sold, fur-
ther increasing the pressure on consumers 
to sign off on the revised agreement.119

Lending Without Considering Ability to 
Repay
In the run-up to the mortgage crisis of the 
late 2000s, mortgage lenders often made 
loans without full consideration of the bor-
rower’s ability to repay. When the market 
went bust, these loans frequently went bad. 
A 2015 study identified widespread over-
statement of income on mortgage applica-
tions in low-income areas between 2002 and 
2005, overlapping with areas experiencing a 
surge in mortgage credit. Income overstate-
ment was associated with “terrible economic 
and financial economic outcomes after the 

boom including high default rates, negative 
income growth, and increased poverty and 
unemployment.”120

Similar practices have been reported in the 
auto lending sector. In May 2017, Moody’s 
analysts found that Santander, a major 
player in the subprime auto lending indus-
try, was making little to no attempt to verify 
borrowers’ income.121 As noted earlier, the 
report stated that the company only veri-
fied borrower income on 8 percent of the 
loans that were subsequently bundled into 
$1 billion in securities and sold to inves-
tors. Income inflation by dealers and lack of 
verification on the part of financial institu-
tions harms consumers, who end up getting 
stuck with cars and payments they cannot 
afford.

Discriminatory Practices
Discriminatory practices in auto pricing and 
lending stretches back decades, driven by 
auto dealers and enabled by lenders. Evi-
dence of possible or confirmed discrimina-
tion includes:

• An analysis of more than 3 million 
loan records, representing loans made 
between 1993 and 2004, found that 
African-Americans were charged an 
average of $300 to $500 more for car loans 
than white borrowers, with Hispanic 
borrowers also paying higher markups 
than non-Hispanic white borrowers.122

• Between 1998 and 2006, 11 lenders settled 
lawsuits related to discriminatory lending 
practices.123

• In 2013, the CFPB ordered Ally to pay $80 
million in damages to African-American, 
Hispanic and Asian and Pacific Islander 
borrowers harmed by the company’s 
practices, which allowed dealers to 
charge higher markups for them than for 
similarly situated non-Hispanic white 
borrowers. Ally was also required to pay 
$18 million in penalties.124
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• In 2015, the CFPB took action against 
Fifth Third Bank for discrimina-
tory practices that led to thousands of 
African-American and Hispanic borrow-
ers paying, on average, $200 more for 
auto loans, with the bank paying $18 
million in damages.125 The bureau also 
reached a settlement with American 
Honda Finance in 2015 that required the 
company to pay $24 million in restitu-
tion to minority borrowers and adjust its 
lending practices to prevent discrimina-
tion.126

• In 2016, the CFPB reached a settlement 
with Toyota Motor Credit over practices 
that led many African-American borrow-
ers to pay $200 more, on average, on auto 
loans, and Asian and Pacific Islanders to 
pay an average of $100 more.127

Auto lenders have also been accused of 
similar discriminatory practices in the mar-
keting of “add-on” products (see below). A 
2017 analysis by the National Consumer 
Law Center found that Hispanic-surnamed 
buyers paid higher markups for service 
contracts than non-Hispanics in 44 states.128

In 2018, Congress passed and President 
Trump signed legislation revoking the 
CFPB guidance on indirect (i.e., dealer-
arranged) auto lending that had provided 
notice to lenders that actions like those 
against Ally, American Honda Finance, 
Fifth Third Bank and Toyota Motor Credit 
may occur.129 This congressional action, 
while it does not alter the CFPB’s statu-
tory authority to address discrimination in 
auto lending, may make it more likely that 
discriminatory auto lending practices will 
go unchallenged.

Bogus and Unnecessary Fees and 
Products
Subprime lenders and dealerships some-
times find ways to charge inflated or bogus 

fees or sell consumers expensive “add-on” 
products that are then added to the initial 
size of a car loan.130 The combination of 
extremely high interest rates and question-
able fees results in added financial stress for 
borrowers. 

The National Consumer Law Center divides 
add-on products into “hard” and “soft” 
add-ons. Hard add-ons are products that 
are physically added to the vehicle, such as 
navigation systems or racing stripes, while 
soft add-ons often take the form of service 
contracts or products that promise consum-
ers protection against vehicle damage or 
theft.131

Dealers can steer customers towards over-
priced add-on products,  sometimes giv-
ing the impression that these add-ons are 
mandatory.132 These products are often sold 
in packages that combine add-ons such as 
“Guaranteed Asset Protection” insurance, 
vehicle service contracts, credit life and dis-
ability insurance, rustproofing, theft deter-
rent packages and window etching.133 

In 2018, Wells Fargo was ordered to pay 
a $1 billion fine for charging more than 
half a million car loan customers for ad-
ditional insurance they did not need and 
for violations related to its mortgage lend-
ing business.134Approximately 20,000 people 
lost vehicles as a result of the extra charges. 
Wells Fargo is also required to provide 
hundreds of millions of dollars in relief to 
affected customers.135 

Inflated fees can add to the initial cost of a 
vehicle. For example, a dealer working with 
the financing firm Credit Acceptance was 
found to be charging unnecessary fees such 
as a $209 “fees to public officials,” when 
it only cost the dealer about $10 to file the 
required paperwork with the state.136

Lenders can also push borrowers into re-
payment plans that generate additional 
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interest and fee income for the lender at 
the consumer’s expense. A report by the 
National Employment Law Center and the 
AFL-CIO found that Santander employees 
pushed clients to add “extensions, tempo-
rary reductions in payment plans, and loan 
remodifications” that increased loan costs.137

Abusive Collection and Repossession 
Tactics 
Lenders are within their rights to repossess 
vehicles for which consumers are unwill-
ing or unable to pay. However, collection 
tactics by auto lenders can sometimes cross 
the line into abuse, while the increased ease 
of repossession due to new technology has 
turned repossession itself into a business 
model – one that subjects consumers to un-
necessary pain.

In 2014, for example, the Consumer Finan-
cial Protection Bureau fined the nation’s 
then-largest buy-here, pay-here dealership 
group, DriveTime, $8 million for harassing 
borrowers at work, harassing references 
supplied at the time of the loan, repeatedly 
making phone calls to wrong numbers, and 
providing inaccurate information about bor-
rowers to credit bureaus. According to the 
CFPB news release about the case, at least 
45 percent of DriveTime’s loans were delin-
quent at any given point and the company 

employed hundreds of collections employees 
who made tens of thousands of collection 
calls every weekday.138 

Some auto lenders have figured out ways to 
benefit from repossessions at the expense of 
borrowers. In many repossession cases, bor-
rowers who are “underwater” on their loans 
end up with an outstanding balance even 
after the vehicle is repossessed. This enables 
the lender to collect repossession fees, go 
after past-due payments, and in some cases, 
sue delinquent borrowers for the remaining 
balance.139 

While consumers often have the ability to 
regain repossessed vehicles by becoming 
current on the loan, some lenders encour-
age consumers to regain possession of their 
vehicles even though the borrower does not 
have the financial capacity to remain current 
on payments. Santander, for example, has been 
accused of trying to return borrowers’ repos-
sessed cars, even when it was obvious that 
the borrower wouldn’t be able to afford their 
payments. The same customers repeatedly had 
the same car repossessed, as many as three or 
four times, pulling them into a cycle that in-
creased their debt.140 A former employee stated 
that there was a pressure in the reinstatement 
department to get as many customers as pos-
sible back in their repossessed cars, although 
the company disputes this. 
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Impacts and Implications of the 
Auto Lending Boom

THE AUTO LENDING BOOM of the mid-
2010s will have a lasting impact on how 
Americans travel and on the financial sta-
bility of millions of American households. 
Cheap auto credit has already fueled a surge 
in the number of cars on the road, which 
has contributed to increased driving and 
more congestion, and has contributed to the 
fall in transit ridership. It has also exposed 
many Americans to new financial vulnera-
bility – especially in the event of a recession. 

2014, the number of miles driven on Ameri-
can roads also increased sharply, rising by 5 
percent between 2014 and 2016.143 The rise in 
driving contributed to:

• Increases in traffic fatalities and injuries. 
The period from 2014 to 2016 saw the 
largest two-year increase in traffic deaths 
in more than a half century.144

• A 7 percent increase in gasoline 
consumption between 2012 and 2016, 
following five consecutive years of 
declines.145

• A 6 percent increase in greenhouse gas 
emissions from transportation between 
2012 and 2016.146

Increased vehicle ownership made possible 
by easy and inexpensive credit may also 
have contributed to recent declines in transit 
ridership in U.S. cities. A 2018 report from 
researchers at the University of California, 
Los Angeles concluded that vehicle owner-
ship rose dramatically in Southern Cali-
fornia between 2010 and 2015, particularly 
among those segments of the population 
most dependent on public transportation 
and that it was unclear whether rising 
incomes, as opposed to other factors, were 
responsible. Modeling work conducted by 
the researchers was shown to “reinforce the 
idea that vehicle access is the decisive factor in 
transit use.”147 (emphasis added)

The loosening of availability of auto credit 
in the 2010s, therefore, likely led to many 

More Cars, More Driving
The easy availability of credit and low 
interest rates of the mid-2010s contributed 
(along with the broader economic recovery 
and pent-up demand from the recession) 
to a surge in new vehicle sales, as well as 
an increase in the number of vehicles on 
the road. This increase corresponded with 
a surge in vehicle travel and a decline in 
transit ridership.

New car sales surged between 2009 and 
2016, an unprecedented seven-year string of 
sales increases that culminated in a record 
sales year in 2016.141 Increased sales led 
directly to a jump in the number of cars 
on the road. Between 2010 and 2016, the 
number of registered motor vehicles in the 
United States increased by 7.5 percent, or 
18.8 million, compared with a slight decline 
over the previous six years.142  

During the same period, and especially 
following the collapse in gas prices in late 
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FIGURE 12. PERCENT OF U.S. AUTO DEBT THAT IS 90+ DAYS DELINQUENT150 

more Americans having access to a vehicle 
– and the access to jobs, education and rec-
reational opportunities that often come with 
it. However, that rise in vehicle access came 
with significant costs to the quality of public 
health and safety, environmental health, and 
the financial stability of transit agencies that 
provide critical services in our communities. 

Financial Vulnerability for Households
The surge in vehicle sales and rise in out-
standing auto credit has also left millions of 
American households more vulnerable to 
financial difficulty, particularly in the event 
of an economic downturn or a rise in gaso-
line prices. 

Those most vulnerable are those who can-
not keep up with their car payments, es-
pecially those saddled with high-interest 

subprime loans. The percentage of auto 
loans more than 90 days delinquent sur-
passed 4 percent in the fourth quarter of 
2017, a level well above the 2 to 3 percent 
delinquency rates common prior to the 
Great Recession.148 

Vehicle repossessions have continuously 
climbed since 2012, and could reach as 
high as a record 2 million per year if the 
economy were to fall into recession.149 

Increases in delinquencies and reposses-
sions are things one might expect to see in 
a worsening economy. However, the U.S. 
economy remains relatively strong, rais-
ing concerns about the likely impact on 
auto borrowers in the event of an economic 
downturn.
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After the Auto Loan Boom: 
Expanding Transportation Choices 
and Protecting Consumers

THE SURGE IN AUTO CREDIT over the 
last decade has left millions of Americans 
owing more on their cars than they are 
worth. Many Americans are struggling to 
pay off those loans, despite a booming U.S. 
economy, while others face the risk of los-
ing their vehicles in even a mild economic 
downturn. By flooding our streets with 
more cars and SUVs, easy auto credit has 
contributed to increased pollution, death 
and injury on our roads. 

The root causes of these problems run deep. 
We have built a transportation system that 
requires most Americans to own a car in 
order to access a job, education, health care 
or recreation. And our model of economic 
growth prioritizes near-term boosts in GDP 
– “sugar highs” created through injections 
of cheap credit, tax cuts or government 
spending – over the deliberate building of 
real wealth through investments that benefit 
our health, our environment, and the qual-
ity of life in our communities. 

To deal with the repercussions of the auto 
loan surge, policymakers must take action. 

Protect Consumers from Auto Lending 
Abuses
Abuses in the auto lending market, particu-
larly the subprime market, highlight the 
need for stronger consumer protections for 
auto borrowers. State and federal officials 
should act to limit abusive, predatory and 

discriminatory auto sales and lending prac-
tices, including closing loopholes that allow 
auto dealers to charge excessive interest 
rates, enforcing existing protections against 
fraud, ending discriminatory dealer mark-
ups, and requiring lenders to determine 
borrowers’ ability to repay the loan.

Consumers should also educate themselves 
in order to avoid some of the common tricks 
and traps that arise when purchasing a new 
or used car. U.S. PIRG has produced a series 
of consumer tips for auto borrowers that can 
be found in the appendix of this report.

Expand and Improve Transportation 
Choices
Automobile ownership is a costly ticket to 
the American dream. No American should 
have to invest a large share of their life sav-
ings in a rapidly depreciating asset just to be 
able to live a full life – especially when the 
cost of that auto dependence includes con-
gestion, pollution and harm to public health 
and safety that affect us all.

Metropolitan areas with more compact 
land-use patterns and more public trans-
portation options tend to require residents 
to spend less of their household income on 
transportation. The average resident of the 
transit rich New York metro area, for ex-
ample, spends $6,000 less on transportation 
annually than the average resident of the 
Houston area. (See Table 1.)
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TABLE 1. HOUSEHOLD EXPENDITURES ON TRANSPORTATION AS SHARE OF 
TOTAL CONSUMER EXPENDITURES151

To create more transportation choices for Americans and to allow more of them to 

live “car-free” or “car-light” lifestyles, the 
nation should do the following: 

• Encourage compact, mixed-use devel-
opment patterns that can be effectively 
served by public transportation, shared 
mobility modes, walking and biking. 
Governments at all levels should adopt 
policies and make investments that make 
walking and bicycling safer and more 
convenient options for travelers.

• Remove direct and indirect incentives 
for businesses to move to the suburbs, 
exacerbating “job sprawl” that makes 
many sources of employment unavail-
able to those without a car. This includes 
highway expansion projects that fuel 
development on the outskirts of metro-
politan areas.

Metropolitan Area Transportation All Expenditures Percent Spent on Transportation

New York  $7,280  $63,752 11%
San Francisco  $8,957  $75,380 12%
Boston  $8,465  $68,119 12%
Washington, D.C.  $9,674  $75,344 13%
Seattle  $9,997  $74,723 13%
Chicago  $8,925  $61,545 15%
Phoenix  $9,017  $59,873 15%
Atlanta  $10,649  $58,102 18%
Houston  $13,577  $64,668 21%

• Improve public transportation, includ-
ing better and more frequent service on 
transit lines serving important desti-
nations and centers of employment. 
Cities, states and transit agencies should 
consider fare policies that make transit a 
more economical option compared with 
driving. 

• Encourage carsharing and other forms of 
shared mobility, which provide access to 
mobility to those who do not own a car. 
Eliminating excessive taxes on carsharing 
programs and repurposing street space 
for the use of carsharing vehicles can 
expand access to this important form of 
transportation.
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Appendix A: Auto Debt by State

TABLE A-1. 2017 AUTO DEBT DATA BY STATE152

State Auto Debt Per Capita 
2017

Percent Increase Per Capita 
2010-2017

% of 2017 Total Debt 
from Auto Loans

Alabama $4,780 53% 13%
Alaska $5,010 36% 9%
Arizona $4,890 49% 10%
Arkansas $5,240 67% 16%
California $4,380 58% 6%
Colorado $4,630 48% 7%
Connecticut $3,600 45% 6%
D.C. $3,010 45% 4%
Delaware $4,750 49% 9%
Florida $4,960 58% 11%
Georgia $5,260 66% 11%
Hawaii $3,650 75% 5%
Idaho $4,450 68% 10%
Illinois $4,090 51% 9%
Indiana $4,110 55% 11%
Iowa $4,370 59% 11%
Kansas $4,000 48% 11%
Kentucky $3,780 50% 11%
Louisiana $5,550 55% 15%
Maine $4,330 52% 10%
Maryland $5,110 52% 7%
Massachusetts $3,810 56% 6%
Michigan $3,690 38% 10%
Minnesota $3,950 76% 7%
Mississippi $4,840 67% 16%
Missouri $4,180 57% 11%
Montana $4,080 55% 9%
Nebraska $4,030 53% 10%

CONTINUED ON PAGE 35
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Nevada $5,020 50% 10%
New Hampshire $5,220 54% 10%
New Jersey $3,910 32% 7%
New Mexico $5,190 41% 13%
New York $3,560 36% 7%
North Carolina $4,910 54% 11%
North Dakota $5,020 98% 12%
Ohio $4,190 52% 11%
Oklahoma $5,050 48% 15%
Oregon $3,770 65% 7%
Pennsylvania $4,000 47% 10%
Rhode Island $3,610 53% 7%
South Carolina $4,630 59% 11%
South Dakota $4,350 54% 11%
Tennessee $4,440 59% 11%
Texas $6,520 55% 16%
Utah $5,020 52% 9%
Vermont $4,860 50% 11%
Virginia $4,650 46% 7%
Washington $4,200 51% 7%
West Virginia $4,500 43% 16%
Wisconsin $3,580 70% 9%
Wyoming $5,240 28% 11%
U.S. Average $4,520 53% 9%

CONTINUED FROM PAGE 34

State Auto Debt Per Capita 
2017

Percent Increase Per Capita 
2010-2017

% of 2017 Total Debt 
from Auto Loans
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CONSUMERS SHOPPING for a new car 
have plenty to worry about, from finding 
the right vehicle to negotiating a good price 
to managing their budget. However, some 
pitfalls, scams and traps can create new 
costs and headaches even for experienced 
shoppers. Here are some to look out for:

“Buy-Here, Pay-Here” Dealerships
What to look out for: Car dealerships that 
offer in-house financing, often advertised 
with signs like “buy-here, pay-here” or “no 
credit, no problem,” can be tempting for 
consumers worried about finding a loan.153 
Often, however, these dealerships sell over-
priced vehicles, offer expensive and often 
unaffordable loans, or use sneaky sales 
tactics.

Traditionally, auto loans come from a bank 
or credit union, even in cases where the 
financing is arranged by the car dealer. In 
the case of “buy-here, pay-here” dealerships, 
however, the dealership itself acts as the 
bank and finances the car loan. According 
to the Consumer Financial Protection Bu-
reau (CFPB), traditional lending companies 
typically refrain from giving out loans for 
more than the value of a purchase, while 
“buy-here, pay-here” dealerships often do 
not set such limits.154 This creates “a bigger 
risk that you will borrow to pay more than 
the vehicle is worth.”155

State and federal investigations have some-
times found “buy-here, pay-here” dealers 
breaking the law or gouging customers. 
Dealers have been found offering illegally 

high interest rates, operating without a li-
cense, pricing vehicles far above book value, 
and using unfair and harassing debt collec-
tion practices.156 Some “buy-here, pay-here” 
dealers also make use of “starter interrupt” 
devices designed to disable customer ve-
hicles in the case of missed payments.157 
At least one dealer was found using these 
devices illegally, without giving proper 
notice or providing adequate “right to cure” 
provisions.158

What to do: Consumers with poor or no 
credit may think they have no choice but 
to purchase a car from a dealer advertising 
“no credit check” loans. Often this is not the 
case, and exploring options from traditional 
lending companies may result in a more 
affordable and safer loan.159 Making time to 
obtain preapproval from a traditional lend-
ing company before heading to the dealer 
can result in better terms and more bargain-
ing power.160

Yo-Yo Financing
What to look out for: Some dealers employ 
a deceptive tactic, often called “yo-yo” fi-
nancing, designed to ramp up pressure on 
car buyers. According to the Federal Trade 
Commission (FTC), this tactic occurs when 
dealers “deceptively or unfairly induce 
consumers who have signed contracts and 
driven off the lots with the vehicles to sign 
new contracts and pay a higher interest 
rate, make an additional down payment, or 
agree to other terms that differ materially 
from the original terms to which the con-
sumer agreed.”161  

Appendix B: Consumer Tips for 
Avoiding Auto Loan Tricks and Traps
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This tactic typically begins when a customer 
is told by the dealer they have been approved 
for financing, signs every document pre-
sented by the dealer, and drives off the lot 
thinking the deal is done. Contrary to what 
the consumer was told, the dealer considers 
that it made a “spot delivery” of a vehicle 
before financing was finalized. For the deal-
er, despite what the consumer was told and 
what the contract might say, the dealer does 
not consider the financing finalized unless 
and until the dealer receives payment from 
the financial company to whom it wants to 
sell the credit contract. If the dealer’s sale of 
the credit contract to that financial company 
falls through for whatever reason, dealers 
then tell the consumer that some of the terms 
must change, or the car itself must change, 
or that no deal will be honored. According 
to the FTC, some dealers will never even 
attempt to sell the original credit contract. 
They will then tell the customer that financ-
ing has fallen through, and falsely claim that 
without agreeing to new terms the customer 
will lose his or her loan or down payment, or 
threaten to report the car as stolen and have 
the customer arrested.162 

What to do: The best way to avoid “yo-yo 
financing” is to buy less car to begin with, 
and if you absolutely must use credit, get 
pre-approved financing from a bank, credit 
union, or online lender. If that isn’t possible 
and you are going to consider credit from 
a dealer, always ask for a copy of the Truth 
in Lending Act Disclosures and leave the 
dealership with those disclosures so that 
you can read them carefully in a comfortable 
place. Before returning to the dealer, call and 
ask if the financing is approved and never 
sign any documents unless you are told it is, 
or you are told what the condition is and you 
agree to it. Then, read all documents you are 
asked to sign and do not sign any document 
that states the transaction is different than 
you were told. Always keep a copy of every-
thing you sign. If a dealer does call to say 

something has fallen through after having 
already told you that everything was final, 
you should consult a lawyer. You can also de-
mand proof in writing about what happened 
– this can expose dealers that failed to look 
for financing in the first place.163 

Trading in When You’re “Upside Down”
What to look out for: The term “upside 
down” refers to when you owe more on 
your vehicle than it is worth, meaning you 
have negative equity in your vehicle. For 
example: If you owe $15,000 for a vehicle, 
but the highest offer you’ve received for it 
is $5,000, then you have $10,000 in negative 
equity, and your loan is “upside down.” 
This can be a risky situation for any con-
sumer because, in case of a cash emergency, 
selling the vehicle will not cover the cost of 
the auto loan.164 Yet many people find them-
selves “upside down” immediately upon 
purchase, particularly in the case of loans 
with a small down payment, and particu-
larly because new vehicles lose about 20 
percent of their value as soon as they are 
driven off the lot.

Consumers who are “upside down” should 
be particularly careful when trading in their 
vehicle to purchase a new one. This situa-
tion can make the new auto loan far more 
expensive because, in addition to financ-
ing your new vehicle, you will be borrow-
ing additional money to finish paying off 
your trade-in.165 In 2017, almost one third of 
vehicles traded in were worth less than the 
loans that were financing them.166 

What to do: If you plan on trading in a ve-
hicle with an existing loan, make sure you 
understand your complete financial picture. 
Calculate the equity (or negative equity) 
you have in your vehicle by subtracting the 
value of your vehicle from your current loan 
balance, estimating the value of your vehicle 
by finding similar vehicles for sale, or using 
an online vehicle value calculator. 
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If your car loan is “upside down,” try to 
avoid trading it in.167 Often, the best op-
tion is to keep your vehicle until the loan 
is paid off, or until you have equity. If that 
is not an option, selling the vehicle on your 
own will typically result in a better deal 
than trading it in at a dealership. 

Overemphasizing Low Monthly Payments
What to look out for: When it comes to 
vehicle costs, monthly payments do not 
tell the full story. For consumers, particu-
larly those with tight budgets, focusing on 
monthly payments can be tempting. How-
ever, loans with low monthly payments 
are often more expensive in the long run. 
Loans with low monthly payments also 
usually require making payments for a 
longer period of time – sometimes, so long 
that the car is still being paid off when the 
consumer is ready for an upgrade.168 

What to do: According to the Consumer 
Financial Protection Bureau, “the best way 
to compare auto loans is by using the total 
cost of the loan.” Make sure to add up all 
loan costs – including the amount of inter-
est paid over the life of the loan – when 
making your decision. If the only way you 
can afford a vehicle is by paying it off for a 
longer period of time, consider whether a 
less expensive vehicle may be a better op-
tion.

Overpriced Add-Ons
What to look out for: When selling a ve-
hicle, many dealers will attempt to convince 
customers to purchase expensive “add-ons”: 
vehicle options and accessories, typically 
offered by a dealer’s finance and insurance 
manager, that can quickly add thousands of 
dollars to the cost of a vehicle. Many add-
ons are either unnecessary or can be found 
far cheaper when purchased elsewhere. 
According to Autotrader, add-ons that are 
often offered, but should almost always be 
avoided, include VIN etching, rust-proofing, 
fabric protection and extended warranties.169 

What to do: The easiest way to avoid add-on 
rip-offs is to just say no. Very few add-ons 
are worth the cost, and even add-ons with 
real value can typically be purchased else-
where far cheaper. Some dealers sell ve-
hicles with expensive add-ons pre-installed, 
increasing vehicle cost. To avoid these 
vehicles, call your dealer ahead of time and 
find out whether the vehicle you want has 
add-ons pre-installed, and how much they 
add to the vehicle price. If you cannot find 
the vehicle you want without add-ons, it 
may be worth shopping elsewhere. 
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