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Auto Dealers' 
 Economic Outlook
Automotive dealerships showed the ability to adjust to market
conditions quickly when the industry changes or, as in the last 24
months, when the industry goes crazy. Profits among dealers
have reached new heights as gross margins on new and used
vehicles have expanded because of elevated prices caused by
supply/demand imbalances never seen within the industry.
Higher vehicle prices increased industry revenue, even when
fewer units were sold. Dealers are doing more with less as
administrative and advertising expenses are down from prior
years. 

Industry sales are down but profit is up. The lack of supply to
meet demand for new and used vehicles is the issue that is front
and center for dealers. According to Cox Automotive, days' supply
for new vehicles in March 2022 was 35, down from 37 the
previous month. Inventory levels are 59 percent below March
2021 levels. In raw numbers, the supply of unsold new vehicles in
March 2022 was 1.5 million fewer than the stock of a year ago and
2.4 million less than in 2020.[1] Days' supply of used vehicles
stood at 45 compared to 54 the month prior.[2] Manufacturers
can’t get the components to build vehicles to meet consumer
demand, but have learned they can increase profits by keeping
supplies low and prices high. Despite the increase in pricing,
consumers are still buying, probably still working through the
Covid stimulus that resulted in some families receiving as much
as $14,000. 

After realizing huge profits in 2021, most automakers are stating
they are committed to keeping inventory low and producing more
efficiently to maintain strong profitability. Limiting inventory
levels with dealers may not have a detrimental effect on larger
dealers in populous markets, but smaller dealers in rural areas
who depend on having a large lot of inventory to attract
customers may face challenges.  

The problems in the automotive industry are without precedent.
The challenges are on the supply-side of the equation, not the
demand-side. Supply chain problems leading to shortages in
microchips and other components look as if they are going to get
worse before they get better. There are varying opinions on how
long it will take before the supply chain is normalized, but with
Covid, war, and a slowing economy, be wary of anyone boasting
confidence in their outlook for the industry. 

Systemic changes are on the horizon for dealers. The agency
model is growing in Europe and the likelihood that it will catch
on in the U.S., especially considering the traction being gained by
Tesla’s and Carvana’s direct-to-consumer model, is increasing. All
the industry wants to talk about are electric vehicles (EVs). It
seems as if the whole world believes everyone will be driving EVs
in just a few years; however, there are serious barriers that must
be overcome before that becomes a reality.

by Travis Flenniken, CFA, CVA



2022 Units Sold

Light vehicle unit sales in the
U.S. at the end of 2021 totaled
15.1 million, an increase of 2.7
percent over total unit sales
in 2020. Light trucks, SUVs,
and CUVs accounted for 11.6
million units sold in 2021, up
4.7 percent from 11.1 million
at the end of 2020. The
number of cars sold declined
slightly in 2021 year-over-
year. 

After the first quarter of 2022, the trailing 12-month (TTM) total light vehicle unit sales dropped
4.1 percent compared to the end of 2021, totaling 14.3 million. Light trucks, SUVs, and CUVs
accounted for most of the decline, dropping from 11.6 million units to 11.2 million units. Car units
declined by 1.7 percent over the same period. Figure 1 shows historical U.S. light vehicle unit sales. 
 

The seasonally adjusted annual rate (SAAR) is a figure that essentially indicates what annual sales
will be if current trends continue. SAAR was 14 million in February 2022 but declined to 13.3
million in March 2022. SAAR was 17.6 million in March of 2021. Over the years, SAAR has
demonstrated a consistent growth/plateau cycle. With the disruption of Covid-19 and the current
supply chain challenges, the historic pattern appears to be consistent as the industry’s unit sales
are in decline from recent years. Figure 2 shows historic SAAR. 
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Figure 1

Figure 2



2022 U.S. Light-Vehicle Forecasts

The NADA anticipates new-vehicle sales of 15.4 million in 2022, an increase of 3.25 percent. LMC
Automotive and J.D. Power expect U.S. light-vehicle sales to total 15.3 million in 2022, down from
an earlier forecast of 15.9 million.[3] In April 2022 Toyota lowered its estimate for U.S. industry
sales to 15.5 million, a downward revision of about 6 percent, as supply constraints are expected
to prevent consumers from buying the vehicle of their choice. 

After the slowest Q1 in a decade where new vehicle sales fell more than 16 percent year-over-
year, Cox Automotive tapered its prediction for 2022 annual unit sales to 15.3 from its original
forecast of 16 million. A Cox Automotive representative stated that sales will remain weak until
more supply arrives.[4] 

This year will be the most profitable year in history for the automotive sector, according to a
J.D. Power representative when referring to 2022, despite problems with supply. At the New
York International Auto Show, J.D. Power stated “…consumers aren’t hiccupping. They have big
savings, their trade-ins are worth a lot, and interest rates are low. The only question is, how
long it will last.”[5] The supply chain problems are not going away anytime soon according to
J.D. Power, which predicted that supply constraints will result in  auto sales suffering from a
“COVID Hangover” through mid-decade.[6] 

Market Share

Over the trailing 12-month period ending March 2022, Toyota gained market share while GM,
Stellantis and Ford slipped. Other notable market share gainers include Hyundai, Kia, BMW, and
Tesla. Figure 3 shows market share in the U.S. in terms of retail units sold. 
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Figure 3



Models that were on the list in 2019 but did not make it in 2021 are the Ford Fusion, Hyundai
Elantra, Nissan Sentra, Jeep Cherokee, and the Nissan Altima. Bucking the trend, the models that
sold more units in 2021 than in 2019 are the Ford Explorer, GMC Sierra, Toyota Tacoma, Toyota
Highlander, and the Jeep Grand Cherokee. 

With six models in the top 25, Toyota has benefited from its strategy to stockpile microchips.
Having learned its lesson from the supply-chain problems created from the 2011 Fukushima nuclear
disaster, Toyota has required suppliers to keep two to six months of supply available.[7]
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The shift in market share is more
likely a result of supply-side
conditions than market demand,
as inventory shortages have
forced consumers to look beyond
their first choice to avoid a
waiting list. 

Figure 4 shows the 25 Best Selling
Cars, Trucks, and SUVs in 2021, as
reported by Car and Driver, and
compares it to the same list in
2019 (throwing out 2020). The
nation’s perennial top seller, the
Ford F-150 declined by 20
percent, falling from 896,526 units
to 726,004, but still holding the
top spot. Ram’s pickup edged out
the Chevy Silverado in 2021 for
the second spot, selling about
50,000 more units. The total
purchases of both vehicles
declined by about 10 percent from
2019 levels. The 2022 Top 25
names that were not included in
2019 Top 25 are Honda Pilot,
Hyundai Tucson, Mazda CX-5,
Toyota 4Runner, and Tesla’s
Model Y. 

Figure 4

THE SHIFT IN MARKET SHARE IS MORE LIKELY A RESULT OF SUPPLY-SIDE
CONDITIONS THAN MARKET DEMAND, AS INVENTORY SHORTAGES HAVE FORCED
CONSUMERS TO LOOK BEYOND THEIR FIRST CHOICE TO AVOID A WAITING LIST. 



Best sellers in 2022 (through March)

There is momentum for EVs, pickups, and SUVs/CUVs in the first quarter of 2022. Tesla Model Y
and Tesla Model 3 cracked the top 20 list of vehicles sold in the first quarter of 2022, the first
time two EVs were among the best sellers. Toyota Corolla, Honda Civic, Subaru Forester, and the
Subaru Outback Wagon dropped out of the top 20, all related to low inventories. In Forbes
Wheels, Toyota Executive David Christ stated that every car is arriving pre-sold when it gets to
the dealership because of the lack of inventory. [8] 

Inventory Overview
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The industry’s inability to meet demand is
unprecedented. The shortage of microchips and
other components has forced auto
manufacturers to rethink their process of
getting products to market. Most automakers
have cut or suspended production of certain
lines, focusing on higher margin products.
Others such as Ford continued to make trucks
without the necessary chips and parking them
until the chips come in.[9] Figure 5 is an image
visible from space where Ford’s trucks are
parked at the Kentucky Speedway.[10] Other 
automakers are choosing to move forward without components. For example, GM announced it
will pull certain features from some of its Chevy and GMC trucks, such as the automatic stop-
start feature and automatic cylinder deactivation.[10]

After production increased following the Covid shutdown in Q2 2020, it leveled off in mid-2021
and has since declined. The degree of decline in auto production and the unprecedented low level
of inventory is reflected in Figure 6, showing U.S. automotive production levels compared to
inventory-to-sales ratio for the industry. 

 

Figure 5

Figure 6
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Historic inventory-to-sales ratios have fluctuated in a range between 2 and 3 times (orange bars).
As of March 2022, the industry is well-below that mark with inventory-to-sales at 0.37. The 10-
year average number of monthly units produced from December 2009 – December 2019 is 289,
more than double the 119 units produced in February 2022. 

The inventory shortages have led to strong profits for the automakers and for the dealers. Tight
inventory has pushed prices much higher, and incentives have mostly disappeared. The industry
likes the concept of selling fewer vehicles for higher profits, so many automakers plan to keep
inventories low (relative to pre-pandemic levels) to buoy pricing. 

Figure 7 shows days' supply of inventory by brand as of mid-February 2022, according to Cox
Automotive. Note that only imports are lower than the industry average of 34 days. 

 

Figure 7



In mid-2021 the head of VW America’s business stated he didn’t see U.S. auto production
returning to normal levels until Q3 or Q4 2022, and when it does, VW plans to keep fewer cars on
dealers’ lots. Rather than having 100 to 120 days’ supply, VW is targeting 40 to 50 days.[11] Toyota
is planning on keeping 30 days of inventory on dealers’ lots once things normalize. That number is
down from the target level of 40 to 45 days. Toyota had 17 days of inventory on hand as of March
2022.[12] BMW and Mercedes-Benz are planning to manage supply to keep pricing power. In an
interview with the Financial Times, Daimler’s CFO stated the company will consciously
undersupply demand level. GM’s CEO Mary Barra stated the company would “…never go back to
the level of inventories that was held pre-pandemic”.[13] 

Pricing

The average transaction price for a new car in the U.S., according to Kelley Blue Book, was
$45,927 in March 2022, marking the third straight month of declining prices. The peak may have
been reached in December 2021 when the average new car shopper paid $47,077. Edmunds
reported that 82 percent of new-car buyers paid more than MSRP in January 2022.[14] Incentive
spending is at an all-time low across the industry, according to J.D. Power, with the average
incentive spend falling to $1,044 in March 2022, down 68.7 percent from March 2021. 

 

THE AVERAGE TRANSACTION PRICE FOR A NEW CAR IN THE U.S., ACCORDING TO
KELLEY BLUE BOOK, WAS $45,927 IN MARCH 2022, MARKING THE THIRD STRAIGHT
MONTH OF DECLINING PRICES. THE PEAK MAY HAVE BEEN REACHED IN DECEMBER
2021 WHEN THE AVERAGE NEW CAR SHOPPER PAID $47,077. 
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Price increases vary by category.
Comparing data from the average price
points from each category in March 2019
to March 2022, increasing the most are
EVs, Hybrids, Minivans, and subcompact
cars. Prices for SUVs increased the least,
ranging from 13 percent to 18 percent.
Figure 8 shows average price changes
over the last three years. 

Dealership Profitability

In the U.S. publicly held automotive retail
groups account for less than 10 percent
of total industry revenue, with 90
percent of the market share belonging to
smaller regional or independent dealers.
While public dealers hold a smaller share
of the market, comparing the
performance metrics of an individual
dealership against the public group can
be useful. 

Figure 8
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Public dealership companies saw profit margins surge in 2021 because of increased pricing for
new and used units. Figure 9 shows the reported gross profit margin for new units at each public
dealership group. Lithia and Penske have the highest gross margin at 10.9 percent and 10.4
percent, respectively. The others are above 9 percent. This is a significant jump relative to 2019
when the range was 4.1 percent to 7.4 percent (F&I income excluded). 

 

Figure 9

Except for AutoNation, gross profit margin from the sale of used units peaked in 2021. Profit
margin for used vehicles were in the range of 6.4 percent to 11.8 percent. Figure 10 shows used
vehicle gross profit for each dealership group in each year since 2017 (F&I income excluded). 

 

Figure 10
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F&I income per unit has increased each year for the public dealership groups. AutoNation had the
largest per unit total of $2,449 in 2021, with $1,703 as the lowest number in the group’s range.
Figure 11 shows F&I income for the public dealership groups in the years 2017 through 2021. 

 

Figure 11

Figure 12

The public dealership companies produced a gross profit margin range of 15.4 percent to 19.3
percent with varying levels of contribution from the different business segments. AutoNation and
Asbury, with the highest gross profit margins, have a somewhat even distribution of gross profit
from new, used, F&I, and fixed operations. With 62 percent of gross profit derived from fixed
operations, Penske’s gross margin was in the middle of the range with 17.4 percent. Figure 12
shows the 2021 gross margin contribution from each business segment for each public dealership
companies. 
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CEOs Outlook - Public Dealership Companies 

AutoNation
AutoNation’s CEO Michael Manly said the “fantastic”
results in Q4 2021 came from a temporary benefit of
elevated pricing due to inventory shortages but
emphasized that the company is benefiting from
structural changes that will live beyond the pandemic.
Specifically, Manly credited the company’s control on
SG&A expenses, as well as management of margin and
volume for used vehicles for the resulting rise in profits.
He also expects continued strength in F&I income.[15]

Asbury Automotive
In February 2022 Asbury Automotive CEO David Hult told
Automotive News that he expected the industry to sell 16
million vehicles in 2022, although supplies would remain
tight in the first half of the year. Asbury’s acquisitions of
dealerships in 2021 amounted to new annualized revenue
of $6.6 billion. In 2021, Asbury reported record net income
of $532 million, more than doubling the prior year’s
results. 

Group 1 Automotive
Group 1 Automotive CEO, Earl Hesterberg was asked on
CNBC if he was concerned about inflation. He responded
that inflation is not good for any business, but for
dealerships, autos are primarily purchased on monthly
payment plans…and with historically low interest rates
and strong used car prices, the company has a “buffer.”
Hesterberg went on to say, “As a retailer, employee cost is
a factor, but since most personnel is paid on production,
wage pressure doesn’t seem to be a material headwind
yet.” Hesterberg’s outlook for 2022 was that not much
would change, and inventories would be tight for some
time, but consumers will have money they will want to
spend the money. Hesterberg isn’t concerned that the
threat of rising interest rates will slow demand because
rates are currently very low and if rates jump
unexpectedly high, automakers will use incentives to “buy
the rates down.” He concluded the interview by saying
that it was not Group 1’s policy to sell autos over MSRP
because the company doesn’t want to take advantage of
customers and wants to keep the customer over the long
term.[16]

Lithia Motors Inc.
CEO Bryan DeBoer announced the company had closed or
had under contract acquisitions totaling $3 billion of
annualized revenue. Lithia is divesting stores that are not
a “good fit” for Lithia because they are smaller stores,
perhaps not in located in an area where it doesn’t help the
network (duplicate or a secondary store), or the general
manager is working in a market that is too small but
should be repositioned in a larger market.[17]    
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Penske Automotive
CEO Roger Penske announced that Q1 2022 profit broke records, doubling quarterly profit from
the previous year. In the company’s annual 10K filing, management expects total U.S. light vehicle
unit sales to be 15.2 – 15.5 million in 2022, lower than most other published predictions. New
vehicle days' supply was 17 at the end of 2021, compared to 50 the previous year. Used vehicle
days' supply was 60 at the end of 2021, considered a normalized level for the company. The
company stated that when new vehicle supply increases, it may see a reduction in new and used
gross profit margins. 

Sonic Automotive
In April 2022 CEO David Smith announced the opening of Echo Park’s 37th location since the used
vehicle retailer was launched in 2014. The company’s goal is to have 140 EchoPark stores
nationwide by 2025. To compete with a tightening labor market, Sonic increased minimum hourly
pay to $15 in the fall of 2021, making the average increase in annual pay per affected employee
$3,250. In February 2022, Sonic announced a 20 percent raise to executives. 

Credit Market Update
According to Experian’s State of the Automotive Finance Market Q4 2021, the average amount
financed in Q4 2021 for a new vehicle was $39,721. Average monthly payment for a new vehicle
loan in Q4 2021 was $644 and the average monthly payment for a lease was $531. The average term
for a loan on a new vehicle is 69.7 months, consistent with previous years. Figure 13 shows
financing trends for new vehicles over the last three years. 

The average amount financed for the purchase of a used vehicle in Q4 2021 reached $27,291, a 31
percent increase over the average in 2019. In Q4 2022 average interest rates declined and terms
extended slightly, creating a 23 percent increase of the average monthly payment since Q4 2019.
Figure 14 shows financing trends over the last three years. 
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Figure 13



Financing by credit score has not changed significantly over the last few years. For purchases of
new and used vehicles, borrowers with credit scores 661 to 850 (prime and super prime)
accounted for 65.2 percent of total in 2021, with non-prime to deep subprime accounting for the
balance. 

Captive finance dominates the financing of new vehicle purchases, accounting for 51.7 percent to
total financing for new vehicles in 2021. For used vehicle purchases, financing sources are more
evenly distributed, with banks providing the most capital at 33.5 percent of the total. Figure 15
shows the distribution of financing sources for new and used purchases in each year since 2016. 
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Figure 14

Figure 15



According to Automotive News, citing research by Cox Automotive, GM and Stallantis brands have
the greatest exposure to rising interest rates. Cox Automotive assessed automakers whose
customers’ rates fell between 2 and 7 percent and whose prices range between $30,000 and
$70,000, so to eliminate some luxury brands and lower-end brands. Using industry data, a
breakpoint purchase price of $50,000 and an interest rate of 4.5 percent were established,
translating into a monthly payment of $794 for a 72-month loan. Automakers with higher prices or
rates than this threshold could be at risk – and brands with both variables exceeding these
thresholds could be particularly exposed.[18]

Vehicles in Operation

In the Market Trends Review Q4 2021, Experian reported that passenger cars account for 38
percent of light vehicles on the road, SUVs and CUVs account for 35.4 percent, and light trucks
account for 26.6 percent. GM has the highest percentage of light vehicles on the road, accounting
for 21.4 percent, with Ford having the next highest at 16.4 percent. Figure 16 shows the
distribution at the end of 2021. Domestic-to-import mix is almost exactly 50/50. 

The Aftermarket Sweet Spot

In its report, Experian references the aftermarket “sweet spot,” as vehicles that fall within the 6-
to-12-year-old range and may need more advanced maintenance repairs and have aged out of
manufacturer warranties. Sizing the Sweet Spot helps identify overall market potential for parts
and service work. Experian estimates that 32.8 percent of vehicles in operation are within the
Sweet Spot (model years 2010 – 2016) at the end of Q4 2021, an increase of 7.5 percent from the
previous year. With relatively low volume expected in 2022, the percentage is expected to
increase. While passenger cars currently make up the majority of the Sweet Spot, within a few
years SUVs and CUVs will far surpass passenger cars. 
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Figure 16



Paradigm Shift – The Agency Model 

With Tesla and other EV manufacturers selling direct to the consumer, automakers are looking at
the agency model as a more efficient way to sell vehicles, even with franchise laws in each state
that are highly protective to the current way of life for auto dealers. Automakers in Europe, such
as VW and Daimler, have sales platforms that provide for a fully digital vehicle purchase with the
franchised dealer merely serving as the transaction processor and delivery point. In an agency
model, the franchise dealer is no longer the focal point of the sale of the new vehicle because the
order is placed directly with the automaker. The dealership receives a fixed fee to process the
transaction. The dealer no longer holds new unit inventory except for a few models to be used for
test drives or for loaners. “The agency model lays the contractional foundation for integrating
online business and showroom-based business,” said the head of VW sales in Germany. [19] 

According to an article by Automotive News Europe citing analysis by Accenture, automakers can
increase margins by up to 3 percent by selling direct to consumers, potentially translating into
billions of dollars added to their bottom line.[20] The upside for the dealer is that it doesn’t carry
the new vehicle inventory and can focus on what drives the majority of a dealership’s profit – used
vehicle sales, finance and insurance income on used vehicles, and fixed operations. 

The Impact of Electric Vehicles on Dealerships

In August 2021 the Biden administration signed an executive order setting the goal for the U.S.
automotive industry to make half of all U.S. new passenger vehicles sold in 2030 zero-emission
vehicles. GM, Ford, and Stellantis announced their shared aspiration to reach that 50 percent
goal. Regardless of whether this goal is actually met, the introduction of the EV signifies the
largest transformation within the auto dealership industry in its 122-year history. 

The main topic discussed at the National Automobile Dealers Association’s 2022 conference was
the growth of the EV market and its effect on dealerships. In a panel discussion at the NADA
conference, an industry expert predicted that by the end of this decade, about 90 percent of EVs
will come from traditional, mainstream brands. NADA Academy Director Michael Hayes said, “The
idea that dealerships don’t want to sell EVs is ridiculous. We’re selling a transportation solution
that someone wants and meets their needs. If I’m a dealer, I’m in the EV business. Every dealer, I
truly believe, will sell EVs [and] wants to sell EVs, if that’s what customers want.”[21]According to
a spokesperson for the Center for Sustainable Energy, in order to compete with the EV-only
direct sales model, dealers should have at least one EV staff expert who can advise buyers on
taking advantage of the various government incentives. 

The NADA announced a new program in March 2022 in collaboration with the Center for
Sustainable Energy and Plug In America to greatly enhance EV education at franchised dealerships
nationwide. The dealership EV training program developed through this partnership is supported
by the Alliance for Automotive Innovations, which will engage all vehicle manufacturers to further
dealership participation across the U.S.[22]
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WITH TESLA AND OTHER EV MANUFACTURERS SELLING DIRECT TO THE CONSUMER,
AUTOMAKERS ARE LOOKING AT THE AGENCY MODEL AS A MORE EFFICIENT WAY TO
SELL VEHICLES, EVEN WITH FRANCHISE LAWS IN EACH STATE THAT ARE HIGHLY
PROTECTIVE TO THE CURRENT WAY OF LIFE FOR AUTO DEALERS. 



Concerned that if changes aren’t made now, automakers won’t supply the
EVs later, some dealers are installing taller electric lifts needed to access
batteries, forklifts to carry batteries, and other new tools to be prepared to
accommodate EVs. Additionally, there is a cost to train technicians on how
to service EVs. Automakers are pushing hard on this initiative. For example,
Cadillac gave its dealers an ultimatum: pay about $200,000 to go electric or
take a buyout of the franchise. About 17 percent (150 out of 880) chose to
walk away, according to the Wall Street Journal.[23]

Big changes are coming, driven primarily by the automakers. Jim Farley,
CEO of Ford, announced that the automaker would reorganize itself into
three units. An article in E&E News quoted Farley as saying to dealerships,
“Get ready to specialize.” Dealers will need to declare whether they intend 

 

HHM CPAS PAGE 15

EVS WILL
PROBABLY
GENERATE UP
TO 40 PERCENT
LESS
AFTERMARKET
SPENDING
WHEN
COMPARED TO
SIMILARLY
AGED INTERNAL
COMBUSTION
ENGINE (ICE)
VEHICLES. 

to sell EVs, traditional, or commercial vehicles. As part of the reorganization, Ford may push its
dealers to sell cars in a drastically different way with dealers carrying almost no inventory and
selling at no-haggle prices the Tesla model. According to the article, the influence that Tesla is
having on the relationship between automaker and dealer is causing considerable discomfort
among dealers.[24]

Perhaps the biggest issue facing dealers with the growth of EVs is the effect on fixed operation
profitability. EVs require fewer moving parts and require less maintenance. In a report produced
by consulting firm, McKinsey & Company, EVs will probably generate up to 40 percent less
aftermarket spending when compared to similarly aged internal combustion engine (ICE) vehicles.
The report said the biggest differences between EV and ICE aftermarket spend will likely emerge
in general repairs, parts such as brake pads, consumables such as fluids, and traditional
powertrain parts. Automakers will offer wireless updates to the vehicle’s software. Referred to as
over-the-air (OTA) updates, this technology could further affect dealers’ service income because
it will reduce traffic to the dealership.[25] 

The McKinsey & Company report stated the impact on finance and insurance is difficult to
predict. The higher price of the EVs relative to ICEs could create more need for credit or leases.
Interest in leasing is expected be high for EVs until confidence in batteries is increased. Because
EVs require fewer components, it may be a tougher sell to customers to add various insurance
products such as extended service contracts or guaranteed asset protection insurance.[26]

EV Supply Chain Problems

With all the anticipation of a wave of new EVs on the market, there are many who doubt the
automakers’ ability to produce EVs at levels predicted. And renewable energy – wind turbines,
solar panels, battery storage and EVs  - require a wide range of critical minerals sourced from
around the world, including Russia, China and other nations unfriendly to the U.S.[27]

Commodity prices for inputs such as nickel, cobalt, aluminum, manganese, and lithium are highly
volatile. The price of Lithium, a mineral essential for electric car batteries, has soared since 2020.
Figure 17 shows the historic prices for Lithium. 



Although cost of producing lithium-ion batteries has declined as technology has advanced,
according to the Department of Energy, the average cost of an EV battery pack in October 2021
was $157 per kilowatt hour, meaning the current cost of an EV battery is between $6,000 and
$7,000. Battery costs would need to be $100 per kilowatt hour for overall EV prices to compete
with traditional ICE vehicle prices, or approximately $4,200. Extracting lithium is only one phase
of the supply chain. Converting and processing lithium into actual components of an EV battery
may also keep prices high. And China is responsible for approximately 80 percent of global battery
chemical refining capacity, presenting even more potential roadblocks for U.S. consumers.[28] 

The components of batteries must be mined, refined, and assembled into battery packs. The CEO
of electric vehicle manufacturer Rivian warned that the battery production supply chain is not
ready to meet the supply goals set by industry and government. “Put very simply, all the world’s
(battery) cell production combined represents well under 10 percent of what we will need in 10
years,” Rivian’s CEO told reporters in April of 2022 according to the WSJ. “[This means] 90
percent to 95 percent of the supply chain does not exist.”[29]
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Figure 17

FUELING
YOUR 
DEALERSHIP 
FOR SUCCESS.



Dealership Buy/Sell Activity

The most extreme supply/demand imbalance in auto retail history did not slow down dealership
acquisition activity last year. The number of completed transactions in 2021 was higher than in
any prior year – 383 transactions representing 830 franchises. A record 158 dealership buy/sell
transactions closed in Q4 2021, over three times the pre-pandemic average for that period. Much
of the buy/sell activity in 2021 was related to the public dealership companies, increasing the
number of dealerships owned by 246 in 2021 compared to a net decline of 25 dealership rooftops
owned in 2019.[30] Public company spending on U.S. dealership acquisitions was over $9 billion in
2021, which was 11.6 times higher than the 2015-2019 average.[31]

Blue sky values for dealerships in 2021 were at record highs, according to Kerrigan Advisors,
leading some dealers intent on expanding to instead change course and consider selling. The
Kerrigan Advisor 2021 Blue Sky report stated, “The litmus test for some dealers is the blue sky
prices on dealership acquisitions they are seeing for their group. Losing out on transactions due
to record high prices has shifted some dealers from the buyer to the seller camp. While these
dealers are certainly enjoying today’s tremendous profits, many expect a trend towards historical
margins will eventually bring profits down when supply meets demand, especially as interest rates
rise.”[32] Figure 18 shows a chart from the Kerrigan Blue Sky 2021 Annual Report showing the
increase in average dealership value since 2015.

Public dealership company stock prices have risen significantly since the bounce back from the
pandemic in 2020. Figure 19 shows prices peaking in mid-2021, then declining in the second half
of the year, most likely a result of the market’s concerns with supply chain issues and low
inventories. The post-pandemic rise in value provides these companies with stronger “currency”
with which to acquire private dealerships. 
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Figure 18



Price-to-Earnings Ratios vs. Interest Rates

After a 25-basis point federal funds rate hike in March 2022, the Federal Reserve raised interest

rates by another 50 basis points in May, the first hike of more than 25 basis points since 2000.

The Fed also announced plans to begin quantitative tightening, a process that essentially takes

money out of the economy. This action is in response to current inflation levels in the U.S.

economy not seen the early 1980s. The consumer price index (CPI) jumped 8.5 percent in March

2022. The Fed’s target inflation rate in 2 percent. 

Rising interest rates are designed to influence consumer purchases and business investment. As

the cost of financing increases, business activities are expected to slow and cool down an

overheated economy. Historically stock prices and interest rates are inversely related. Figure 20

shows the historical price-to-earnings ratios of the S&P 500 compared to 10-year treasury rates. 
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Figure 19
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Figure 20

If rising interest rates create downward pressure on stock prices, public companies may slow
acquisition spending, including the public dealership groups. Lower stock prices mean less buying
power for public dealership companies and could cool acquisitions of private dealerships. 

Economic Growth, Wages, and Inflation

As a surprise to most economists, gross domestic product (GDP) contracted 1.4 percent in Q1
2022. The Wall Street consensus for GDP growth was 1 percent. Perhaps most alarming is that the
shrink in GDP occurred over the same period that inflation rose to its highest levels in 40 years. A
combination of recessive or slow GDP with rising prices is stagflation, a condition not seen in the
U.S. since the 1970s. The natural result of economic stagflation is increased unemployment. Job
losses reduce wages which decrease consumer demand. It can take years to recover from
stagflation, as the U.S. economy exhibited in the 1970s. 

The red-hot labor market has driven the unemployment rate to 3.6 percent as of March 2022. Low
unemployment is generally great for an economy and for workers’ wages; however, wages are
falling after accounting for inflation. Inflation was 8.5 percent in March 2022, but nominal wages
grew only 5.6 percent, resulting in a net decline in real wages.  

The rise in fuel prices is a major contributor to inflation. After hitting $1.90 in April 2020, the
average price for a gallon of gas rose to $3.41 in January 2022 prior to Russia’s invasion of Ukraine.
At the end of April 2022, the average price was $4.21. Figure 21 shows average gas prices since
2000. 
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Figure 21

Consumer intentions to buy a new or used vehicle in the next six months slumped in March 2022
for the second month in a row. The intent to buy used vehicles is at the lowest level in 15 months,
according to a survey released by the Conference Board in April. 

As of early May 2022, the average 30-year fixed mortgage rate was 5.37 percent, up more than 200
basis points since the beginning of the year, according to the Mortgage Bankers Association. For
perspective on how this may affect a consumer, monthly payments for a $400,000 30-year
mortgage increased by $471 over the last four months. The last time mortgage rates rose that fast
was the spring of 1994, resulting in a 20 percent decline in home sales and a decline in the growth
rate of home prices.[33]

According to the National Association of Realtors in March 2022, month-over-month sales of
existing homes fell by 2.7 percent and fell year-over-year by 4.5 percent. The number of home
sales are declining, but home prices are still rising. The average sales price of a home increased 15
percent year-over-year to $375,300. 
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THE EFFECT OF RISING INTEREST RATES, THE DEPLETION OF COVID STIMULUS CASH,
AND WANING EFFECTS OF OTHER COVID-RELATED MEASURES (STUDENT LOAN
PAYMENT FREEZE, RENT FREEZE, ETC.) WILL CURB DEMAND AND MAY PUSH THE
ECONOMY INTO A RECESSION IN 2023 OR SOONER. 

Conclusion

Despite the headwinds created from rising interest rates, inflation, and a net decline in wages,
dealerships will continue to easily sell their limited supply of inventory through the remainder of
2022. The demand side of the equation is not the challenge for dealers; the challenge remains to be
on the supply side. The problems with the supply chain appear to be getting worse before they get
better. Inventories may not normalize until 2023. If automakers follow through with their projected
goals, inventories will remain much lower than levels before the pandemic. This may create
challenges for dealerships who have always relied on having an abundance inventory to attract
customers. 

The effect of rising interest rates, the depletion of Covid stimulus cash, and waning effects of
other Covid-related measures (student loan payment freeze, rent freeze, etc.) will curb demand
and may push the economy into a recession in 2023 or sooner. With a decline in GDP for Q1 2022,
the recession may already be here. Even with a limited supply of inventory, a weakening demand
will probably continue to push prices for new and used units lower, or at least remain steady for
the remainder of the year. 

In the near term, dealers would be wise to continue to manage cost by minimizing expense in
overhead and advertising until they have right-sized inventory levels. For strategic direction in the
long-term, dealers will need to determine if they want to compete in the “age of the EV” or
perhaps be a participant in the agency model. Considering the significant barriers that EV
production is likely to incur, the move to EVs may take longer than many hope, and it remains to
be seen whether the agency model will be successful in the U.S. 
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