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Subprime Auto Credit: Should We Be Worried?

Rapid growth in auto lending since the Great Recession has stoked 

concerns about another credit bubble.

Fundamental questions need to be answered:

» How much subprime credit has accumulated and where?

» Is all subprime credit performance worsening?

» Is performance being driven by the economy or risk layering?

» How have falling residual values impacted credit losses?

» What is the outlook for subprime auto credit?
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Subprime Auto Lending Is a Southern Affair
Subprime % of outstanding balances, Jun 2017
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» Overall, subprime auto lending growth is in line with the expected 

credit cycle.

» Outstanding subprime auto balances pale in comparison to 

residential loans before the recession. 

» Deepest subprime lending has notably expanded in the nonbank 

auto space, reaching $38.9 billion outstanding in June 2017.

» Subprime loans are highly concentrated to low-income borrowers 

and the southern United States. 

Auto Credit Markets in Natural Cycle 
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Subprime Borrowers Default Most in the South
Subprime annualized default rate, % of $ volume, Jun 2017

Sources: Equifax, Moody’s Analytics
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» Subprime auto defaults are rising, reaching $1.8 billion in June 

2017, making up about 80% of all defaults in the market.

» Performance on deep subprime credit is rapidly deteriorating 

towards historic levels, particularly for loans originated by nonbanks.

» Payment problems appear to be a function of underwriting policy.

» The “trade-in treadmill” has increased loan-to-value ratios and 

average gross losses on longer-term credit.

Subprime Borrowers Are Struggling to Pay
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» Declining used car prices have amplified subprime auto losses, 

especially in the sedan and subcompact segments.

» Downward price pressure expected to ease for sedans and 

subcompacts but increase for trucks and SUVs.

» Future losses are highly sensitive to residual value shocks.

Residual Value Weakness Amplifies Losses
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Summary

» Auto lending is following a natural and expected credit cycle. 

» Subprime performance will get better as credit tightens.

» Nonbank auto financiers are facing the highest loss rates when 

lending to low-income, subprime borrowers.

» Credit performance problems appear to be associated with poorly 

underwritten loans, rather than stressful economic conditions.

» Residual value pressures should begin to abate but will likely 

increase for trucks and SUVs.
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Q&A
Additional questions? Send an email to 

help@economy.com

Follow Our Auto Finance Insights: 

moodysanalytics.com/auto

mailto:help@economy.com
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