
Press Clips:
WSJ May 2 — Auto Makers Report Steep Sales
Declines in April
General Motors Co. and Ford Motor Co. on Tuesday
reported declines in April of 5.8% and 7.1%, respec-
tively, compared with the same month last year.
Fiat Chrysler Automobiles NV reported a 7%
decline, as sales at its Jeep brand continued to tum-
ble. The slowdowns raise the prospect that car com-
panies may need to curtail production. Auto makers
signaled their hot streak in the U.S. is rapidly cool-
ing, as demand last month turned surprisingly slug-
gish for the trucks and SUVs that have fueled record
profits for domestic players. 

Another troubling sign: It is taking dealers far
longer to sell off inventory, resulting in a glut of
unsold cars and trucks. GM, the No. 1 U.S. auto
maker, has nearly 1 million vehicles sitting on deal-
er lots. GM already has relatively low utilization of
its North American factories, according to
WardsAuto.com. It has laid off thousands of hourly
employees due to a collapse of demand for fuel-sip-
ping passenger cars. Its truck business is also show-
ing fatigue.

WSJ May 3 — Banks Pull Back on Car Loans
as Used-Auto Prices Plummet
Big banks are pulling back sharply from auto loans,
helping drive a drop in car sales and raising fears
the slump might deepen. Wells Fargo, one of the
largest U.S. auto lenders, last month reported a 29%
fall in its auto loan originations for the first quarter
from a year earlier. The decline, the biggest for the
San Francisco-based bank in at least five years, was
part of a common refrain in quarterly announce-
ments from lenders including J.P. Morgan Chase &
Co., Ally Financial Inc.and Santander Consumer
USA Holdings Inc. 

Bankers’ caution is increasingly showing up in car
sales, which Tuesday came in worse than expected
for April. The declines are mostly occurring in lend-
ing to riskier borrowers, in particular those with low
credit scores, where lending had ramped up for
years. “A very accommodating finance environment
had been in place for some time,” said Bruce Clark,
lead auto analyst and senior vice president at
Moody’s Investors Service. “What you’re seeing right
now is a pullback and the resulting pressure on unit
vehicle sales.” 

Some banks, including regionals Fifth Third
Bancorp and Citizens Financial Group Inc., are
beginning to retreat from higher-quality “prime”
auto loans as new risks emerge. “It’s been an over-
heated sector,” said Fifth Third Chief Executive
Greg Carmichael. “The auto business just isn’t as
attractive right now.” When lenders repossess cars,
they resell the vehicles and use the proceeds from the
sale to recover as much of the unpaid balance as
possible. Declining values mean that lenders are
recouping a smaller share of those balances. 

Lenders who are repossessing cars tied to prime auto
loans that were securitized in 2015 are recovering
about 51% of the unpaid loan balances on average,
down from 56% for 2014 loans and 65% for 2011
loans, according to S&P Global Ratings. But
increasing losses have sapped some banks’ enthusi-
asm. Annualized net losses on securitized subprime
auto loans increased to more than 10% late last
year, the highest level since February 2009, accord-
ing to Fitch Ratings. 

Citizens said on its earnings call that it recently
stopped buying auto loans from Santander
Consumer as part of the Providence, R.I., bank’s
strategy to shrink its auto loan book. Santander
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Consumer, a unit of Spain’s Banco Santander SA,
has been paring back on lending. The company
reported a 21% drop in auto loan originations in
the first quarter from a year earlier, following a
20% decline for all of 2016. 

“We’re seeing…some pulling back in terms of origi-
nation volume across the whole market,” said Amy
Martin, lead analyst for auto loan securitizations at
S&P Global Ratings. “That’s a function of these
companies seeing the impact of their liberalized
credit standards.” In recent years auto sales have
relied heavily on the flow of easy credit. Now, sub-
prime borrowers have fewer loan options and face
higher interest rates. This is being felt at dealer-
ships. “We’re at the beginning stages,” said Kevin
Barker, senior equity analyst at investment bank
Piper Jaffray. “Less credit will reduce incremental
demand for vehicles.”

Bloomberg May 2 — Big Summer Shutdowns
Loom for U.S. Auto Plants as Sales Sputter
“We’re not seeing the same picture as the president,”
said Michelle Krebs, a senior analyst with Cox
Automotive. “We are not seeing any new plants
being built in the United States or increases in pro-
duction. The fact is we have passed the sales peak
and we’re now seeing decreases in production.”
Weeks of production suspension seem almost certain
to be on tap for the industry, said Mark Wakefield,
managing director and head of the automotive
practice at AlixPartners. He said automakers have
aggressive plans for temporarily shuttering assem-
blies that make slow-selling sedans and small mod-
els. 

Forbes May 3 — The Coming Collapse In U.S.
Auto Sales
Automobiles are not moving off the parking lot.
That’s according to an industry report that showed
a sharp decline in auto sales across all auto makers.
Meanwhile industry inventories have been climbing
up from an average of 55 days back in April of
2015 to 70 days last month. Coming after months
of sluggish sales and generous incentives, the big
drop in April sales could be a sign of an impending
collapse which could parallel that of 2008-9. 

There’s a compelling reason for that: pent down
demand, which for years has been “stealing” sales
from the future. Now the future has arrived and pent
down demand is bad for auto makers, their investors
and the economy as a whole. Pent down demand
appears after a period of consumer euphoria when
consumers choose to move spending on discretionary
items from a future date into the present day, due to

low cost of financing — which blurs the distinction
between present and future. 

Why wait to buy a new car or a new home appliance
next year when you can have it this year, paying a
small penalty for this privilege? Simply put, ultra-
low interest rates help “steal” sales from the future,
creating market saturation, and eventually depress
spending on “high ticket” items when the future
becomes present. That’s what happened in the six
years that preceded the 2008-9 collapse in auto
sales.

Key Points From The Press Clips Above 
1) Losses on subprime auto loan securities were 
-10% last year.
2) Lenders are losing 49% of loan values on
repossessed cars because used car values are
falling. 
3) Auto loan originators are pulling back from
lending (-20% yoy) because their loans are going
sour.
4) The market for securitized auto loans is con-
tracting because car loans are defaulting. 
5) Auto manufacturers have huge car inventories.
6) U.S. car manufacturer’s sales are down -6% to -
7% yoy. 
7) Auto production cutbacks are looming. 
8) Consumer auto demand is tapped out because
the Federal Reserve stole car sales from the future
via its zero interest rate monetary policy.

Economic Implications: This is the first step
down of a long staircase. Auto sales are currently
running at a 16.8mn rate. The model has a down-
ward forecast for auto sales. In the last recession,
auto sales fell from a 16mn annual rate (Oct 2007)
to a 9mn annual rate (Feb 2009), -44% over 16
months. This decline mirrored the stock market
decline in both intensity and period (the S&P500
fell -57% from its October 2007 peak to March
2009 bottom). 

Declining auto sales trigger a cascade of produc-
tion cutbacks, canceled orders and layoffs in the
auto component, semiconductor and raw materials
industries (steel, etc.). This prospect is already
beginning to hit steel company stocks (U.S. Steel
stock -32% in the last 2 weeks). U.S. Steel website:
“United States Steel Corporation is dedicated to
the automotive industry.” This process should
accelerate over the next 12 months, driving the
U.S. economy into a classic inventory liquidation
recession.

Credit Market Implications: On the credit side
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of the economy, defaulting auto loans are driving
the economy into a credit crunch. This is one of the
factors responsible for the collapse in bank loan
growth. As suppliers to the auto industry are
whacked with order cancellations, the demand for
credit should wither further. Credit card companies
like Capital One are also reporting a rise in write-
offs to the highest level in five years. Rising loan
losses should result in a contraction of credit, as
lenders pull back from the extraordinarily easy
lending conditions of the past 5 years.

Investment implications: The stocks of auto mak-
ers, auto components, steel companies, semicon-

ductors, auto finance, banks and credit cards are
recommended sale and short sale candidates.
Hedge funds like Einhorn are still trying to goose
up stocks like GM, as if the auto cycle hasn’t
already rolled over. Bad idea, use them for liquidity
for shorting. Group and stock rotation is just begin-
ning to reflect the reality of an auto-led recession.
Fiat Chrysler (FCAU) stock is still elevated and is
a recommended short. 

While U.S. Steel has slumped, most auto compo-
nent manufacturer stocks are still on cloud nine.
These auto component stocks are recommended
shorts: Gentex (GNTX), Tenneco (TEN), Superior



Industries (SUP), Modine (MOD), Magna (MGA),
Meritor (MTOR) and Lear (LEA). Auto finance
stocks haven’t really fallen that much yet:
Santander (SC) and Ally (ALLY) are recommended
shorts. 

Semiconductors are the first tech group to roll over,
the semi group is -8% behind the tech sector ytd.
But most semi stocks are still in a great sell and
short sale position. Autos are loaded with semicon-
ductors these days. Qualcomm (QCOM) recently
bought the leading semiconductor supplier to the
auto industry NXP. QCOM is a recommended
short. Infineon Technologies (IFX.DE) is another
big supplier. So is STMicroelectronics (STM.MI).
Three others are ON Semiconductor (ON), Texas
Instruments (TXN) and Analog Devices (ADI). 

All of these semiconductor stocks are recommend-
ed model shorts. Banks and brokers with exposure
to auto lending and the securitized auto loan mar-
ket are recommended shorts. That list includes
Wells Fargo (WFC), Fifth Third (FITB), JP Morgan
Chase (JPM), Goldman Sachs (GS) and Morgan
Stanley (MS). Finally, credit card stocks are start-
ing to slide and are recommended shorts: Capital
One (COF), Discover (DFS) and American Express
(AXP).

Federal Reserve Observations: It is amusing to
watch the Yellen Federal Reserve’s single-minded
obsession with raising interest rates as the U.S.
economy tips into an auto-led recession. The Fed
in its infinite wisdom has stolen growth from the
future via zero interest rates and QE. Their motiva-
tion for those stupid programs was supposedly to
lift the U.S. economy out of the grips of a depres-
sion. In reality that was not a risk and the Fed
should have raised interest rates and contracted its
balance sheet five years ago in 2012, instead of
doing QE3. 

So now the Fed is locked into its worst nightmare
and will get blamed for causing a recession or
worse due to raising interest rates at the wrong
point in the economic cycle. At this point, interest
rates should be much higher and the Fed should be
cutting rates as the economy heads south. They
have warped the economy and financial markets
with a gigantic monetary policy error. Investors are
oblivious. In this era of central bank omnipotence,
perhaps the Fed will monetize cars by purchasing
all GM’s massive inventory in the next QE program
and putting autos on their balance sheet. When
investors wake up to this warped cycle, there
should be a major risk-off move out of financials
and cyclicals into defensive sectors and TBonds.
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Welling on Wall St. LLC believes that its reputa-
tion for journalistic enterprise, intellectual inde-
pendence and absolute integrity are essential to
its mission. Our readers must be able to assume
that we have no hidden agendas; that our facts
are thoroughly researched and fairly presented
and that when published our analyses and opin-
ions reflect our best judgments - and not the
vested pocketbook interests of our sources, our
colleagues, our clients or ourselves. 
WOWS’s mission is to provide our readers with
thoroughly independent research, trenchant
analysis and opinions that are as considered as
they are provocative. We work tirelessly to fulfill
that mission. That said, you must also consider
that no one, and no organization is perfect, and
be assured that our lawyers advise that we tell
you so. So here it is, in plain language, not the
usual lawyer-ese.
All the material in this publication is based on
data from sources that we have every reason to
believe are accurate and reliable. But we can’t
(nor can anyone else) guarantee it to be utterly
accurate. And there’s always a chance, though
we strive to avoid it, that we’ve missed some-
thing. So we make no claim that it is complete;
the end-all and be-all. Opinions and projections
found in this report reflect either our opinion or
that of our interviewees or guest authors (all of
whom are clearly identified) as of the original
interview/publication date and are subject to
change without notice. When an unaffiliated
interviewee’s opinions and projections are
reported, WOWS is relying on the accuracy and
completeness of that individual/firm’s own
research and research disclosures and assumes
no liability for that research or those disclosures,
beyond summarizing their disclosures in an adja-
cent box. 
This report is the product of journalistic enter-
prise and research. It is NOT a sales tool. It is not
intended to be - and should NOT be mistaken for
- an offer to sell anything. It is NOT a solicitation
for any sort of Investment or speculation. It
should NOT form the basis for any decision to
enter into any contract or to purchase any secu-
rity or financial product. It is entirely beyond the
scope and, bluntly, competence of this publica-
tion to determine if any particular security is
suitable for any specific subscriber. In other
words, we don’t give investment advice. Don’t
mistake anything you read in WOWS for invest-
ment advice. This publication does not provide
sufficient information upon which to base an
investment decision. WOWS does advise all read-
ers to consult their brokers or other financial
advisors or professionals as appropriate to verify
pricing and all other information. WOWS, its affili-
ates, officers, owners and associates do not
assume any liability for losses that may result if
anyone, despite our warnings, relies on any
information, analysis, or opinions in the publica-
tion. And, of course, past performance of securi-
ties or any financial instruments is not indicative
of future performance. Confidentiality and
Trading Disclosure: All information gathered by
WOWS staff or affiliates in connection with
her/his job is strictly the property of WOWS It is
never to be disclosed prior to publication to any-
one outside of WOWS and is never to be used,
prior to publication-and for two week thereafter-
as the basis for any personal investment deci-
sion by staff, affiliates and/or members of their
immediate households. All staff and affiliates of
WOWS will avoid not only speculation but the
appearance of speculation and may not engage
in short-term trading, the short selling of securi-
ties, or the purchase or sale of options, futures,
or other derivatives, including ETFs reliant on
derivatives. Any equity or fixed-income invest-
ments entered into by WOWS staff or affiliates
will be held for a minimum of six months unless
dispensation is received, under extraordinary cir-
cumstances, from WOWS’s legal counsel. Any pre-
existing direct investment interest in any stock,
mutual fund, ETF or partnership portfolio cov-
ered in an issue of WOWS will be specifically dis-
closed in that edition and that position will be
frozen for at least a month. Internet disclosure:
Electronic Communications Disclosure: The web-
sites and WOWS’ electronic communications can,
alas, fall prey of all manner of malicious activity.
While WOWS takes reasonable and prudent steps
to try to prevent its website, journals and com-
munications from interception, corruption, infec-
tion, contamination and other electronic male-
factors, there are even fewer guarantees in the
realms of software and the web than in finance—
where there are none. WOWS disclaims and can-
not accept liability for any damages to computer
systems as a result of downloading or opening
contaminated versions its website, journals or
communications.
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