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Executive Outlook

We’ve experienced an active buy-
sell market for auto dealerships over 
the last several years, with a number 
of stores changing hands and even 
more opportunities being explored. 
What’s driving this activity, and what 
can we expect in the coming years?

Our lead article this month focuses 
on the market for dealerships in the 
U.S., beginning with the motivations 
of both buyers and sellers. We then 
provide an overview of consolidation 
trends, economies of scale, the 
transformation of the car-buying 
process, the challenges faced by 
small dealerships, valuation trends, 
and the aging of owners. Importantly, 
we share the perspectives and 
experience of two auto dealers with 
real-world observations about what 
to look for in an acquisition candidate 

and pitfalls to avoid. Finally, we touch 
on some specific areas that may 
present prospective buyers with 
opportunities to gain market share 
and increase earnings. 

Also in this quarter’s newsletter 
is a forecast for domestic auto 
sales in 2018 by Senior Automotive 
Research Associate Irina Hodakovsky 
of KeyBanc Capital Markets®. 
Hodakovsky believes that auto sales 
will be approximately 16.8 million units 
this year – a slight decrease from 
2017, but still a high level of demand. 
She provides a number of insights 
on the outlook for demand, including 
new-car pricing, household borrowing 
and credit availability, consumer 
confidence, employment and wage 
trends, and pent-up demand that is 
now coming back into the market.  
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National Director
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Auto Research Analyst Forecasts  
16.8 Million New-Vehicle Sales in 2018

After three consecutive years of sales in excess of 17 
million vehicles in the U.S., the market for cars and light 
trucks is poised to pull back a bit in 2018. Still, Senior 
Automotive Research Associate Irina Hodakovsky of 
KeyBanc Capital Markets believes that auto sales should 
remain stable and healthy this year.

“We finished 2017 with 17.1 million in new car sales, in 
line with our expectations,” Hodakovsky said. “We’re 
forecasting that auto sales will be approximately 16.8 
million units this year – a slight decrease from 2017, but still 
a high level of demand.”

The vehicle segment mix will continue to favor light-truck 
sales, which will likely account for 65% of auto sales 
this year. “The U.S. consumer clearly favors larger and 
more expensive vehicles today,” she said. “Americans 
have flocked to these vehicles in recent years, a trend we 
see continuing. OEMs have shifted production to SUVs, 
crossovers, and other light trucks, which are becoming 
more and more fuel efficient.”

Reflecting this demand for larger autos that are decked 
out with the latest features, new-car prices continue to be 
high. On February 1, 2018, analysts at Kelley Blue Book 
reported that the estimated average transaction price for 

light vehicles in the United States was $34,968 in January 
2017, an increase of $1,123 (3.3% from January 2016 and 
just below the record high reached in December 2017.

As for credit, households continue to demonstrate a 
willingness to borrow. Data released by the Federal 
Reserve in January of this year shows that outstanding 
consumer credit rose by $27.95 billion in November from 
the previous month, the largest increase in 16 years. 
“While we’re beginning to see some tightening, credit is 
still widely available, even for deep subprime borrowers”, 
Hodakovsky said. 

Consumer confidence in the outlook for the economy 
and business conditions is always an important metric 
when projecting new car sales. The January 2018 
Consumer Confidence Survey® indicated that consumers’ 
assessment of current conditions remains at historically 
strong levels. The survey underscored that households 
remain quite confident that the solid pace of economic 
growth seen in late 2017 will continue into 2018.

The prospects for continued economic expansion in 
2018 look bright. Preliminary estimates released by the 
government in January showed that the nation’s output 
increased at an annual rate of 2.6% in the final quarter 
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of 2017. As William Dudley, president of the New York 
Federal Reserve Bank, remarked in January: “The 
economy is expected to grow at an above-trend pace, 
which should lead to a tighter labor market and faster 
wage growth. Consumer spending should continue 
to grow at a moderate pace, supported by solid 
fundamentals. Household income is being bolstered 
by faster compensation growth and continued healthy 
employment gains. ”His projection of real GDP growth of 
2½-2¾% in 2018 is consistent with other forecasters. 

The market expects that the Federal Reserve will raise 
rates at least three times in 2018, leading some to ask 
whether this will temper the demand for autos. “To a large 
degree, car buyers’ decisions are based on the monthly 
payment rather than interest rate changes,” Hodakovsky 
noted. “A 100-basis-point increase in loan rates would 

have an impact on monthly payments of $25 to $50. This 
might lead a buyer to purchase a smaller vehicle, get 
fewer bells and whistles, or extend the term of the loan. 
But it’s far less likely to deter someone from buying a 
car, especially if households are optimistic about the job 
market and income growth.” 

Of far more importance to car buyers is the labor market, 
specifically unemployment. “There’s a strong inverse 
correlation between future economic growth and initial 
unemployment claims,” said Hodakovsky. “Seasonally 
adjusted initial unemployment claims continue to be low 
by historical measures: The four-week moving average 
reported on February 3rd by the Federal Reserve Bank of 
St. Louis came in at only 224,500. This is a very positive 
factor for auto sales.”  

She also believes that significant pent-up demand still 
exists. Households that delayed making car purchases 
during the Great Recession and its aftermath are coming 
back to the market. Sales arising from this pent-up 
demand could add approximately one million units each 
year to normalized sales through 2021.

The passage of the Tax Cuts and Jobs Act last December 
could have a modest direct impact on the auto market 
and a potentially more significant indirect effect. “The 
additional spending power that most households will have 
due to tax reform won’t be enough to cause someone 
to buy a car who hadn’t already been planning on it,” 
Hodakovsky said. “However, it could make it easier to 
purchase a more expensive vehicle. And the increase 
in take-home pay will help mitigate the impact of higher 
interest rates on the monthly payment.”

A lower corporate tax rate could provide indirect support 
for retail auto sales. “More projects may make sense 
for corporations to complete, and they may ramp up 
investment spending,” added Hodakovsky. “That could 
lead to job and wage growth, which could translate into 
greater demand for cars.”
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Trends in the Active Buy-Sell Market for Dealerships

The auto dealership buy-sell market is alive and well as we enter 2018. On February 3, 2018, the Kerrigan Advisors 
(“It Takes Two: Who Is Buying All Of These Dealerships?”) reported that between 2014 and 2017, an estimated 1,080 
dealerships sold to a total of 612 different buyers. Large auto groups are getting bigger, with 28 different organizations 
acquiring more than five stores and 10 players acquiring more than 10 dealerships during this four-year span. Since 2011, 
the number of private dealer groups with greater than 10 dealerships has risen to 141 – an increase of 57%.

Dealer expansion through acquisitions
Many dealers are actively in the hunt for acquisition 
opportunities. “Since branching out on my own in 
September 2017, I acquired a store by myself,” said Dan 
O’Brien of DMO Acquisitions. “I’m looking to acquire more 
stores as long as the acquisition costs for a franchise and 
assets are below my ceiling. With the SAAR for auto sales 
near an all-time high, we’re in one of the best car sales 
markets of all time.” 

Jay Auto Group Owner and CEO Nathan Lancry in 
Ohio believes expansion through acquisition offers 
an excellent opportunity to achieve geographic and 
brand diversification. “We purchased Dave Walter BMW 
and Volkswagen in December 2017, and that did two 
important things for us,” he said, “It added to our product 
lineup and got Jay Auto Group firmly in the Akron market. 
Increasing our brand offerings and expanding the markets 
we serve play significant roles in helping us meet our long-
term strategic goals.” 

Economies of scale will continue to drive consolidation 
in what has historically been a highly fragmented auto 

dealer market. Larger operations can achieve a number 
of synergies, including scale advantages that can spread 
regulatory compliance, back-office costs, and other 
expenses across a bigger enterprise. In addition, large 
auto groups have access to cheaper capital and can 
obtain significant price breaks from vendors. In the area of 
human resources, larger companies typically pay less for 
employee health benefits because they have more buying 
power than smaller companies. This gives big auto  
groups a significant advantage in attracting and retaining 
the best talent. 

Large auto groups are also more likely than small 
dealerships to be able to access experts and specialized 
talent. Technology is bringing sweeping change to the 
car-buying process, which is increasingly taking place 
over social media. In addition, the advent of car-sharing, 
ride-hailing, and self-driving vehicles presages a radical 
transformation in consumer behavior. Larger groups are in 
a better position than small dealerships to prepare for the 
future of changing business models and an increasingly 
digital marketplace. 



Motivations to sell

The aging of America’s dealers has played a major role in 
bringing dealerships to the market, and owner retirements 
will continue to support future buy-sell activity. In addition, 
Automotive News (“Operator retirements fuel buy-sell 
deals,” August 28, 2017) reported that some dealership 
sales are being driven not by the owner’s retirement plans 
but by those of the store’s operator. There are not enough 
qualified general managers in some markets to take over 
the role. 

Managing dealership talent, in general, is a challenge that 
is taking its toll on owners, especially in an environment of 
low unemployment. Industry turnover is high, and  
it costs stores money in terms of wasted search and 
training expenses, inexperienced sales staff, lack of 
continuity with customers, and lost sales. Other pressures 
are contributing to the growing supply of potential  
sellers. Manufacturers’ demands for upgraded facilities 
require dealership owners to make significant and  
costly investments. 

“Dealers will continue to see gross margin pressure 
in new cars,” said Lancry. “So if dealers don’t have a 
robust used-car business and a strong fixed-operations 
department, it will be hard to operate profitably, which 
could force the dealer to sell. Other motivations to sell 
include a lack of a succession plan where no second or 
third generation exists to run the business, and current 
general managers are not in a financial position to  
buy the store.”

Buyers are selective in today’s market 

Haig Partners LLC (The Haig Report®, Third Quarter – 
2017) has noted that buyers are being very selective in the 
current market. They want stores that are a good fit with 
their acquisition strategy in terms of location, franchise, 
and operating performance. Dealerships that have 
challenges, such as real estate and facility issues, unions, 
or incoming add-points, will need to be priced lower 
than comparable deals in the market to get the attention 
of buyers. Dealerships that are underperforming or in 
highly desirable markets may have higher values, while 
dealerships that are in markets that are less desirable or 
are overperforming may bring lower multiples.

“I feel the buy-sell market will continue to increase 
during 2018,” said O’Brien. “Some dealers are in fear 

of a downturn, and a lot of others are looking to retire. I 
feel valuations for buy-sells are trending down. As for my 
requirements, I apply my ROI standards very strictly: I 
want to make the total investment back within 18 months.” 

“The market for new auto sales is stabilizing,” Lancry 
said, “Valuations will be hurt by several headwinds, 
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including compressed new-car margins, soaring costs for 
healthcare, increased floor plan interest expense, greater 
advertising outlays to maintain market share, and rising 
payroll costs to attract and retain top talent. I believe 
that dealers looking to sell may stay on the sidelines until 
2019/2020 in an effort to boost profitability and get a 
better valuation prior to putting their businesses up  
for sale.”

Lancry believes that the market will further segment itself 
into candidates that are “A tier” and “non-A tier,” with 
few middle-of-the-road opportunities. He expects that 
valuations and prices for A-tier dealerships will continue to 
rise, while non-A tier valuations and prices will decline. 
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To assess the potential of a prospective acquisition, Lancry 
learns as much as possible about the candidate, including:

• Current management staff

• Demographics and characteristics of the market

• Compensation plans for existing employees

• Service retention at the store(s)

• Existence of a wholesale parts department 

•  Current state of their inventory (basically a quality analysis 
that includes age and model years, comparison of MSRP 
versus market price for individual units, and the margin left  
in existing inventory)

•  Overall marketing infrastructure, including the technology 
currently being used to facilitate or drive all business activity

Understanding factors such as these provides Lancry with 
insights about the potential that exists in an acquisition 
opportunity and how much to adjust standard market 
multiples to price into any offer.

Special situations

Crowe Horwath has noted specific areas that may present 
prospective buyers with significant opportunities to gain 
market share and increase earnings (“Turnarounds, Off-Market 
Deals, and Neighboring Dealerships Offer Opportunities 
During a Downturn,” April 2017):

Turnaround opportunities As the industry surged in recent years, even some underperforming dealerships 
managed to turn a profit. Slowing sales will expose the weaknesses of less-
capable dealers, and these owners may be looking for a way out before an industry 
contraction squeezes the bottom line.

Acquiring adjacent dealers In most states, dealers are granted legal protection to hold a monopoly over sales 
of a designated manufacturer’s vehicles in their primary market area. For dealers 
currently in operation, a neighboring dealership that comes up for sale offers a 
valuable opportunity to grow market share in the area. An opportunity to buy a 
neighboring dealership may not arise again for decades.

Off-market transactions When dealers are ready to sell, they frequently go to friends and colleagues at 
nearby stores to assess interest. A dealer may be willing to part with his or her 
business at a discount in exchange for the comfort of selling their life’s work to a 
fellow dealer who is a known quantity. 
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To learn more about how KeyBank can help with your buy-sell plans, 
contact your KeyBank Dealer Finance Relationship Manager.

Advice on avoiding the pitfalls

“The most important thing a buyer needs to do is completely  
understand the culture of the target,” said Lancry. “Culture 
can be a very hard thing to change when acquiring a store 
that has been under the same ownership for decades. 
There is what I call ‘phantom value’ in acquisitions, which 
can be either positive or negative. The value comes from 
the people and culture that exist at the target.”

“My biggest hurdle to get over was finding the right 
financing partner,” said O’Brien. “My KeyBank Dealership 
Finance Relationship Manager has been instrumental in 
completing transactions. He’s always available by phone 
to discuss deals, and he gives great advice. He’s basically 
my sounding board. If any issues arise, he takes charge 
and comes up with a solution.” 
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