
If Your Business is Down...For Now
 
“An AP news story the other day quoted TransUnion as reporting that the rate of delinquencies on auto loans fell in the fourth quarter of 2009.  The portion of borrowers who are at least 60 days late on their auto loan payments fell 6% in the fourth quarter of 2009 compared with the same period in 2008. The problem of falling behind on auto loan payments may be diminishing due to more favorable terms of more recent loans and enticing deals for new cars. Peter Turek, TransUnion’s automotive vice president in its financial services business unit, said in their press release that some of it may be due to the federal government’s “Cash for Clunkers” program. TransUnion obtained their data by conducting a quarterly random sampling of 27 million anonymous consumer records from their national consumer credit database.

This could be a good indication of economic recovery, but the good news comes at a time when a greater impact has been made by reports that more homeowners are falling behind on their credit card and mortgage payments.  The delinquency rate on home loans rose in the last quarter of 2009, which was the 12th quarter in a row that the mortgage delinquency rate rose. The data reveals that 6.89% of mortgage borrowers were late by at least two months on their payments at the end of 2009 and 6.25% were that late on payments in the third quarter of 2009.  The mortgage delinquency rate serves as a preliminary indicator of default trends.

In addition to the “Cash for Clunkers” program, another reason that auto loans may have been kept current at the end of last year was the Term Asset-Backed Securities Loan Facility (TALF) that had been created by the Federal Reserve Board to shore up lending capabilities among the nation’s banks and other various lending institutions.  After the subprime mortgage meltdown in 2007,   and the collapse of the stock market in 2008, investment in such asset-backed securities eventually halted.  This practically meant that credit for people trying to buy autos, people needing student loans, or even credit card loans virtually dried up.  TALF was intended to thaw the credit freeze by attempting to meet the needs of individuals, families, and small businesses.

According to Karen Dynan, vice president and co-director of the Economic Studies program at the Brookings Institution, consumers benefited from TALF because it assisted with their ability to get auto loans, and it helped to lower interest rates.  The TALF is intended to begin winding down this month and if the program ends in March, Ms. Dynan points out that rates could start to rise.”
