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Reinsmen on the Freeway

Pu b l ic  transportation systems in the West 
might yet regain the glamor and impor
tance which (according to the television 

sagas) they boasted during the stagecoach 
era, but for the present they are all but 
eclipsed by the private passenger car. The 
swap of the horse for the auto was about as 
immediate as incomes and road conditions 
would allow, and so the auto now dominates 
the Western range— urban and rural—even 
more than it does the rest of American life. 
With about 12 million cars on the road, 
Twelfth District states last year boasted a car 
for every 2.3 persons, as compared with a car 
for every 2.8 persons elsewhere in the nation.

This concentration of cars in the West has 
been achieved by a sales rate considerably in 
advance of the nationwide pace. Between 
1947 and 1964, District new-car registrations 
increased about 7 percent annually, as com
pared with a 5 V^s-percent rate elsewhere. 
This, of course, is mostly a matter of the 
West’s faster population growth, but it also 
reflects a stronger addiction to private owner
ship of wheels. Western consumers in recent
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years have allocated over 11 percent of total 
disposable income to purchases of new and 
used cars and parts— a significantly higher 
ratio than that maintained elsewhere. (None
theless, the West lagged behind the national 
sales pace during the 1965 model year, mainly 
because of the impact of defense-manufactur
ing cutbacks on consumer incomes and con
sumer expectations.)

Westerners, moreover, have spent more per 
person for their automotive purchases. In the 
1963 business-census year, Southern Califor
nia dealers rang up about $305 in sales per 
capita, and dealers elsewhere also ranked 
high— $280 in Northern California, $264 in 
the Pacific Northwest, and $256 in other Dis
trict states. The per capita sales figure for 
dealers outside the District was only $234.
Rising incomes . . .

The rapid expansion of the region’s auto 
sales suggests that the factors which have so 
strongly supported the nationwide auto boom 
are operative also in the West. Average in
comes in District states have grown substan
tially and have thus maintained their edge 
over income levels elsewhere. The numbers ] 63
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of young drivers headed for the freeway have 
been proportionately greater in the West than 
elsewhere, and so too have been the numbers 
of older cars headed for the scrapheap. More
over, the region seems to have benefitted, 
along with the rest of the nation, from the 
availability of auto financing and from the 
relative stability of auto prices.

Real disposable income, the primary deter
minant of sales, has increased by 5.2 percent 
per year in the District and by 4.0 percent 
elsewhere in the nation over the past decade. 
Those figures are developed by adjusting total 
personal income by changes in both taxes and 
prices. Yet, when adjustment is made for pop
ulation growth, a different picture emerges. 
Because of the W est’s rapid population 
growth over this past decade, real disposable 
income in per capita terms has increased just 
about 2.0 percent annually, as against a 2.3- 
percent annual gain elsewhere. However, in 
absolute terms, the Western consumer con
tinues to out-distance his counterpart else
where — roughly $2,548 as against $2,202 
last year —  and thus, continues to support a 
higher level of spending on cars as well as on 
other goods.

Expanding populations . . .
Another favorable demand factor has been 

the large and growing number of new entrants 
into the auto market. Increases in the number 
of 15-24 year-olds over the past decade have 
been far larger in California, the West’s larg
est auto market, than in the country as a 
whole. And although not all of these young 
drivers are potential new-car customers, they 
strongly underpin the used-car market. Con
sequently, they contribute to the high rate of 
multi-car ownership in the West, by keeping 
in the family garage many vintage models that 
might otherwise be scrapped.

Whatever the reasons, Western drivers do 
own proportionately more older cars than do 

164 their counterparts elsewhere, and thus they

create a potentially favorable demand factor. 
At the beginning of the 1965 model year, over 
38 percent of a broad sample of the Western 
car population was at least eight years old, as 
against 34 percent of the car population else
where. Developments such as more stringent 
safety requirements and the compulsory in
stallation of smog control devices might suf
ficiently raise the cost of older cars as to push

W estern auto sales spurred by 
rising numbers of dollars and drivers

Annual Percent Chang*

Note: Bar chart shows District sales of autos and parts in each 
model year (beginning one quarter before calendar year). Line 
chart shows annual percentage change in factors affecting auto 
sales— District disposable income in 1964 dollars, California pop
ulation aged 15-24, number of cars 5 years or older in District, 
difference between changes in U. S. consumer price index and 
new-car price index, and amount of auto credit extended.
Source: Department of Commerce, Bureau of the Census, Auto
motive News, Bureau of Labor Statistics, Federal Reserve Board
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some Western owners into the new-car mar
ket. Replacement demand, after all, consti
tutes the bread-and-butter of the new-car 
market and is one of the most reliable ele
ments of future demand.

Relative price stability has also been a 
strong selling-point in recent years. After a 
string of years of extraordinarily high produc
tion, the average age of used cars on dealers’ 
lots has been moving down and their average 
price has been moving upward. New cars, on 
the other hand, have remained relatively sta
ble in price; in fact, for the past five years they 
have been something of a bargain relative to 
other items in the consumer’s budget. The in
creasingly affluent consumer has spent more, 
trading up from the basic product to some
thing larger, shinier, better equipped and 
ultimately more expensive, but the price of 
the basic product has remained almost undis
turbed.

Yet another supporting factor has been the 
continued availability of credit to finance auto 
purchases. Over the past decade, Twelfth Dis
trict banks have tripled their holdings of auto 
paper (about the same as commercial banks 
elsewhere) so that they held $2.7 billion in 
such paper in mid-1965. This easy availabil
ity of credit thus has eased the path from the 
showroom for many buyers.

More production?
All the factors cited— the favorable levels 

of average income, new-driver population, old- 
car population, new-car prices, and financing 
dollars— have supported a sales level of $8.5 
billion of autos and parts (16.2 percent of 
the national total) in the model year just end
ed. But these figures only underline the fact 
that the auto’s importance to the West is as 
a consumption item, and not as a production 
item. Although District states contain almost 
17 percent of the nation’s passenger cars and 
over 19 percent of its trucks, they account for 
only 4 percent of total motor-vehicle employ

ment, 6 percent of total motor-vehicle pro
duction, and 9 percent of auto assemblies.

Four plants in the Los Angeles area and 
two in the San Francisco area account for all 
District assemblies. Practically all of the 
700,000-800,000 cars assembled at those 
plants are sold to District customers, but sup
pliers in the mid-West meanwhile chalk up 
volume sales in the millions. Nonetheless, a 
straw in the wind recently emerged when a 
small Los Angeles firm found it profitable 
to undertake large-scale production of auto 
wheels. Since there are about 15,000 separate 
parts that fit together to make a single auto
mobile, District manufacturers are increasing
ly hopeful that proximity and size of market, 
combined with efficiency of supply, will cre
ate more opportunities to break into the auto
component field.

More financing?
On the national scene, of some $26 billion 

of auto paper now outstanding, commercial 
banks hold more than half — and District 
banks hold about one-fifth of that increas
ingly large commercial-bank share. In other 
words, District commercial banks carry on 
more than one-tenth of the entire nation’s 
auto financing.

District banks at midyear held $2.2 billion 
in purchased auto paper and $0.5 billion in 
directly financed loans. The more favored 
method of financing thus is indirect, with 
dealers initiating the work of assessing credit 
risk and then selling the paper to banks for 
collection. This method is usually more costly 
to the auto buyer than a direct bank loan, but 
it is more convenient and involves less strin
gent credit standards than a direct loan. More
over, banks are sometimes loath to advertise 
too heavily in this market, perhaps because 
of the danger of alienating their customers 
among the auto dealers and the sales finance 
companies.

Average auto financing rates vary through- 165
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than in other regions, and banks here also 
tend to concentrate more heavily than others 
in the field of indirect paper, with its higher 
rates. Effective interest rates on auto loans 
have, however, remained relatively stable over 
the postwar period.

Western banks in recent years have acted 
to strengthen their competitive position by 
lengthening the maturity structure of their 
direct auto loans. The typical new-car contract 
currently runs for 31-36 months, and 80 per
cent of District bank purchased paper is of 
that maturity. At this time, District banks are 
extending similar terms to 64 percent of their 
direct auto-credit customers, while as recently 
as 1961 they offered such terms to only 37 
percent of their customers. But although the 
rate structure nationwide has bunched up at 
the 36-month level, no noticeable spillage has 
occurred beyond that point over the course of 
the prolonged business expansion.

— Joan Walsh

Publication Staff: R. Mansfield, Chartist; Phyllis Culbertson, Editorial Assistant.
Single and group subscriptions to the Monthly Review  are available on request from the Admin
istrative Service Department, Federal Reserve Bank of San Francisco, 400 Sansome Street,

San Francisco, California 94120.

Purchased auto paper dominates 
District-bank instalment lending
B i l l i o n s  of  D o l l a r s

out the country, but rates in the West — in 
this as in other fields of financing —  are gen
erally higher than elsewhere. Bank rates tend 
to be higher on both direct and indirect paper
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