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Auto Dealer Exemption from Consumer Protection Oversight

Debunking the Myths
The auto dealers argue that they should be carved out of consumer protection oversight.  However, the arguments they put forth are misleading.  The Consumer Financial Protection Agency is meant to regulate products not providers.  To exempt any one player creates an uneven playing field that exposes American consumers and taxpayers to abuse and excessive risk – thereby jeopardizing the health of our economy.

MYTH:  Financial reform legislation should focus on what led to the economic crash last year. Auto dealers did not cause the credit meltdown.
FACT:  Financial reform should seek to prevent future crashes or consumer abuses.  The incentives and structure of auto lending through dealers is very much like the system that helped cause the mortgage meltdown.  Auto dealers have the same incentive to sell overpriced loans as mortgage brokers did during the subprime boom.  Better oversight of auto dealers will reduce the chance of another crash by regulating the incentives to sell "financing" that is not in the best interest of the consumer or the soundness of the loan, but rather lines the pockets of those making a commission of the sale of financing.  The consumer agency must have the ability to look at and deal with abuses from all players in the system.
MYTH: Nobody ever went broke financing an automobile because the banks and finance companies that make the loans have the vehicles as collateral.

FACT: Although cars do act as security on auto loans, the loans often far exceed the value of the car acting as collateral.  Estimates are that over 40% of consumers trying to buy a new car are "upside-down" on the loan on their old car-owning more than it is worth.  This is often because of loan packing and other abuses that occur at the time the dealership is selling and financing the car.  Like the mortgage loans that led to the financial crisis, it is precisely when the lender has collateral that they are less likely to care whether a loan is unsustainable.  Autos are the largest loan for many consumers and do often significantly contribute to families going broke.
MYTH: Regulating auto lending would cost jobs.

FACT:  Auto lending urgently needs to be tightly regulated in order to prevent job loss.  Autos are a unique product, as their owners generally rely upon them in order to remain economically viable. As more consumers default on auto loans, their vehicles are repossessed, commonly depriving them of their only means of transportation to work, causing job loss.  Furthermore, damage to consumers' credit due to predatory auto lending keeps them from being able to get a job, as the vast majority of employers do credit checks before hiring workers.  
MYTH:  Effective federal and state laws governing dealer-assisted financing already exist. Auto dealers would continue to be regulated by the Federal Trade Commission, the Federal Reserve Board, and state attorneys general.

FACT: The Consumer Financial Protection Agency would be one more cop on the beat, working alongside the FTC, the Fed and states in protecting consumers against abuses.  Further, the scope of abuses identified in auto lending, including the many the Department of Defense highlighted in its February 26, 2010 letter to the US Department of Treasury, shows that state laws have been insufficient in dealing with auto fraud abuse.

MYTH:  In light of the current credit crisis and the lowest auto sales in a generation, a dramatic restructuring of auto finance would increase consumer costs, depress auto sales, and lessen competition.

FACT:  Effective consumer protection puts everyone on a level playing field.  As we saw in the mortgage market, bad money too often chased good money from the marketplace.  If everyone has to play by the same rules, then everyone can compete fairly.  Allowing bad actors to roam freely in the marketplace only hurts those with good products to offer.  In the instance of auto dealers, they sell loans at a mark-up from what is actually approved.  They do this at a cost to consumers.  Creating a special exemption for auto dealers would be nothing more than a government-sanctioned wealth redistribution:  from consumers, credit unions, and community banks . . . to auto dealers and the large national banks and Wall Street firms that fund them.  







