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Daniel Acker/BloombergOverall auto sales in Canada hit an record high in August, up 6.5% over the same month last 
year. It marked the second-straight monthly sales record in the country. 

Canadians flocked to dealership lots at a record pace in August, enticed by generous incentives and a dearth of used 

vehicles in the marketplace. 

Hackers find ways to hijack car computers and take control 
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But the blistering pace at which new cars and trucks are flying off the lots is starting to raise some yellow flags for the 

road ahead for both automakers and consumers. 

Overall auto sales in Canada hit a record high in August, up 6.5% over the same month last year. It marked the 

second-straight monthly sales record in the country. 

The 159,004 units sold in Canada in August surpassed the previous record of 158,394 units for the same month in 

2007 and remain on track for record 2013. 

“The gains were broad-based, with seven manufacturers reporting double-digit increases,” said Carlos Gomes, 

Scotiabank senior economist, in a note to clients. 

Overall auto sales hit an annualized rate of 1.78 million units in Canada, up from 1.73 million in July. The momentum 

was even stronger in the U.S., where August sales hit an annualized rate of 16 million units, up from 15.4 million in 

July. 

“The improvement was driven by robust replacement demand alongside high consumer confidence, ongoing 

improvement in the labour and housing markets, and rising household wealth — both house prices and equity 

markets have posted double-digit increases over the past year,” Mr. Gomes said. 

Another reason new vehicle sales have been so strong over the past two years is that fewer vehicles were purchased 

or taken on lease during the recession. 

Four years later, this is translating into a dearth of good-quality used vehicles in the market, leading to higher prices. 

That, coupled with hefty incentives, has been driving consumers to new vehicles instead of used ones. 

But Dennis DesRosiers, president of DesRosiers Automotive Consultants, said he believed the biggest downside 

threat to the new vehicle sales in the coming years is an oversupply of used vehicles that are starting to find their way 

into the market. 

 

He said residual value of one and two year old used vehicles is already starting to fall substantially as more used 

vehicles enter into the market. 

Mr. DesRosiers said he expects that trend to continue. 

“Used vehicles prices for four, five or six year old products are still ridiculously high,” he said. “But next year, it will be 

the four-year-old vehicles declining.” 

The potential of used vehicle prices falling at a time when automakers are offering financing for up to 96 months has 

started to raise some modest concerns about the industry, said to Doug Porter, BMO chief economist. 



Mr. Porter said his concerns are focused on how automakers would be able to keep their sales momentum if their 

customers still have balances owing in five, six or seven years on the vehicles they purchase today. 

“It helps juice sales now. But you have to wonder where sales will be in three, four or five years,” he said. “You have 

to wonder if we borrowed some future sales into today’s numbers.” 

George Staikos, Equifax Canada national solutions director for the auto sector, calls the practice “buying the 

payment,” where automakers lower the monthly payment to such a low level it’s manageable to consumers simply by 

lengthening the term of the loan. 

He said while the repayment schedule on a vehicle may extend longer than seven years, the actual turnover period 

might be four. This could potentially put the industry in a negative equity situation where the vehicle at trade in has a 

lot more owing on it than it is actually worth, he added. 

“It could be a concerns for consumers because they might not qualify for financing. They may not be able finance 

what they want or get the car they want,” he said. 

But Mr. Staikos said this was only a modest concern for him at this point because none of the numbers Equifax tracks 

has started to show this effect. In addition, while there has been significant growth in auto financing as a part of 

consumer debt in Canada, default rates have remained relatively constant — and very low. 

At the same time, Mr. DesRosiers said he doesn’t see automakers backing off the incentive game anytime soon. 

While the current incentives are quite generous, it is more likely they will simply take another form than be reined in 

substantially in the near term. 

“The first major, year-round use of incentives came with the Oil Embargo in 1973, and they have been a fixture in the 

industry ever since,” he said. “It’s hard to imagine the industry ever moving off an incentive-driven market place.” 

He said part of the reason the incentives are so high right now is because automakers are able to produce vehicles at 

a lower cost after the massive restructuring the industry underwent during the recession. 

Longer amortization periods are the latest rage, but they’re simply a variation on other programs — like employee 

pricing or cash-back guarantees — in the past, he noted. 

At the same time, competition remains the primary driver for these incentives as each manufacturer struggles to 

differentiate itself from its rivals. 

“It is really, truly an incentive driven marketplace,” he said. 
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