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You can only redline for so long before overheating; given past experiences, the
controlled deceleration being displayed in the North American auto market should be
seen as a relatively positive outcome. Combined Canadian and U.S. sales are poised
to slip below a 19 million unit pace for the first time in four years, but should
remain quite healthy on a cyclical basis.
In the U.S., the sugar-high from the Tax Cuts and Jobs Act is wearing off, steering
sales out of the passing lane after a late cycle surge last year. Volumes are expected to
fall more closely in line with the multi-year downward glide observed since 2016’s
cyclical peak, levelling around 16.5 million units. In Canada, the market has turned,
with sales cooling after running red-hot for the past two years. The overarching factor
is the broad deceleration in consumer credit growth, which is spilling into the auto
segment. On this front, the about-face by both the Federal Reserve and the Bank of
Canada on policy tightening reinforces our view that sales will downshift smoothly,
rather than hit the hand brake. Strong demographics should be sufficient to keep
Canadian sales humming above the 1.9 million unit mark.
Naturally, lower volumes entail fiercer competition. Dealerships with stronger
inventory mixes and superior customer service stand to benefit, while others may
experience a more difficult transition. From a macro perspective, lower production
and sales volumes in North America will continue to act as a drag on growth.

Ride Bailing?
An inordinate amount of ink has been splashed on the “worrying” driving and buying
trends of Millennials and generation-Z. Generally, the gist is that urbanization,
“uberfication” and “mindfulness” have dramatically altered the American auto market.
But, are we really entering a post-car world? Have Millennials reached a level of
mindfulness that has slammed the door shut on the auto industry as we know it?
Evidence suggests that this is not the case; rather, our old friend
the invisible hand seems to be playing a much larger role. The
much publicized drop in the percentage of young drivers has much
more to do with the structural shifts in the domestic economy and
the re-alignment of incentives it has entailed, as well as more
immediate cyclical factors, than any of the more marketable
narratives being floated around.
On a structural basis, it is little wonder that the share of the student
aged population with a driver’s licence has decreased: far fewer are
employed on a full-time basis. The U.S. labour force participation
rate of 16-24 year olds has nosedived from 65% in the 1990s to 55%
in 2017 (Chart 1). This follows the broader trend of the domestic
economy’s re-orientation towards incentivizing skills-based trades
and higher education. Or, put differently, a greater share of the
youth population is concentrating on furthering their education and
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training rather than pursuing full-time employment during or
immediately after high school (Chart 2).

Chart 2

In this context, the existential crisis caused by the 2013 study from
the University of Michigan1 that first socialized the decline in young
drivers seems somewhat overblown, and it becomes even more
questionable when examining the details. The researchers asked
respondents “What is the main reason you do not currently have a
driver’s licence”, to which the overwhelming response (37.9%)
amongst those aged 18 to 19 was that they were “too busy or didn’t
have enough time to get a driver’s licence”. This figure dropped
significantly in older millennial brackets (20-29), strongly
suggesting that students were rationally prioritizing studying over
the driver’s exam (which has become more difficult to pass, more
costly and less accessible, while providing less immediate incentive
if one doesn’t need to drive to work) rather than eschewing the
prospect of vehicle ownership entirely. There also appears to be a
bit of age-ism at play in the popular analysis, as the same study
shows a boom of licensed drivers aged 70 and older, with the
licensed share skyrocketing from 55% in 1983 to 76% in 2014!
A similar trend can be found through the 55-69 age group; a key
reason why the new vehicle market has kept churning despite
shifting trends in younger segments.

United States

Cyclical economic factors have also played an important role. Over
the 2011-2013 period of the study, the unemployment rate for 16-19
year olds averaged well over 20% (after hitting an eye-watering peak
of 27% in 2009), by far the worst job market on record for this age
segment, negating any imperative to pursue a licence (if one could
even afford to). College-aged students and graduates didn’t fare much
better, facing the worst job market in a generation while being
saddled with record levels of student debt. As these factors subsided,
the driver’s licence uptake in the 19-24 year old bracket
improved, helping to bring the share of the licenced driving-age
population in line with recent historic norms (Chart 3).
With respect to demographics, it may surprise some that the share
of the urban population has remained flat over the past sixteen
years. A Pew Research Center study of U.S. Census data2 found that
suburban communities were the ones to enjoy the largest population
flows, growing 16% from 2000 to 2016, and seeing their share of the
population rise from 53% to 55% (Chart 4). While the urban
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population is indeed rising (+13% over the same period), its importance in the
scheme of the domestic auto market has not changed materially, negating the
notion that urbanization is depressing sales. It is true that suburban commuters have
become more conscientious, as evidenced by an increase in public transit ridership, but
this has mostly served to ebb the growth rate of vehicle miles travelled. Indeed, a car is
still a necessity for many to get to a transit station or to run daily errands.
Ride-sharing presents another interesting issue. First, an important caveat: at the time
of the initial University of Michigan study, ride-sharing platforms were not nearly as
prevalent as they are today, so their effects during the sample period were likely
limited. Insofar as the current situation is concerned, research has shown that ride
sharing has become a substitute to public transit use, rather than a replacement
for vehicle ownership. A study conducted by UC Davis3 found that 90% of ridesharing users have not been influenced to change their vehicle ownership decision, a
finding backed by trip data which showed that the majority of rides were to
restaurants, bars, parties or cafes. Furthermore, the study found that the majority of
these trips would have alternatively been made by transit, cycling or walking,
suggesting that ride-sharing is actually adding to congestion. A more recent survey
conducted by the Pew Research Center4 found that while adoption of ride sharing
services has more than doubled in the past five years (to 36% of the population), over
two thirds of users utilize the service less than once per month. In fact, only 4% of
the U.S. adult population use ride-sharing apps on a weekly basis, largely unchanged
from the last poll conducted in 2015. Therefore, ride-sharing doesn’t yet appear to
be a significant factor in the vehicle market, though advances in autonomous
driving could drive structural change in the next decade.
Bottom Line: Structural and cyclical economic factors have altered the behaviour of
young drivers, but a sea-change in vehicle ownership trends is unlikely in the nearterm. Simply put, millennials and generation-Z are pushing the pursuit of a license
and the purchase of a vehicle later in life based on the employment opportunities
available. On the other hand, older drivers are driving for longer, keeping the
aggregate driving population roughly in line with historical norms. This helps to
explain the steady upward creep in luxury sales and general shift in composition
towards the higher-end being witnessed across all brands. More broadly, the focus
on shifting trends between demographic brackets isn’t what’s most important;
rather the fact that U.S. population growth is at its lowest level in modern
history presents a far greater issue for industry prospects in the medium term.

3

4

Clewlow, R. R., & Mishra, G. S. (2017, October). Disruptive Transportation: The Adoption,
Utilization, and Impacts of Ride-Hailing in the United States. Retrieved from
https://steps.ucdavis.edu/new-research-ride-hailing-impacts-travel-behavior/
Jiang, J. (2019, January). More Americans are using ride-hailing apps. Retrieved from
https://www.pewresearch.org/fact-tank/2019/01/04/more-americans-are-using-ride-hailing-apps

Focus — May 3, 2019

Feature
Page 9 of 15

Focus — May 3, 2019

General Disclosure
“BMO Capital Markets” is a trade name used by the BMO Financial Group for the wholesale banking businesses of Bank of Montreal and its subsidiaries BMO Nesbitt Burns Inc., BMO Capital Markets
Limited in the U.K. and BMO Capital Markets Corp. in the U.S. BMO Nesbitt Burns Inc., BMO Capital Markets Limited and BMO Capital Markets Corp are affiliates. This document is issued and
distributed in Hong Kong by Bank of Montreal (“BMO”). BMO is an authorized institution under the Banking Ordinance (Chapter 155 of the Laws of Hong Kong) and a registered institution with the
Securities and Futures Commission (CE No. AAK809) under the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong). BMO does not represent that this document may be
lawfully distributed, or that any financial products may be lawfully offered or dealt with, in compliance with any regulatory requirements in other jurisdictions, or pursuant to an exemption available
thereunder. This document is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local laws or regulations. Their contents
have not been reviewed by any regulatory authority. Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending arrangements with, or provide other remunerated services to, many
issuers covered by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change
without notice. BMO Capital Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and contain information and opinions that are
accurate and complete. However, BMO Capital Markets makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained
herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its contents. Information may be available to BMO Capital Markets or its affiliates that is
not reflected in this report. The information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not be
construed as advice designed to meet the particular investment needs of any investor. This document is not to be construed as an offer to sell, a solicitation for or an offer to buy, any products or
services referenced herein (including, without limitation, any commodities, securities or other financial instruments), nor shall such Information be considered as investment advice or as a
recommendation to enter into any transaction. Each investor should consider obtaining independent advice before making any financial decisions. This document is provided for general information
only and does not take into account any investor’s particular needs, financial status or investment objectives. BMO Capital Markets or its affiliates will buy from or sell to customers the securities of
issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long or short position in many of the securities discussed herein,
related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should
not rely solely on this report in evaluating whether or not to buy or sell securities of issuers discussed herein.
Dissemination of Research
Our publications are disseminated via email and may also be available via our web site http://economics.bmocapitalmarkets.com. Please contact your BMO Financial Group Representative for more
information.
Conflict Statement
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing conflicts of interest in connection with investment
research which is available at http://researchglobal.bmocapitalmarkets.com/Public/Conflict_Statement_Public.aspx.
ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate banking products. BMO
serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking clients are served by BMO Harris Bank N.A., Member
FDIC. Investment and corporate banking services are provided in Canada and the US through BMO Capital Markets. BMO Capital Markets is a trade name used by BMO Financial Group for the
wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A, BMO Ireland Plc, and Bank of Montreal (China) Co. Ltd. and the institutional broker dealer businesses of BMO Capital
Markets Corp. (Member SIPC), BMO Nesbitt Burns Securities Limited (Member SIPC) in the U.S., BMO Nesbitt Burns Inc. (Member Canadian Investor Protection Fund) in Canada, Europe and Asia, BMO
Capital Markets Limited in Europe, Asia and Australia and BMO Advisors Private Limited in India.
“Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Inc., used under license. “BMO Capital Markets” is a trademark of Bank of Montreal, used under license. “BMO (M-Bar roundel
symbol)” is a registered trademark of Bank of Montreal, used under license.
® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
™ Trademark Bank of Montreal in the United States and Canada.
© COPYRIGHT 2019 BMO CAPITAL MARKETS CORP.
A member of BMO Financial Group

