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There’s a lot to consider when getting 
ready to apply for an auto loan. One of 
the most important things you want to 
contemplate is your credit score since it 
has a large impact on what kinds of loans 
and rates you’ll be eligible for.

Right now, you might be thinking back to 
some of the factors that have made your 
score insufficient in the eyes of a lender. 
Just like adverse things can negatively 
affect your credit score, so can positive 
things. There are several ways to improve 
your current score to get the auto loan you 
need for your next vehicle.

Below, you’ll find all of the information you need to get your credit score where it needs to be to secure your 
next new-to-you vehicle. Let’s get started by looking at the relationship between your credit score and the 
auto loans you’re looking at.

THE RELATIONSHIP BETWEEN YOUR CREDIT SCORE & AUTO LOANS

Before we talk about how you can improve your credit score to secure an auto loan, it’s important to 
understand how your credit score interacts with auto loans. Keep reading to learn more about what 
affects your credit score and how your score then affects your potential auto loans.

What Affects Your Credit Score

There are many different factors that affect your credit score, including your payment habits and 
credit history. In this section, you’ll learn more about how each factor affects your score both 
positively and negatively.

Tips to Improving Your 
Credit Score for Auto Loans
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• Your Payment History
The first, and most prominent, factor that affects your credit score is your payment history. While 
not every single payment you’ve ever made shows up in your payment history, you’ll want to keep 
in mind that overdue, outstanding, or consistent late payments will.

Your payment history affects your credit score because it’s a great indicator of how likely it is that 
you’ll pay the next lender back. A payment history that shows you regularly make your payments 
on time shows that you’re a reliable lendee. As you can imagine, it can have the opposite effect if 
you’re not in the habit of making payments on time.

• Your Credit Utilization Ratio
Your credit utilization ratio is a fancy way of 
describing the percentage of the amounts you own 
as compared to your credit limit. Let’s say you 
have a credit limit of $5,000 on your credit card. If 
you only utilize $1,000 of that at a time, your credit 
utilization ratio would be 20%, which is a good ratio.

Your credit utilization ratio has a lot of influence on 
your credit score because it shows how likely you are 
to manage payments. Consistently staying under a 
30% credit utilization ratio shows that you can manage 
payments without maxing out your credit cards.

• Your Credit History
Your credit history is very indicative of your credit habits for a few reasons. The length of your 
credit history, for starters, can be telling of how experienced you are when it comes to managing 
finances. Simply having secured credit for an extended period of time can show that you know 
what you’re doing and steadily increase your credit score.

While building a credit history is important, you also don’t necessarily need an extensive 
history to get the ball rolling on a loan. Having it will just help hold up your case that you’re a 
responsible lendee.

How Your Credit Score Affects Potential Auto Loans

As you can see, just about anything you do with money or credit affects your credit score. Your credit score, 
then, turns around and has the same effect on your financial endeavors. When you boil it down to the 
basics, your credit score is a way for potential lenders to gauge what they can expect from your professional 
financial relationship together.
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Rather than asking you a variety of questions to learn more about your financial background, your credit 
score can give them a summation of what kind of lendee you are. When the lender is in the business of 
auto loans, they’re trying to gauge how reliable you are and how long it’ll take to get their money back. 

HOW YOU CAN IMPROVE YOUR CREDIT SCORE

Now that you have a better idea of what you credit score is and what the relationship between your credit 
score and the auto loan you want is, it’s time to learn more about improving your credit score. 

With so many factors affecting your score, it can fluctuate greatly. The good news about fluctuation is that you 
have several different ways to positively impact it and get it back up. Even if your credit score is currently on 
the lower end of the spectrum, you can rest assured knowing there’s something you can do to fix it.

Reduce Your Debt

Firstly, you’ll want to start your improvement process by reducing your debt. Outstanding debt isn’t as bad as 
it sounds. In fact, it’s not the debt itself that implicates you as a risk for lenders—it’s whether or not you have 
a solid payment plan. Simply paying off your debts at a reasonable rate will slowly but steadily improve your 
credit score.

Lower Your Credit Card Balances

We already talked about how credit utilization can affect your credit score. Though you have a $5,000 credit 
limit, you shouldn’t utilize all of that at once if you can stand to. Using this much credit and then paying it all 
off soon after is the only instance that you should utilize the majority or all your credit.
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One tip we have for you is to keep your credit card 
balances at or below 20% of the card’s limit. This is 
good for your credit score for two reasons. One, it 
shows that you know how to maintain a manageable 
amount of credit. Two, it shows that you won’t max out 
your credit limit, which goes hand-in-hand with proving 
you can manage payments

Close Credit Accounts You Don’t Need

Closing credit accounts that you don’t need won’t have 
a huge impact on your actual credit score. However, it 
will show lenders who look at your credit report that you 
don’t have the potential to get into a lot of debt. 

If you only have two or three credit cards, you can only 
get into so much debt. Lenders won’t see you as a risk 
like they would if you had something in the realm of 10 
or 15 credit cards or accounts. Just having access to 
this much credit can make lenders a little questionable.

On the flip side of this, if you have several credit accounts but use them responsibly and pay your monthly 
statements off before accruing more of an owed balance on them, if can show that you’re a responsible 
borrower. So, be sure to keep only the accounts that you use and use responsibly open. Otherwise, they 
need to be closed to show you don’t have more available credit than you need.

Pay Your Bills on Time or Early

This should go without saying, but it’s good to remember that simple improvements like this can go a long 
way to repairing your current credit score. Simply paying your bills on time, month after month, will do a lot 
more good for your credit score than it may seem.

Moreover, when we say pay your bills on time, we mean all your bills. This includes bills or general 
outstanding payments you may not think can end up on your credit report. Something as small as a long 
overdue library fine can end up on your credit report if a collection agency is contacted. They can, in turn, 
list this as an unresolved debt, which will lower your credit score.

While the wait can mess with your timeline a little, holding off on a big purchase that requires a loan 
for one year can make a dramatic difference if you spend that year ensuring that all of your bills are 
paid in full on time (or early).
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Keep an Eye on Your Credit Score

One last tip is to keep an eye on your credit score and your credit report. Being in the know will help you 
understand what you’re doing right and what you could be doing better to improve your credit score even more.

While it’s been said for ages now that simply checking your credit score can hurt it, using free credible 
websites, like Credit Karma, can help you check your credit score without running this risk. As for your 
credit report, you should get in the habit of ordering that for yourself once a year. 

NOW, WHAT’S NEXT?

As you can see, your credit score is an important factor of securing your next auto loan. However, now that 
you’re armed with all the information you need to improve your credit score, there’s nothing stopping you 
from taking your next vehicle home with you.

If you have any questions or concerns about your credit score or your next auto loan, you can always seek 
professional financial help. Most dealerships are staffed with a team of financial experts that are ready and 
eager to help you find the best payment plan possible.

Best of luck on your credit improvement and auto loan journey!
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