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SUMM.A_RY 

The U.S. automobile industry has recently experienced some of the 
lowest sales and employment levels in years. While high gasoline prices, 
high interest rates, credit controls, and recession have cut into sales of new 
cars generally, U.S. companies have been particularly hard hit by a shift 
toward smaller cars. Foreign manufacturers have been able to capture a 
record share of the U. S. market, because the domestic companies have 
relatively few small cars with which to compete against many imported 
models offering better fuel economy and a more favorable image of quality. 

Loss of Sales 

Auto sales fell sharply in April, May, and Ju.."le 1980. Sales appear to 
have been dampened by the jump in gasoline prices that occurred between 
1978 and 1979, along with the rise in interest rates and the enactment of 
credit controls. The economic recession has also been a factor. 

Loss of Domestic Share 

During the early months of 1980, the share of new cars sold by foreign 
manufacturers grew to record heights--reaching more than 29 percent of 
new car sales in May 1980, compared to the 15 to ZO percent of sales held by 
imports between 1970 and 1978. The chief reason for this surge in imports 
was a shift in car-buying patterns toward smaller cars, both domestic and 
imported. The shift stemmed from the increases in gasoline prices and the 
widespread concern about gasoline availability that arose in 1979. During 
1978, less than half of the new cars sold were classified as compact or 
smaller; in recent months such cars have gained about 65 percent of sales. 

Although domestic companies have lost a substantial share of the total 
car market, they have not experienced a significant loss of share in the 
small-car segment of the market. 1:0 the first four months of 1980, about 
59 percent of the small cars sold in the United States were of domestic 
manufacture, not far below the average of 63 percent in 1970-1979. Indeed, 
the market performance of domestic small cars has been surprisingly strong, 
given the relatively few models available. 

vii 



Unemployment in the auto industry is CU1":-ently near record highs! a::ld 
will probably break records as plants close late: this sU:C::::Je: for model 
cha..'"'l.geovers. At present~ 2.50,000 auto workers are on indefinite layoffs and 
30,000 on temporary layoffs. .A..n estimated 350,000 additional worke:-s in 
related supplier industries are out of work because of the slu.:c::p in auto 
production, and about 100,000 more jobs have been eli:c::inated in auto 
dealerships. 

Not only do these high levels of unemployment mean hardship for the 
persor.s and communities ::cost severely hit: they also have enormous 
implications -fo:- the federa.l budget. For example, iOO,OOO jobless \vorkers 
cost the budget S 1.5 billion a month, mostly in tax revenues foregone. 

Outlook for the Future 

Sales. Once auto sales recover fro:c:: their present depressed level~ 
they will probably grow at a slower rate than in the past. The gover:::d .. '"'l.g 
factors are not only high fuel prices but slower growth in population than in 
the past. 

M2l'ket Sh2..!'~. b the n.ext several years the domestic companies will 
probably increase their share of small car sales ana thus their share of total 
sales! as various new, fuel-efficient models come into productio::l. General 
Motors has reportee. strong sales for its new X-body cars. Chrysle:-'s K-body 
cars a.."ld Ford's Fiesta/Escort will be on the market later this year, roughly 
doubling domestic capacity for redesigned, fuel-efficient ccs. Imported 
cars are at present more fuel-efficient than their domestic competitors, and 
they ce pereeived to be of higber quality as well. U.S. manufacturers 
appear capable of neutralizil'lg both of these advantages in the near future. 

Unem'Dlovment. Employment in the automobile industry will probably 
not retu...""%l to the level of 1979, largely for technological reasons. The 
gains in productivity scored ill the 19705 will likely contil'lue as the auto 
manufacturers build more highly automated pla.:lts~ and as tbey produce 
more small cars. Moreover, imports of automotive components will no 
doubt eontinue to grow. 'N'hile these labor-saving trends may be pctly 
offset by the switch to fuel-saving technologies and more stringent safety 
and environmental standards, which increase the complexity, and hence the 
labor content, of new cars, they are probably insufficient to boost e::oploy­
ment in tbe maJor auto companies baek to the 1979 level within the next 
five years. F1.l.rthe!'more, some of the jobs associated with new, specialized 
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automotive features will be in industries and regions of t!:le country other 
than those traditionally involved in auto production. 

Capital Needs. The introduction of redesigned fuel-efficient cars in 
the next several years will require substantial investment. The ability of 
U.S. auto companies to finance new plants and retool old ones out of their 
own resources is probably the most important unanswered question about the 
future of the industry. 

Balance of PaymentR. In 1979, the United States imported about 
$9 billion more in automobiles rmd parts than it exported. Even though the 
import share of the U.S. auto market is expected to drop from its current 
high level, a major improvement in the automotive balance of payments is 
unlikely. Improvements in fuel economy could, however, ultimately save 
enormous amounts of fuel--possibly equivalent to more than 1 million 
barrels of oil per day by the 1990s. Such sa't'ings imply o"('er $1 Z billion per 
year in reducec. petroleum i:nports at today's oil prices. In short, the 
financial he~_: ',' ~ t~e :tt'L -:..~ abile industry has important implications for 
the balance of pavments a:ld for energy policy as well. 

Polic" Options 

A wide range of government actions have been proposed to improve 
the current situation of the auto industry. The proposals tend to fall into 
two groups: shor-t-run actions and long-run actions. Most of the short-run 
options atteI!l'T:': tc resto'!"e auto industry employment by stimulating sales, 
\\'hile mo~' _ _ Jong-rwl options attempt to increase the working capital 
of the aura companies so that they can invest in improved products and 
processes. These aims conflict to some extent, inasmuch as the long-run 
structure toward which the industry appears' headed would be highly 
automated and dependent upon substantial importation of components--two 
characteristics that imply reduced domestic labor requirements. Con­
versely, boosting sales of current models tends to extend current production 
processes and products at a time when the auto industry faces a period of 
crucial changes. 

Both groups of options are explored here. Their consequences cannot 
be estimated preciselYl but the paper offers preliminary estimates that 
serve to hignllp'''t "orne of the issues raised by the proposals. 
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Short-Run Options. Actions that would stimulate sales immediately 
could reduce unemployment in the auto industry and help the auto com­
panies generate investment funds that they crucially need if they are to 
remain competithre in coming years. Because of high inventories, however, 
not all of the stimulus in sales would result in increased production. 

The government could stimulate sales through various forms of 
subsidy. For instance, it could make rebates to persons buying new cars, or 
offer tax credits (bounties) to persons trading in old cars for new domestic 
models. Both rebates and bounties would tend to reduce the average price 
that buyers pay for new domestic cars, thereby stimulating demand. Both, 
however, ,,'ould benefit chiefly those persons who were going to buy new 
cars in the near future anyway. For example, a rebate of ,$1,300 per car 
would generate about 0.8 million entirely IInew ll sales, would shift about 
1.7 million additional sales forward from the coming year or two, and would 
subsidize an additional 5.8 million car purchasers who would have bought a 
car anyway. 

Rebates and bounties both appear to have substantial costs--from 
$13,000 to SZO!OOO for each entirely "new" sale. These costs would be offset 
in part by decreases in federal aid to unemployed workers and by increases 
in federal taxes. New-car buyers, who are relatively affluent on average, 
would benefi t at the e"'''Pense of taxpayers in general. 

Sales of domestic cars could also be stimulated through import 
quotas. Quotas would likely lead to increased prices, since prices of 
imported cars would rise as they became scarcer and prices of domestic cars 
would rise in response--probably to the point where sales of domestic cars 
would show only a small increase. There would be little effect on jobs, 
although the industry's net profit per unit could be greatly increased. If 
price restraints were coupled with import quotas, this would tend to boost 
domestic auto sales and employment, but would provide less financial help 
to the industry. 

Quotas on imports conflict with the tradition of free international 
trade, appear to violate current commitments under the General Agreement 
on Tariffs and Trade, and could lead to retaliation by other countries against 
our non-automotive exports. They would also adversely affect consumers 
through increased prices for new cars. 
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Long-RW1 Options: General. Changes in tax rules, such as the 
so-called 10-5-3 proposals for depreciation, could help the auto industry~ 
along with other industries, generate fW1ds needed for investment in ne,,,' 
plant and products. By placing the capital formation difficulties of the auto 
industry alongside those of other industries, the Congress would have a more 
comprehensive basis for developing a national industrial policy. 

The 10-5-3 proposal would have conflicting impacts on the auto 
industry. Special tools, which the industry now depreciates over three 
years, would be less favorably treated, being depreciated over five years 
rather thaI) three. The depreciation period for buildings and larger 
machinery and equipment would be shortened, however. In sum, the 10-5-3 
proposals would probably help the auto industry less than most other 
industries. Furthermore, changes in depreciation schedules alone would not 
necessarily help companies that have experienced losses or only small 
profits. 

Long-RW1 Options: Auto-Industry-Specific. A variety of special 
treatments have been proposed to help the auto industry recapitalize in 
order to remain competitive. They include refundable tax credits, relax­
ation of safety and environmental standards, the requirement of a minimum 
level of domestic content for cars sold in the United States, tax: changes, 
loan guarantees, a!'ld aid to unemployed auto workers. 

Refundable tax credits could channel substantial sums to the auto 
companies. Tney would be similar to grants for all practical purposes, and 
would represent a significant, far-reaching shift in tax: policy. 

Relaxation of safety and environmental standards could help reduce 
capital requirements. While it would not necessarily improve the competi­
tive position of the domestic industry relative to imports, it could help the 
industry through the critical period of capital reinvestment ahead. 

Minimum domestic content requirements could induce foreign manu­
facturers to locate in the United States, but also lead to retaliatory moves 
against U.S. non-automotive exports. 

Among the many tax changes that have been discussed, changes in 
the Asset Depreciation Ranges would enable more rapid depreciation, 
thereby ger.~!"ating investment capital. As with any scheme based upon 
income tax: d.:lductions, its effectiveness would depend on the profitability of 
the company! companies under the greatest financial pressure (Chrysler, 
Ford, and Americar. Motors) might receive little help. 
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Loan guarantees could channel funds to companies most in need. 
Such direct governmental involvement in private companies raises difficult 
questions associated with deciding which industries and companies are most 
crucial to the nation's economic base. 

Auto workers who have permanently lost their jobs could be retrained 
or relocated. While this would alleviate some of the personal hardships of 
unemployment, it would not be of direct assistance to the auto industry 
itself. Nor would it directly assist economic readjustment in those 
communities and states most seriously affected by loss of auto-related jobs. 
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CHAPTER 1. INTRODUCTION 

The automobile industry in the United States is experiencing one of its 
worst slumps in history. Total sales of ne\l,' cars in the last three months 
ha,\re fallen about 30 percent below those of the corresponding period in 
1979, and the share of the new car market captured by domestic companies 
has plunged to record lows. Nearly one-third of the nation's auto workers 
are unemployed, and almost half a million jobs in auto-related industries 
have been lost. 

The difficulties of the industry stem from a wide range of sources. 
Economic factors, including recession, high interest rates, high gasoline 
prices, and credit controls, have dampened auto sales generally. Sales have 
been further eroded by an overall shift toward smaller cars, the segment of 
the market where imports have been strongest; in particular, imports are 
generally more fuel-efficient and widely perceived to be of higher quality. 
The result of these de'.'elopments is that employment in the auto indust::-y 
will soon drop belov; the lov; point reached during the recession of 1974-75! 
while the auto companies will have difficulty in generating the financing 
that they need for modern plants and new, fuel-efficient product lines. 

This paper first examines the causes of current problems in the auto 
industry and then briefly explores the outlook for the future, witb particular 
attention to implications for unemployment, the federal budget, the balance 
of payments, and energy consumption. It then explores various proposals 
that have been made to relieve current unemployment within the industry, 
to channel investment capital into the industry, or to help improve auto­
motive fuel efficiency. 
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CHAPTER n. CURREN"!' CONDITION OF THE U.S. AUTO INDUSTRY 

LOSS IN VEHICLE SALES 

New car sales in the U.S. have declined considerably over the last 
year and a half, dropping from a seasonally adjusted 2llIlual rate of 
11.3 million 1J:lits in 1978 to 10.7 million units in 1979 and 7.~ million units 
in June 1980. (Table 1.) Simultaneous with this decline i::. auto sales, ligbt 
t:-uck sales fell by 13.5 percent duri.."lg 1979 and by 29 percent during the 

TABLE 1. 

SOURCE: 

RETA.:L SALES OF NEW PASSENGER CARS IN THE UNITED 
STATES, 1970 TO MAY 1980: IN MILLIONS OF UNITS ~i 

Year 

:t970 
1971 
1972 
1973 
197~ 
1975 
1976 
1977 
1978 
1979 
1980 

1st Quarter 
April 
May 
June 

Rate of Sales 

8.42.8 
10.2.02 
Ii. 008 
11.439 
B.876 
B.640 

10.113 
11.184 
11.312 
10.669 

10.748 
B.2.58 
7.385 
7.363 

Unpublished data from U.S. Department of Commerce, Bureau 
of Economic Analysis 

!/ Seasonally adJusted annual rates. 

2 



first six mont':"s of 1980. This decline comes after a decade of rapid gro';n::' 
wherei.."l light truck sales increased by more than 100 percent over an eight­
year period (froc 1.5 millior. units in 1970 to 3.7 million units in 19(8). 7ne 
decline in light truck sales has particular significance for the domestic 
industry since domestic companies have gene:-ally accounted for approxi­
mately 90 perce::::.t of light truck sales i::. the United States. 

The decline in vehicle sales experienced over the last year 2llld a half 
appears to result from a combination of several factors including the 
economic recesslon, high fuel prices, consumer credit controls, and high 
interest rates. Eacb of these causes is exacined bel 0 'Q;' . 

Recession 

Retail aut') sales, El~e ::::lost durable consumer goods, are particularly 
sensitive tr: f::.;:-",' ~,::k:lS :.::. - ; overall health of the economy. 11lroughout 
the last decacie! si.;..ies of new cars, as well as light trucks, generilly rose and 
fell along wit:":.:: t;rQSS ='G..:::_,:.;,J product (Figure 1). h:l pa.!'ticular, 'Q;'hen the 
gross national proc.uct fell by two to three percent from 1973 to 1975, au:o 
sales simultaneousiy declined by more than 2.4 percent! 'Q;'hile light truck 
sales fell by 19 percent. lrl. eac:b year between 1970 and 1978, gross national 
product and vehicle sales rose and fell together. 

In 1979, hC'weve!, vehicle sales fell sharply as gross national product 
continued tc -~se:. a.lbeit at a slowe: rate than in 1 ~7 8. Although the decline 
in sales me. i,..", !--a:-tie..lly attributable to a general slowdown in economic 
activity (reflected by the lower annual growth rate in GNP), it is also 
related to severa' other factors, specifically increased fuel prices and high . 
interest rates. 

Increased Fuel ?1"lces 

The two large and sudden inaeases in gasoline prices experienced 
over the last 10 years have had significa:t impacts on the rate of new-car 
sales. Figure 2. sn:::>ws that the increases in gasoline prices that occurred 
during 1973 :.:.::. :?7·~ (ccIlCU!"rent with the 1973 Arab oil embargo) and 
during 1979-17~ ';I.1ere 1..loth accompa:lied and followed by significant 
declines ir. v<;;..1. ~' Sc !"!f>. Sbortages of gasoline undoubtedly :oagnified this 
effect on saJes. :;:owever, as gasoline prices began to stabilize (and, for a 
time, decline in consta.:nt dollars), auto sales climbed from a 1011:' of 
8.6 million unItS l:. 19i5 to 11.3 million units in 1978, simultaneous with a 
1.5 million increase in light truck sales. 

3 
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High Interest Rates 

High ~terest rates :'ave fu:-:her inhibi:ed auto sales durbg :-ecent 
months, (Table 2.). Although increases in interest rates tend to nave a 
relativelv smalJ. effect on monthly auto payments, they nonetheless may 

TA.BLE 2. AVERAGE FINANCE RATES FOR AUTO LOANS, 1972-
1980 

Year Average Finance Rate !I 

1972 10.05 
1973 10.21 
1974 10.97 
1975 11.36 
1976 11.07 
1977 10:92 
1978 11.02 
1979 12.02 
1980 

1st Quarter 13. zE 
2.:ld Qua:ter 15.70 

SOURCE: Fede::-al Reserve Board. 

!I Most common finance rates on direct consumer bstallment loans for 
new auto purchases (36 l:lonth loan pe:-iod). Reflects averages at 
reporting commercial banks. 

cause some pote::tial car buyers to defer their purchases. (For example, a 
$6,000 auto loan extended over foUl' years at 12 percent interest would 
require monthly payments of $15B. The same loan at 15 percent would 
require monthly payments of $167--only 6 percent higher despite a 
one-fourth iDcreas~ in i:lterest rates.) The Ulaease in interest rates that 
occurred during the past year is estimated to have caused sales of new cars 
to fall by about 8 percent. 

A recent consumer survey conducted by the University of Michigan 
Surve;' Research Center found that, of those consumers v;ho indicated that 
current buying conciitions for autos were bad, 29 percent attributed the 
cause to hig!l bterest rates on credit~ up from 6 percent a year earlier 
(Tables 3 and 4). In the future, however, as interest rates dec1ine~ it is 
likely that consume: credit dema.."lc (and auto sales) will inc:"ease concm­
rently. 
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T.A.BLE 3. BUYING CONDITIONS FOR CARS: IN PERCENTS a/ 

May June July Aug. Sept. Oct. Nov. Dec. Jan. Feb. Mar. Apr. M 
1979 1979 1979 1979 1979 1979 1979 1979 1980 1980 1980 1980 1980 

Good Time 
to Buy 39 "' .. 32- 38 44 45 38 ~ ( 44 39 A'" 

0:1 
.i~ 
.:) 35 2<; 

wnce:tair., 
Depends 13 13 16 14 12 9 10 0 11 8 10 10 10 , 

Bad Time 
to Buy 48 SO 52 48 44 46 52 47 SO ..:l-.:l 45 55 61 

Total 100 100 100 100 100 100 100 100 100 100 100 100 100 

SOURCE: University of Michigan, Survey Research Center. 

'!:.! T.oe question was: "Speaking no\': of the automobile market:-Do you thl:lk the next 12 months or 
so will be a good or a bad time to buy a car?" 
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TABLE 4. SELECTED REASONS FOR OPINIONS ABOUT BUYING CONDITIONS Fon CAltS: IN PI~HCENTS ,,/ 

-"---- - -.~-.~-

May ,Tune ,July Aug. Sept. Oct. Nov. Dec. • Jan. Feb. Mar . Apr. May 
1919 1919 1919 1979 1919 1919 1979 1919 1980 1980 1980 1980 1980 

~- .-.-- ---- --------- --

Good Time 10 ntly~ 
Prices are low; good 
, lIys availahle 6 1 13 1(, 18 I3 lJ 15 II 11 H IJ II 

Prices going higher; 
won't come down 2l II 11 14 l: l3 16 21 ZZ 19 II 10 8 

New fuel efficient 
models 14 12 13 11 9 8 8 10 8 14 13 1l 6 

or> Dad Time to Buy: 
Prices are high; 
may rail later 26 l5 26 21 l5 11 30 Z1 31 lZ l5 Jl 30 

Cre(IH; high interest 
rat(~s () 3 4 7 () 8 16 16 13 14 17 2.'1 19 

Energy; Fue I 
shortagf' l2 U) 24 18 11 13 10 12 19 13 16 16 15 

SOURCE: University of Michigan, Survey Research Center. 

a/ Responses to the query "Why (10 you say so?" following the question notes in the previous tablc. 



Creai: Co=:~ols 

In addition, the stri.."lgent cont:'ols OD consumer credit tna: were 
instituted during the first quarter of 1980 also appeared to ciampe!'l. auto 
sales. On Marc!). 14, 1980, the President a.:c.no\l:lced steps to restrair. 
unsec.Jl"ed consumer credit. This led to Federal Reserve Board directives 
requiring bank.s to limit unsecured consumer loan commitments to a 
maximum growth rate of 6 to 9 percent annually. Many banks reduced the 
amount of available auto financing as a result. These credit controls are 
currently being phased out ill response to an Executlve Order issued by the 
President on J'.J..iy 3, 1980. 

Consumer credit controls appear to have restricted auto sales during 
the first and s'!cond quarters of 1980, despite the fact that these controls 
were not directly applicable to auto credit. Approximately 70 percent of 
new car buye=s ~ely 0::::: SC'I:De ')ort of credit financing. New consumer credit 
extended fo'" "::!O ?U~::::.(':~ os has declined sharply over the last year, 
Cropping '::loy l.Ilc~e t':"an $".0 billion from April 1979 to April 1980. To a large 
extent, :=.is ~-e ::._~ ~ic,:c in ::':::._ ..:.mer credit simply reflects reduced auto sales, 
which ha'Ve faJl~ '::l;" roughly the same proportion. A recent survey of auto 
dealers, howeV'e:-, :ound that the refusal rate on auto credit applications was 
running at approximately 46 percent during the first:th:-ee weeks b May, far 
higher than the normal refusal rate of 10 to 15 percent. 1/ b addition~ the 
Motor Vehicle :vianu.iac:ure~~;' Association stated tha.t, i::'l. some sta.tes with 
low u.su..ry ceilings, lIla....."ufa<::~ure:'s' subsidia...-y finance compa.."lies were the 
only source of consumer credit for auto loans. Statistics fro:c the Federal 
Reserve ? ,a., _ :"~lCW that the propor~ion of auto financing provided by 
commercial banks dropped sharply relative to the proportion provided by 
finance CO!:lpa..."'llaS during t.."'e first four months of 1980. In fact, finance 

. companies extended almost half a billion dollars :core in automobile credit 
during April 1980 than in April 1979, while total au.to credit decreased by 
more than two billion.· (Table 5.) This shift also implies higber costs to 
consumers, since finance companies generally charge higher rates than 
commercial banks. Thus, while the reduction in consumer credit largely 
renects' decrea.:sed consume: demand, consumer credit controls on 
commercial ba:::.k.s have made financing less widely available and more 
expensive! thereby further dampening new-car sales. Consumer credit has 
become mol'':: "'.'7 .... .:.:.::.":lle a.s the existing credit controls are phased out. 

1/ This survey was conducted by tbe National Automobile Dealers' 
Assode: :ic~ .. 
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TABLE 5. CHANGE IN MA.TOR HOLDER OF CONSUMER CREDIT I!:XTENDED FOR AUTO LOANS, 1980: IN MILLIONS OF 
OOLLAHS 

Automohlle 
Tnstalhnent 
Credit Edem'c(l 

Commercial 
Banks 

Indirect Paper 
Direct J ,onns 

Credit Unions 

April 1980 
Credit Exten<ie(l 

-----

Percent 
Dollars hy Source 

5,725 

2,398 

1,433 
965 

96l 

100 

42 

11 

Finance CompcHli(~s 2, )65 41 

March 1980 
Credit Extentled 

Percent 
Donal's hy Source 

7,240 

3,394 

1,978 
1,416 

1,306 

2,540 

100 

47 

18 

35 

SOURCE: Federal Heserve Statistical Release. 

February 1980 
Cre(lH Ex.tended 

Percent 
Dollars by Source 

7,659 

3,936 

2,096 
1,840 

1,338 

2,385 

100 

51 

18 

31 

.J anuaty 1980 
Credit Ex tended 

Percent 
Dollars by Source 

7,780 

4,026 

2,154 
1,812 

1,348 

l,406 

100 

52 

11 

31 

April 11}79 
Credit Extended -------------.-

Percent 
Dollars hy Source 

----------- --

7,99? 

4,107 

2,635 
l,07l 

1,415 

1,877 

100 

59 

18 

l3 

--------- ------

Change From 
April 1979 

!~~~!!!..!2~~_ 
nollars 

-l,274 

l,30<) 

-453 

.. 168 



Si-:IFT TOWA_~D SM.!..:'L CARS 

Over the last 10 years! the market share hele b'Y con:::pact autos has 
increased from 38 percent of total new-car sales in 1970 to over 60 perce:n 
in 1980 (Table 6). This market-wide shift to smaller vehicles has bee;:). 
causec.! for the most part, by increased fuel prices ane doubts about its 
availability. Substantial shifts in sales patterns by size class occurred 
following the large increase in gasoline prices in 1973-1974. ru.rther shifts 
occurred after fuel prices took another substantial jump in 1979. 

TABLE 6. SIZE DISTRI3VTION OF NEW AUTO SALES~ 1970-1980 

}..rmual Rate !/ 
Percent Percent Percent of Sales 
Compact Mid-Size Full-Size (in millions 

Cars Cars Cars of units) 

1970 38 22 40 8.428 
19i1 39 20 41 10.202 
1972 39 2.2 3~ 11. 008 
1973 43 22 35 11.439 
1974 48 25 27 8.876 
1975 54 24 23 8.640 
1976 48 27 25 10.113 
1977 47 2.8 25 11. 184 
1978 48 28 24 11.312 
1979 56 2.3 21 10.669 
1980 

1st Quart er 64 2.0 16 2..511 
April 66 2.0 14 0.743 

SOURCE: Unpublished data from U.S. Department of Commerce, 
Bureau of Economic Analysis. 

a/ Data for 1980 reflect actual t.Ulit sales, not rates. 
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GROWTE IN IMPORTS 

Imported autos have captured a record share of tbe D.S. t:larket 
during recent months, climbing froe 17.7 percent of new domestic car sales 
in 1978 to 29.2, percent in June 19BO (Table 7). Although sales of both 
domestic and imported autos have suffered in recent months, domestic sales 
have beeD harder hit. The latter fell by more than 35 percent between May 
1979 and May 19BO, while import sales fell by only 2,0 percent. 

TABU 7. 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 

1st Qua.:rter 
April 
May 
Jtme 

SOURCE: 

SHARE OF 'O.S. A UTO SALES h'"ELD BY DOMESTIC 
MANUFACTlJRERS AND IM:PORTS 

Seasonally Adjusted 
Domestic Import A:cnual Rate of Sales 
(percent) (percent) (thousands of units) 

8':.7 15.3 8,42,8 
84.7 15.3 10,202, 
85.2 14.8 11,00B 
84.6 15.4 . 11 ,439 -
84.1 15.9 8,876 
81.6 18.4 8,640 
85.1 14.9 10,113 
81.4 18.6 11,184 
82,.3 17.7 11,312 
7B.2 21.8 10,669 

73.8 26.2, 10,748 
72,.9 27.1 8,258 
71. 5 28.5 7,385 
70.8 29.2 7,363 

Unpublished data from U.S. Department of Commerce, Bureau 
of Economic Ar,alysis. 

Availabiii!'V "f Fuel-Efficient Models 

The overall swing in car sales toward smaller, more fuel-efficient 
cars has concentrated sales in a segment of the market where domestic 
manufacturers have historically competed on a very limited basis. This 
me2llS that, as custome::'s shop for S:::ilall cars, they are faced with a vastly 
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greater number of choices among imports. Among sUbcompact cars, only 5 
out of tbe 25 most fuel-efficie:1! models are domestical:y produced 
(Table 8). Altogether, 25 domestically-produced small car models are 
offe!'ed !'elative to 68 imports (Table 8). Given this disparity~ the domestic 

TABLE 8. COMPAR!SON OF 1980 MODEL OFFERrnGS OF DOMESTIC 
AND FOREIGN MANUFACTURERS, BY SIZE CLASS !.I 

Number of Models bl 
Size Class Imports Domestics Total 

Z-Seaters 10 1 11 
Mini-compact 7 cl Z 9 
Subcompact 35 ~I 15 50 
Compact 16 ~/ 7 Z3 
Mid-size 3 28 31 
Large a 19 .J1 

Total 71 Jj 72 143 

!.I Excludes small, mid-size, and large station wagons: S::Dall and sta.:c.dard 
pick-up trucks; vans; and special-purpose vehicles. 

:£/ Based on USEPA's 1980 Gas MBeage Guide, Zd ed., February 1980. 

s.../ Includes the Plymouth .Arrow and Dodge Celeste, both produced in 
J apa.:c.. 

£1 lIlcludes four models (the Dodge Colt, Plymouth Champ, Plymouth 
Sapporo, and Dodge Challenger), produced in Japa.:c.. Also includes the 
Ford Fiesta which is produced in Germany. 

!ol Includes seven Mercedes-Benz models and three Rolls-Royce models. 

y Includes six models that are produced overseas. 

manufacturers' showing in the small-car market has been comparatively 
strong. Domestic manufacturers have, in fact, held their own, retaining 
approximately 60 percent of the compact car market. (Table 9.) This 
indicates that the competitive position of the domestic manufacture:-s 
within this she class is considerably bette: than often supposed. In fact, 
during 19i9 and 1980, both the Chevy Chevette and the Ford Mustang 
outsold the Datsun 210 and Toyoto Corolia! despite the supe:ior fuel 
efficiencies of the Datsun and Tovoto models. 2/(Table 10.) , -
£1 Sales data based OIl. information in Ward's Automotive News. Fuel 

economy rating based on EPA 1980 Mileage Guide. 
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1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 

Ja.:c.ua..: 
February 
March 
April 

SOURCE: 

SHARE OF D.S. COMPACT CAR MARKET HELD BY 
DOMESTIC AND FOREIGN MANDFACr0RERS, 19'70-1980 

Share of Compact Car Market 
Percent Percent 

Domestic Imported 

59.5 
60.7 
61. 9 
63.8 
67.2 
65.9 
69.1 
60.9 
63.5 
61.4 

56.9 
58.0 
61. 5 
58. '7 

40.5 
39.3 
38.1 
36.2 
32.8 
34.1 
30.9 
39.1 
36.5 
38.6 

43.1 
42..0 
38.5 
41.3 

Total Compact 
Cars Sold 

(In thousands 
of units) 

3,175.6 
3,973.9 
4,Z,78.6 
4,877.1 
4,296.0 
4,641. 9 
4,858.8 
5,2.85.6 
5,474.0 
6,02.4.0 

504.8 
523.8 
584.4 
490.2 

'Unpublished data from U.S. Department of Commerce, Bureau 
of Economic A.nalysis 

.Relative P:-ices of Domestic vs. Imported Autos 

The domestic manuiacturers! success iIl retaining their share of the 
compact ca: market is probably attributable in part to the slight price 
advantage that domestic cars have over imports. In the first half of 1979, 
actual prices (including discou,"lts) paid for domestic compact cars averaged 
approximately 15 percent to 20 percent less tha.n prices paie. for imports 
(Table 11). These prices probably overstate the cost differential, however, 
since the fO~'eign ca.:rs include such lu.xury models as the Mercedes­
Benz 2.40D ($17,500) and 300D ($25,000), the BMW 320 (510,500) anc. the 
Audi 5000 (S10!(;OC to S12,000). By contrast, most domestically-producec. 
h.:xury ca.:rs sucb as the Cadillac Seville (520,000) and the Cadillac Eldorado 
(516,000) are not r:1a.ssified as compact cars, and their prices are thus not 
refleeted in the average price for domestic compaet ears. ~/ 

2.1 Prices as reported in COl".5umer Re':lorts, April 1980. 
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TABLE 10. MAHKET SHARES OF SELECTED COMPACT MODELS MANUFACTURED BY NISSAN, TOYOTA, GENEltAL 
MOTORS, AND FOHD, 1919-1980 ~ 

~---~- ---- --- -~ ------ ------ ------------ -

198() EPA 
Unit Sales {in thou:.ands· 1~~J'c_ent of ~t\}!S:onlI~~:~~~~~~ ______ Est. Fuel 
- --------------------_. - - - ----- - -- -

.1<111. Feb. M .. h l'. pdt .J<ln. Feh. M<lrch 1\ pdt ~(~~~J!()'I!y 
1 " 19BO 1980 1 ';.t n !1)8() ." -, () 1980 19BO 1')80 1980 MPG 

--. ----- - ------ -- -- -- ----------- ---------------".- --- - -. ---------

Datsun 2.10 Z If.. B 11.4 16.9 2.0.4 19.'1 3.6 3.4 3.2. 3.5 4.1 )0. I 

Toyola Corolla 7Si. J 2.6.5 2.1. ° 2.4.6 P).1 '. Z 5.2. 5.2. 4.2. 4.0 27.0 

Chevy Chr.vr.tte 375.1 34.3 31.2. 41.4 :H.2. 6.2. 6.8 1. I 7.6 ().8 2.5.5 

.-' Ford MlIstallR 
u. 

304.1 2.0. 1 2.0.7 2.5.0 2.0.8 5.0 4.0 4.0 4.3 ,1.l ZOo I 

Tot "I - All 
Compact C<lrs 

---- ------

6,086.2. 

--- ---

505.0 52.3.5 

------ - - .. - -.--

5B4.7 489.9 100 100 100 

a/ nest sdling compact model (or each manufacturer <IS reported in Ward's Automotive News. 
- 00 

100 100 

- - -------



TABLE 11. RELAT!YE PRlCE (UST PRlCE MINUS DISCOUNT! OF 
DOMESTIC COMPACTS AND Th1PORTS~ JANUARY !979 
THROUGH JUNE 1979: IN CURRENT DOLLARS 

January 
February 
March 
April 
May 
June 

Average Cost of 
Domestic Compacts 

5,290 
5,258 
5,215 
5,240 
5,294 
5,390 

.A. verage Cost 
of Imports 

6,687 
6,442 
6,317 
6,362 
6,323 
6,395 

Ratio of Cost of 
Domestic Compacts 

to Imports 

.79 

.82 

.83 

.82 

.84 

.84 

SOURCE: Unpublished data from U.S. Department of Com merce! Bureau of 
Economic Analysis. 

It is therefore useful to compare the sales-weighted list prices of the 
five best-sellL'"lg domestic small car models and the five best-selling 
imports. These models appear to be roughly comparable. The sales­
weighted list price for the five top-sellillg domestic models is, 1.: fact! 
approximately 10 percent less than that for similar import models 
(Table 12). Given that the domestic models generally have poore: fuel 
economy than the imports, some of this initial price differential may be 
offset by t.l:te lower lifetime fuel costs of the imports. The lifetime costs of 
four comparable foreign and domestic models do a.ppear to be approxima.tely 
-equal, the domestics having no clear cost advantage over the imports 
(Table 13). (However, fluctuations in currency values and in gasoline prices 
are likely to result in variations in the future cost differentials between 
domestic and imported vehicles.) 

The Quali tv Issue 

Many buyers favor imported cars because they think imports are of 
higher quality. For example, Consumer Re'Oorts rated 85 new domestic and 
imported models in 1980 on the basis of price, fuel mileage! repair 
incidence! comfort, and performance. Most of the top-rated small cars 
were imports. Only one model out of 11 U.S. small cars received top rati:lg. 
Consumer Reports also rated domestic and imported vehicles on the basis of 
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T.t....BLE 12.. COMPARISON OF UST P?J:CES FOR SELECTED DOMES7IC 
AND FOREIGN MODELS 

Model 

Domestic 
Chevette 
Citation 
Malibu 
Mustang 
Fairmont 

Sales~ Weighted Average 

Import 
Toyota Corolla 
DatsUIl 2.10 
Toyota Celica 
Honda Accord 
Honda Civic 

Sales-Weight ed. Average 

Unit Sales al 
January -
June 1980 

(,02.,12.8 
201,263 
135,437 
128,103 
164,237 

140,552. 
103,099 
79,9.2.4 
92.,3'05 
6B,407 

!I 

!?l 

As reported ir.l _"ft;..;ar:;;:;...;;d:..;·s;;....;;;.A:;.;:u:;.;:t;.;:;o..:;m;;;..o;;;..t:;.;:i..;.v.;;;.e...;R;.;;.;;;.e,o.;:,.o.:;.;r:..;t;;.:;.s, July 14, 1980. 

As reported. in Consumer Re"orts~ April 1980. 

List bl 
Price -

(i.:l dollars) 

4,138 
5,2.06 
5,886 
5,743 
S.OOS 

5,100 

5,598 
4,899 
6,659 
6,799 
4.949 

5,762. 

a reader survey. While 88 percent of the imports were rated as "better than 
average!! or lImuch better than average, It only 11 percent of domestic models 
were ranked as "better than average." This perception is supported by Ford 
Motor Company market research, which i:odicates that American car buyers 
perceive Japanese cars to be of higher quality and better design than 
domestically-produced autos. 11 lIldeed, engineering judgment appears to 
confirm this widespread consumer perception. In a recent survey conducted 
by Ward's A1.1to We-rid, domestic automotive engineers consistently ranked 
Japanese cars above U.S. cars in terms of quality (47 percent of the 
engineers characterized Japanese cars as the best-quality cars as opposed to 
2.7 percent who characterized domestic cars as the best quality.) 

:iI Fortu."1e, Jt.:lle 16! 1980, "Ford Needs Better Ideas--Fast, n by Edward 
Meadow, p. 8(,. 
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TABLE 13. LlFEHME COSTS OF COMPARABLE DOMESTIC AND IMPORTED MODELS 

Model 

Initial Vehicle 
Cost 

(in dollars) 

----- ------- ~-----~ 

Datsun llO 4,605 
(l door hatchhack) 

Toyoto Corolla 5,l6l 
(l door hatchback) 

Chevy Chevet te 4,163 
(l door hatchhack) 

Dodge Omni 5,065 
(2. floor hatchhack) 

-----~--~ -------

--~--- -~~~"-

EP A Fuel ~I 
Econmny 
Rating 
(mpg) 

J I 

l6 

2.6 

l3 

Discouulc(l cl 
Lifetime 

Fuel Costs 
(in dollars) 

l,lH4 

J,39l 

3,392. 

3,8J4 

Estimatefl f:!1 
10-Year Scheduled 

Maintenance 
Costs 

(in dollars) 

1,4l4 

1,391 

I,Z2.1 

980 

Total Lifetime 
Vchicle 
Costs 

(in dollars) 

6,873 

10,045 

8,776 

9,679 

al Basefl on list price as reported In Consumer )l~rh'rt~, April 1980. Includes discount of 6.l)Jercent 
on domestic compacts and 6.0 percent on imports, consistent with average discount data supplied 
by the U.S. Department of Commerce (Bureau of Economic Analysis) for first six months of 1979. 

~ Based on U.S. EPA, 1980 Gas Mileage G!~!!!e: Seco,:~~J~dition. 

y Assumes 100,000 mile vehicle life, $1.50 per gallon gas ,)rice, and discount rate of 15 percent. 

~I nasell nn the S"hcommitlee on Trafle of the HOllse Committee on Ways alHI Means, "Allto 
Situation: 1980." 



UNEMPLOYMENT 

Declining sales a.Ild production have left inc::-easb.g numbers of auto­
mobile workers unemployed, as well as workers l::l. closely related indust::-ies. 
:;)uring periods of slow produc~ion! the automobile industry requires less 
from its supplier industries. These industries in turn, may reduce thei::­
production a.Ild employment, requirL"1g less from their suppliers. Finally, 
these unemployed workers, with their reduced income, spend less or. 
personal goods a.Ild services. Through the impact on supplier industry 
employment and supporting tracie, then, the automobile industry slowdown 
has a generally dampening effect on the economy and employcent. 

Unemployment in the automobile industry is extremely severe. During 
the first week in July, about 2.46,000 (31 percent) of the major automobile 
manufacturers' hourly worke!'s were on indefinite layoff status (Table 14). 
Another 30,000 workers were temporarily laid off because of short-term 
plant shutdowns, and close to 100,000 employees of dealerships were either 
laid off or working reduced hours. In the last year and a hali, the number of 
production workers in the automobile industry has pl1.IDged to a level as low 
as that experienced duri:l.g the 1974-1975 recession (Figure 3). This cay be 
worsened in the near future by temporary layoffs resulting froc model-year 
changeovers. 

IIIl'cact on Othe: Industl'les 

The impact on employment in the supplier indust::-ies has also bee:: 
large. T.o.e automobile indust..-y is the largest single user of American steel~ 
accounting foZ' about 2.5 percent of 11s consumption. Automobiles also 
require more than half of the country's production of malleable iron, 
one-third of its zinc, 17 percent of its aluminum, and almost 60 percent of 
its synthetic rubber. §/ Table 15 shows that for every 100 automobile 
workers, 105 workers are required in supplie! industries. For example, the 
output of 100 automobile workers directly requires the output of about nine 
workers in iron and steel foundries, and five making machine shop products. 
Such supporting production requires, in turn, the output of workers in other 
industries. These less direct requirements are responsible for about one 
more job for each automobile worker, bringing the total to about 2. auto-

E.! Statement of Abraham Katz, Assistant Secretary for International 
Econorr.1ic: Policy, Depa:tment of Commerce, before the Subcommittee 
on Trade of the Committee on Ways and Means, House of Represen­
tatives, March 18, 1980. 
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TABLE 1':. UNEMPLOYMEN7 BY CORPORATION, JULY 1,1980 

Total Indefinitely Percent 
Hourly Laid of 

Corporation Workforce Off Workforce 

General Moto:s 471,000 140,000 30 

Ford 190,000 64,500 34 

Chrysler 101,000 39,100 39 

American Motors 16.000 2,750 17 

Total 778,000 246,350 32 

SOURCE: Ward's Automotive Re'Oorts, July 7, 1980. The figures cio !lot 
include workers employed by independent parts suppliers. 

" 
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associated wor kel's ou tSlae tbe au to industry for eac:: 'ROl' ker wi thin ~::e 

industry. 1"1 addition, the wages spent by these worke:-s help to suppor~ 
other jobs in the economy. 

While these figures show the levels of employme!n associated wi::: 
automobile production, shor't-ter:::::l declines in automobile production and 
employment do not necessarily cause an immediate and p:-oportional declin; 
in related-indus:ry employment. For example, retooling in the automobile 
industry requires the increased production of metal-working machines, tools, 
and dies. In addition, employers in industries facing decreased demand !Day 
use the occasion to build inventories rather than reduce employment. Thus, 
some jobs in supplier industries are not related to current automobile 
production, and might not be eliminated. To the extent that the unemployed 
workers have reduced income, they spend less, and place additional down­
ward pressure on employment. These less direct employment impacts of the 
automobile industry slowdoWll cannot, however, be distinguished from job 
losses resulting from the recession. 

With some firms a.djusting inventories or supporting the automobile 
industry'S retooling efiorts, about 350,000 of the supplier industry workers 
are estimated to be currently laid off. When these are added to the 2.50,000 
automobile industry production workers and 100,000 dealer employees, a 
total of about 700,000 people are unemployed because of the automobile 
production slowdown. 

Ree-ional Im'Cacts 

Motor vehicle and equipment plants are concentrated in the East 
Nort.h Central region of the United States. Five states--Wisconsin, Illinois, 
Indiana, Michigan, and Ohio--had more than 65 percent of the automobile 
industry's employment in 19i7. The current unemployment in the automo­
bile industry is particularly severe in these states. In addition, other 
communities throughout the country have developed around relatively 
isolated automobile plants, and depend on these plants for economic 
stability. 

Benefits to Une!IJ'Cloved Workers 

Unemployed workers Call receive benefits from a combination of 
federal, state, and private programs. The federal government provides 
funds fo~' state unemployment benefits, and pays readjustment assistance to 
some u:lecployed worke:-s under the Trade Act of 1974, In addition, many 
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\vorkers a:e entitled to Supplemental Unemplo;::tle..~t Benefits (SUB) :2"0::::: 
funds provided by the individual auto companies. 

Une:J'oloV'ment Benefits. Unemployment benefits va:y by state. 
Within eac±. state, they depend on a worker's earnings, a:ld in some states. 
on family size. A typical hou=ly worker in the automobile industry who 
ear:::.s S360 a week receives between $85 and Sl,5 per week in unemploy­
ment benefits for 26 weeks! with the possibility of extension. 

Trade Adiustment Assistance. Worke!"s who have been laid off or had 
their working hours reduced because of foreign competition can receive 
assistance under the Trade Act of 1974--including weekly allowances for up 
to a year, employment services, and job search and relocation allowances. 
Trade Adjustment Assistance (TAA) applications are generally filed for 
gl'oups of workers, and must show that the job loss was caused by 
competition from imports. So far, in fiscal year 1980, about 300,000 
employees of major automobile manufacturers have qualified for TAA, while 
workers laid off from similar jobs by independent suppliers have not. These 
qualified wc:o-kers re?resent more than three-quarters of TAA certifications 
in all industries this year. They can receive a weekly allowance of up to 
70 percent of their average weekly gross wage, up to the national average 
manufacturi:lg wage. This maximum is now se~ at $2.69 per week, and 
includes une::cployment benefits. Thu.s, a worker ..:who receives Sl1 0 weekly 
in unemployce!lt benefits could also receive 5142. weekly under TAA, for a 
total weekly payment of 5252 (equivalent to 70 percent ex $360 in normal 
weekly ea...~ings}. 

SutJ'olemental Unem'Clovment Benefits. SUB funds are provided to 
union members by management under labor agreements. The contribution of 
each auto company to its fu.."'1d depends on the level at which the. fund stands 
and the· level of employment. E1ig1bility depends on seniority and other 
criteria determined by the union. SUB payments are based on a worker's 
net, rather than gross, pay. A qualified member of the United Au.tomobile 
Workers Union may receive 95 percent of his previous take-home pay, 
inc1ucting unemployment benefits and TAA, less 512..50 for unincurred 
commuting expenses. For example, when employed, a worker earning 5360 
per week may take ho:oe $280 weekly after taxes. His maximum weekly 
benefits allowed by the SUB formula when laid off--inc:luding une::cployme."lt 
i:nsura;.~ce, TAA, and SUB payments--would be $253.50, or 95 percent of 
52.80 less S12.50. If this .. vorker collected S110 in unemployme..~t insurance 
benefits weekly! and $142 in TAA, he could receive only 51.50 hom the SUB 
fund. !i he did not qualify for TAA, he could receive up to $143.50 from the 
SUB fund in ad.dition to S110 in unemployment insurance. 
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SUB payments are limited by the amount of SUE :u::lds :hat !:ave been 
built up through company contributions. They were intended to offset the 
impacts of slight economic downtur:ls and isolated plant shutdowns, rather 
than the effects of long-term general Ul:l.employment. Recently, as fund 
levels have fallen, some payments to laid-o£:f workers have b~n eliminated 
or reduced. This problem has been alleviated, however, by the recently 
approved supplemental appropriation for the TAA program. Fu.rthe:, since 
TAA payments are awarded retroactively, worke:-s will be reimbursing the 
private SUB funds with the federal money. In the next few months, 
therefore, most automobile worke:-s will be relying mainly on the govern­
ment for unemployment benefits, and SUB funds wHl playa minor role. 

Im'Dact of Unem'Dlovment on the Federal Budget 

High levels of Ul'lemploy:::Dent are a drain on the federal budget. A 
1 percellt increase in gelleral Ul'lemployment (about 1,000,000 workers) 
reduces tax revellues by about S20 billion annually and increases spending 
for Ul'lemployment-related programs by SS to S7 billion. The loss of iOO,OOO 
jobs--250,OOO motor vehicle production workers, 100,000 dealer e:t::ploy~s, 
and about 350,000 supplier employees--caused by the automobile production 
slowdown costs t.he federal gove..'"!l!Ilent about S350 million per week ill lost 
reVeDues and additional direct outlays. While -outlays will diminish as 
Ul'lemployment and trade adjust:::lent assistaDce bf.!Ilefits are exhausted, the 
tax loss will contiIlue. 
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CH.-\.'pTER m.. OUTLOOK FOR T:-iE FUTWRE 

The outcome of the present sluep in the auto indust:r: will be 
determined by Q. wi.de range of economic, tec.!lllolog:ical, and market factors. 
This chapter begi.n3 by exar::lining some of t.he key factors bearing on the 
future of the U.S. a.uto industry, name!y~ 

o Likely ~wt!l in D' .S. and international sales; 

o New product lines; 

o Outlook for sales of domestic cars relative to imports; 

o SLlifts in automotive p~oduction processes; 

o Likely developeents in fuel ei!'icienCji and 

o Capital !"equ.i::ements of U.S. auto companies. 

The second part of tbe cbapter exami."les how futT..!:!'e develo'Cments 
witllin the auto indust::y wiJ.1 affect three areas of national ccnce.r::l: 

o Employment; 

o Oil consumption; and 

o The balance of payments. 

TRENDS m THE U.S. AUTO INDUSTRY 

Projected Growth in Sales 

During the 1980s, tlle domestic car market will probably gl'OW more 
slow 1y than i·, did in tlle past decade. Growtll in the 1970 s averaged 2.. i 
percent a year, while projections by major economeh'ic forecasting fir:ns 
and industry scl.·..:ces for the 19805 range bet-;veen 2. percent a.."'ld 4: percent 
(see Table 16). Growth of around 2. percent in the future appears more 
likely, since the bulk of ne'v car sales '.vill come from three sources, each of 
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TABU 16. PROJ'!C"!':ONS OF U.S. AC70 SALZS: A~~AGE: A.'l'NU.U. 
GROWT:i RA::::, ~ PE:?CZ:-1T 

SoUl"'::!! 1981-1985 1981-1990 1985-19 0 0 

Data ResoW":es a./ 5 • .3 "..3 -0 • .5 
C:hue Ec::n:1CHl2e ~ics !;!.! 5.0 Z.l -J.Z 
Merrill i.TIlC-Zl !:c. :;;.! 4..3 !'SA !'SA 
Wha.r =on 'E:i ,.I,. dJ S.B 4.3 3.1 
Dept. ox E::ler.gy !:{ 1.9 2..1 ' , .... 
CArysler if 2..8 NA NA 
Fore gj NA 2..0 NA 
Ge:enl Motor~ ';;.1 NA 2-a.,s NA 
A.rrid JOU'l:I'Di if 4..5 3.S ' , _0 

Mandac~r;' Marl'!eti':l.~ Panel Y NA NA 1.6 
SlZPplleu-~' ~arketUlg ?a.cel [;:' NA NA 2..6 

.E.I 

s/ 

fJ 

u.s. !..ons-Tlro Rllview , Data Rescu.rc:8s mc:orpQrated (Summer 1980), 
pp.l.40-U. 

"l,.Q:cg-!U':1 Mac::"":)e~Quo=ic For-ecasts, JIJ u.S. ~aeoe(!onott:ie :O1"'~ 
~ts a:..d A.na..;~ :'ha.se ::c:onomeeic:s A.s.soc:iates (Ju.=e 30, 1980), 
~. '-. 
Y.:::..':a'!! !.:Jc:ke~, 5'!!:!liOl' AutolCobile Analyst, Mel"!'il Lytlc.!l. Econo­
:-=t.:::.:::'1 :.:t.:lj :,6C. 

'i'Thr':.:r.~ !:i .~. Motor Vehicle ~e!:l3lld Model :u.:::.e 1980 Fo:rftc:ut,' 
Wb.arton Econccet:ic Forecast~ A.uccatas (Jl.'l.:1e ~ 980l, ? 30. 

Dale Gnel1e. Depa:r-t:=e.!!1t of 1':a.nsportation. 

'~ep01't on :::I.eview 01 Clu-yllle:r CQl1'oration's April za, 1980 Ope:rati=:.i 
?lan.' Offiee of. C.::.rrsle.: rinance, U.S. 1'l'e:il.S'l.1Z'1 Deput:=ent. May ~ • 
. ;SO, :%l ·'7ir.::il:.:lgs of tl:le C~le:r CQ~oration l..oatl GuuUlte1! 30ard.· 
__ _ , '::Ql:tI -.u.ittef! OD. 3&n.king. Financ:e and Urban Ai!airs (May 1 Zo, 
1980), po no. 

p:..i~ Caldwell. Qai:.r!:l3ll, :ord Motor COlCpa.c.y. in "'Met.alwo:rki=:.i in 
ue 19801,' Ircn Age (Jt.me 2, 1980) '101. 2,Z3, :le. Z.l, p. 37. 

ThelCa.s MW'j:l.l1y. Ch.a.i:.r:::3ll, General Moton Corporation. i::I ·~etal­
wQrkUlg in the 1980s,' I::on Age (Jt.me Z, 1980). '101. 2,2.3, D.O. 21, p. 37. 

Arvid Jouppi, Senior Vice Pr-esident. John Mui:re COCP&.llY, °Toityo 
Travel ~otes.· From speeQ • Al2 Ec:01:1ol:l:dc: O"nme'" of Durable 
GOOi5 and Autox=ot';"e S.c:tors in the United States Durmg the 19805.' 
~pon.sored by U.s. Cha:::ber of Commerce in Japan and U.S. 
Z:::b:a.sry, Tokyo (July 1980). 

hom estimates by Manu.fac:-=u:e~' ~arketil1g Stai! Pmel l:l v.S" 
A';. __ .) t; .... e rncil.:.st:"7 Trends for the 19805, Arthur A:::Ide!'Son &: Co. -_ .. _- :... :0. _ .. -

:~om ~st::=ates by SU'!'Plieu-s' Marketing Staff Panel in U.S. Aut:l:::lCl­
t:v~~l!St:""l' TI'I!!!1ds for the 19805, Al'!.!:.ur .-\.nderson & Co. ,198C), 
po L. 
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.,..hic.'l is likely to cont:'ibute only modestly ta inc!'eased de:a:od. F:':st. 
replacement det:::and. \vhie has accoWlted for the ::::ajority of auto sales i;: 
tl'le 197 as, ':Vtil re ::.cain relatively st atic. Second, growt21 :: population ";Iii:: 
be relatively small far persons of d.:rivi.ng age, partieJlarly in cont!'ast to t..':.e 
tremendous gro\vth t.."lat occurred over t!le past 15 years as the "baby boom.~ 
entered the market. Finally, further inc!'eases in real income are unlikely ~o 
con'tribute as much to auto sales as they have in t.."le past. Gains in 
disposa.ble income have a prog!'essively dirninishlng e::ect on automobile 
sales, sir.ce more and more families have their car needs fulfilled at:.d snend 
additional income on other goods and services (see Figu:oe 4). . 

The intenational market is likely to grow much faster~ si:lce there are 
far fewer cars per person elsewhere in the world. Average worldwide 
growth has been projected by auto suppliers at ':1: percent a..tl.llually, with the 
fastest growing markets being in Latm America (6 percent), Attica and the 
Middle East (5 percent), and Eastern Europe (4 percent). Tlle!e e!'!timates 
are based in part upon historic: trends, and c:ay not allow for t."le effects of 
recent and future OPEC price increases, whidl could dampe."'l. demand.. i:l. 
developing COWl tries that lac.k. oil reserves. 

New P:-oduct LL"'les 

The speed with whie U.S. companies t1.lr!'l to produci::g :Dore :uel­
efficient vehicles will be citical ta their futur~ healt';". ..u1 of t,;"e 
companies are engaged in :na.ssive redesigning efforts, and by 198-.1: t,;"e 
indust::l:'j pla:!ls to have the capacity to produce over 10 million newly 
designed cars (see Table 17). 

General Motors has been quick off the mark. Bot:: the Chevette a..ld 
the "X" cars have sold well. GM's current plans include the i:ltl'oduction of 
front-wheel-drive "J" cars in the spring of 1981, the launching of a new mid­
sf:: ed car line (the so-called If A" cars) in the fall of 1981, and a new series of 
front-wheel-drive fu1l-si::ed and lu."'tU.:rY cars in the 1983 model li."le. T.'le 
mid-si::ed and large cars will get significantly better gasoline mileage t.':.a."'l. 
their predecessors, largely because of increased use of diesel engi."'l.es which 
are about 2.5 percent more efficient than gasoline engi.nes. 

The Ford Motor Company wUl be introdUCing its Escort/Ly-n.."t :Dodels 
simultaneously in Europe and in the United States in the fall of 1980. It 
plans to follow this with a larger version to replace its F air:on t/Zepb:y'!' line 
in the fall of 1982.. Ford's tec..~ological strategy rests on the development 
of a stratiiied charge gasoli::.e engine, the PROCO (progra::::l.med combustion) 
engine. \Vb.i1e currently less developed t.."lan the diesel engine, this tec.."1-
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T.A.3LE 15. DIRECT SlJPP!..!ER INDUSTRY LABOR REQUIRE}AENTS 
(JOBS PE? 100 JOBS IN ST.t..NDAF..D INDUSTP-l.':'.L Cl.":'.SS­
IFICATION 3i1--MOTOR VEHICl.ES A~D MOTOR VEE!C:'Z 
-QT~I?"'.r,:" ... !"!,,,\ .t. ~ ;v._." • I 

SIC 

,,39 
2851 
3011 
3021~ 3031,3069 
3079 
3,,11, 3ZZ, 3231 
331 
33Z, 3391, 3399 
3331,3351~ 3357, 
3362 
3334, Z8195. 3'~;;2, 
3361 
345 
3461 
342 
347 l 348, 349 
351 
354 
356 
359 
358 
362 
369 
37Z 
3811, 382 
40,474 
4", 473 
45 

Total 

In.dust~y 

Miscellaneous Fabricated Tex:ile Products 
Paints a.:o.d Allied Produc!s 
Tires and I::mer Tubes 
Miscellaneous Rubber Products 
Plas~ic" Products 
Glass 
Blast Furnaces and Basic: Steel Products 
Iron and Steel Fou:adries and Forgings 

Primary Copper and Copper Products 

?:-:=c:...:'Y .-Uumi::lum and A.1uminu:tl Products 
Sc~<:, '=1'. }.iac:b.ine Products 
Metal Stamping 
CiJtley, Hand Tools and Ge.."'le:oal Hardware 
Ot!le:o Fabricated Metal Prociucts 
Engin'es! Turbines, Ge:cerators 
Metal Vt"orki:cg Machines 
Ge."'le:al L"lciustl"ial Mac:.hinery 
M i?c.b.ine Shop noducts 
Se!"vlce lndust~y Machines 
Electl'ieal lndust~ial Apparatus 
Miscellaneous Elec-:rical Products 
Aircraft 
Scientific and Controlling Instruments 
Railroad Transportatiotl 
Truck Tre..nsportatiotl 
Air Transportatio:c 
Wholesale and Retail Trade 
Finance, lnsur2.llce, Real Estate 
Services 
Othe:-

Jobs 

3.8 
0.6 
1.8 
1.6 
1.1 
2.3 
6.0 
8.7 

0.5 

1.1 
2.0 
9.6 .. -:J. , 

2.5 
1.4 , ~ _ .. , -_. I 

4.i 
2.9 
1.3 
4.0 
0.5 
1.1 
2.6 
4.0 
0.5 

10.2 
Z.2 

10.8 
9.4 

105.0 

--------------.--------------------------------------------------
SOORe!:": ;-)e':la-~me.!lt of Labor, Bureau of Labor Statistics.. 
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7A.BU 17. !ST.:MA:::'Z:l :: • .5. Nt'W!..·(-OE£GNO :';:::"::F7!:::Z-:-17 
CAPAC:':"'!. 1980 ":':;j 1985 :.n ':"'!lOUS&.ncUl 

Y'IIZ 
Ma:Il.liactunr 

Cu W:1. 

1980 
Cic&llll'al Moton 

Ch ... ua 
X-l.!ociT 

Total 
Cl:Irrsl._ 

Oazu/Hori::Ql:1 
Vow_qu 

l\&IIbit 

11/11 
Cic&lcnJ Mctan 

CM"".tU 
X-OocI.v 
.T-l.loc:i'; 

Total 
r"rd 

:5:K1:Irt/1. .,-c.:I< 
C:!:::rrsJu 

O'CllA'i/Han.;:l1l 
It-OocI.y 

Total 
V'ow_q.n 

lb . .illm 

1982 
(.ia.rlLl Mc~on 

ClI ••• ne 
X-boc:iT 
J-body 
A-1:Ioc:I1 

Taw 
Tord. 

Iaccn/I.'I"II.lt 
o.r,-.lr. . 

O_i/Hcri:Cll 
It-bod", 

'rota!. 
v oLlt.awqen 

Ra.bbit 

Total. ! 9!1Z 

lq8:! 
Ocera.l MCI~on 

Cl:I •• uu 
X-bod" 
.T-lJod'; 
I:Dt.l'mecli.~./ Ita:l~ 

Tota!. 
For~ 

uecll:t/1."I"I:1.J: 
CQm'P&c:t/interme:diate 

30 

Camu.lau". 
C"pac:it'!' 

1,200 

300 

~ 

1,750 

400 
S60 

--W!. 
l,no 

us 
:so 

400 
860 
500 

---i2.9. 
2.,160 

600 

300 

---19.9. 
1,000 

400 
860 
500 

..1.:JQ!! 

... 2.60 

600 
-Z12 

1.300 

:CQQtiuuea) 



7A.!U !':'. 

SOURCE: 

(C .::um.Duedl 

Yeu 
).(aZIIU&e:urer Cu.mwatl'lJ'tI! 

Cu [.m .. C ... pac:HV 

1983 ; CQ\:ltulln,<i,) 
C::z.nier 

Ol':lml/Ron::;11 300 
K-bocly --i2.Q. 

!ot11 I.Z00 
Vow_~= 

A&cbu --i!Q. 

Tota.!. 1983 7 •. UO 

198~ 

<:icu&i ).(otors 
~ ... u. 0400 
X-Oot:ty . 860 
J-lIoct.,. 900 
IDt~t./I'&adazd ...L.Q2.Q. 

Tota.! 5.!60 
Ford 

Eac:s:m/I.. ?'DX 100 
Com'Pact/lntermw&tl! 1 • .300 
StuJ.an1 ~ 

Total 3,JOO 
~lu 

Ol':lmlfE! on:: 0%1 300 
X-bo¢y ~ 

TotaJ. I.ZllO 
Vow_qen 

:tabb.t --i!Q. 

l' otal. 19804 :0,110 

19S5 
<:i_en..! MOlon 

Ca".ne .00 
X-l:IocI.,. SbC 
J-bo<iT qOO 
!Dc erm!llii& tel .t&awli ....i:..2.29. 

Toc&! 6,160 
i'orIi 

!aeon/I.. ?'DX 700 
Cocrpact/mtlu'lIIediate 1,300 
SWlciud 1,300 

Tot&! 3,300 
C~lu 

Ol':lml/BCIJ'i:on 300 
X-body ~ 

Tot&! I,ZOO 

VoJ.li:.s ... qu 
Itabbtt --i!Q. 

TClCal. 1935 11,110 

S"bc:o==ittee <:11:1 !ralie <:If tlle C.:>=c:atu. 011 7av~ mel ~e:tJ:.l\, 
~e O.s. aouse ot ReFes.Dtati ...... , .... "to Sit\l~t:o",: I'ISO. 
Jl:lIIte 6, 1980. 

Note: All data '~ued '.:p0l!! HUmates :::Iacie 01 '0'.5. ::le~art="\:lt ,;,f 7n.ns­
portat1<n1 &Del ?\lillie irllOlr=&ticn available :!:IroUi= :r&de =q&;nDes. 
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:lology oife:rs a c..1.a.'"lce to avoid soce of tlle c.rawbacy.s--sucb as .:.:.g:: 
emissions and rloise--Qi t.be diesel. 

Chrysler's futi.l.re depends en its :Duell-publicized 'K" cars, to be 
int::oc.uced t!lis fall. A:I::er!call ~.,.!otors, as part of its joint enter::rrise ',vit.!:. 
Renault, should produce a. new domestic s::oall car by 1982 or 1983. 

In response to consumer concern, t..1.e domestic a.uto companies have 
initiated programs to improve the qualit;r of theil- cars. T'nese ranis fro!!: 
short-term inceases i:l the n'Llmber of quality control inspectors aIld tes-:s 
(Chrysler is re?orted to be pla:rmi:c.g to build one-thil-d ::!lore test "K II cars 
than usual) to new automated equipment designed to test eao car as it rolls 
off the productio.i:l Line. There does not appear to be aIly technological or 
organi:atio:lal lmped:'ment to impro'll'1ng the quality of U.S. auto production. 
Moreover, U.S. companies ca:ptu..-e approximately 17 percent of sales ill the 
foreign market, demonstratini that they Call effectively compete in a 
carket that is pl"eS'..1:t:1ably bgb.ly quality-conscious. 

The rapid shift to new product lines will impose a substantial cost. 
GM, Ford, C::'::-;rsler, and ..l.~'yfC are expected to ea.lte capital expenditu..-es of 
$65 to $67 billion between now and 1984, nearly three times what t!ley spe::!t 
bet;vee:l 1975 and 1979. (These estimates include worldwi.de operations; 
figures on iJ .S. investme:lt al'e :lot readily available.) 

Sales of Domestic Cars Relative to Im"Corts 

The share of imports m the U.S. auto market has inc:oeased dracati­
cally o'll'er the past ten years, from IS percent in 1970 to 27 percent in t.he 
first five months of 1980 (Table 18). Most of the gains occJl'red after 1976, 
particularly in the last two years. Sales of domestic small cars have also 
increased, from 23 perce:lt of total sales m 1970 to 38 pe:rce!lt t!lis year. 
After outperforming the imports in the first half of the decade, however, 
sales of domestic small cars in recent years have not grown as rapidly as 
import sales. 

The future share of imports in U.S. auto sales will be heavily 
influenced by grow6 in the small-car share of the U.S. market alld by the 
competitivene::..s of domestic small cars. Assuming t!lat gasoline prices 
increase at " p~rcent a year above the rate of In£lation, small cars could 
:,aise L1.eil- share 0 £ t'.:le market to 66 percent by L1.e middle 1980s. 1/ 

.Y Congressional Budget Office, "Projected Composition of Sales of New 
Cars," Tec.h.:oical Note, ~I!arch 17,1980. 
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TABL'=: 1 a. U.S. AUTOMOBILE ~ARKET SF-ARES BY SIZE CLASS AN:: 
IMPOR TS: 1."1 ?E.RCE::-lT 

~ 

Small C a.r s Mid-size Full-size 
Year Imports Domestic Cars Cars 

1970 15.1 Z3.1 21. 8 40.0 

1971 1.5.3 Z3.6 19.9 41.2 

1972 14.8 24.1 21. 7 39.4 

1973 1.5 .4 27.2 22 • .5 34.9 

1974 1':: • :; 32.4 24.6 27.1 

1975 18.2 35.3 Z3 . .5 2.3 • 0 

1976 1o:!:.8 33.2 27 .0 25.0 

1977 18.4 28.8 Z7.7 ,~ 1 _w .... 

1978 . -. .. 30.8 27.9 Z3.6 J. I • I 

1979 21. 9 34.8 Z3.3 20.0 

1980 
(t!lrough May) 26.9 38.0 19.8 15.3 
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Among small cars, h:::::ports C'.J.!':'ently ac:::ount for 41 perce::::t of :7.S. 
sales, a historic high. T.-:e lInpor'::ed. share '.v"ill likely decli:le as a greate!" 
variety of new fuel-efficient domestic small cars are .?ut on t.he ma:ket. 
Starti:::lg with the 1981 model year, domestic capacity for redesigned (mostl7 
front-wheel-drivel small cars will inc::ease by 1.5 million cars per year w:t.'::: 
a further increase to 3.4 million cars in the 1984 model year (this is above 
the existillg capacity of 1.75 million cars). y 

Newly designed domestic small cars (X-body cars or Omni/Eori:z:01l1 for 
example) appear to be seillilg quite well, so that a good response may be 
e::tpected to other new cars. 'The key question is whether llew domestic cars 
can take sales away from imported cars. If tlle new domestic cars attract 
only customers who would otherwi.se have bough.t domestic cars, the s.."lare of 
imports will gl'ow slightly. It would be more realistic, however, to assume 
that the appearance of a wide range of new domestic designs will attract 
some buye!'s away from imports. Even if only one out of four persons buybg 
newly introduced domestic cars is drawn away from imports, tile share of 
imports in the U.S. market could drop below -as percent ::.ext year and belo'''' 
-a0 percent by 1984 01' 1985. It is unlikely, however, to drop to the level of 
the early or ;:ciddle 197 Os (15 percent), smce the market appears to ~ave 
shifted pe::tlanently toward small cars, the seg!::l~t of the market -:V!le!''e 
import cocpetition is ~atest. 

Shifts in Automotive P'!:'oduction Processes 

Two mam trends may be expected in the illdust:::'y's production pro­
cesses--inc:easing producti.vity and internationalization. 

Automobile industry productivity has increased rapidly over the past 
2.3 years (Figure 5). The historical ave:age annual increase of 3.5 percent 
per year may rise i:c. the futu:'e as manufactu:'ers turn to more auton:lated 
processes. These will include not only robots but, more im.portantly, 
contL.'"lued improvement in conventional tec1miques and the i:c.c~ased use of 
micro-processors. Increased productivity will also be enhanced by the rapid 
cha.ngeover in pla.nt and equipment currently taking place. American plants 
may well be newer, more advanced, and more productive tha.!l tbe typical 
foreign plant by 1985. 

The cars of t!le future will not necessarily be less complex than tb.ose 
of today. Small cars are generally less cocplex ~o build, but inc:::'eas'i!:.gly 

'£/ Subcomm.ittee on Trade of the Committee on Ways and ~ .. Ieans, U.S. 
House of Representatives, Auto Situation: 1980, June 6, 1980. 
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st:ringent sa£ety~ environmental, and bel econotr.y sta.:::c.a':":is add. to C:::::l­

ple:city. rurt:ler1 t:l3.!lY ne<vly introduced cars cay not be significa.:::tl:: 
s:::lalier, but only more ::.lel-!£:'ide!:t versions of lug'! a.r..d :::::lid-si:::eci. Ca.!'S. 

Internationali:ation of production will ocC'..:.: for a number of reasons. 
The switch i:l A.mer'ican consucer demand (over 30 percent of the w'Orld;vide 
market) toward small cars is toward the type 'Oi car dema.:lded \vorldwide. 
Ford and GM in particJ.la.r plan t'O respend to this c,,:lange by marketing some 
of their Clodels threugheut the werld, as 'OPpesed to their C".lr::'ent practice of 
having diiferent models for diiierent markets. 

This shift teward a homogeneeus werldwide demand is accompanied by 
a tl'end teward multinatienal preductien. Laber cost differentials still ma.ll:.e 
fereign sites attractive lecations fer the manuiacture of compenent parts, 
although the difference between U.S. and foreign wage levels has been 
shrinking (Table 19). 

In addition, many ceuntl'ies have stimulated automobile manuiacturir.g 
through tax subsidies and laws that set cenditions on the access of foreign 
cars to t!leir markets. National govern:::lents are in a good pesition to 
e:cerdse leverage, partic..llarly t.l:!ose of count:'ies wit.,. rapidly growi.ng auto 
markets. A compilation 'Of e:Cisting practices shows that ::Dere th3.!l ~alf '0: 
the cotmtries e:cammed had lecal centent restrictions, and nearly all--41 out 
ei 49--had nen-tariff import res!::ictiens (Table 20). : 

Fer these reasons, engines, transmissiens, and carburetors for future 
cars assembled in the United States may well be built in Mexico, Brazil, or 
Japan. A rece:o.t survey 'Of industry managers feund that they e:cpected t."::e 
value of i:cperted parts in a domestic ca:: te incl'ease ttem the cunent level 
'Of 4: to 7 percent te 10 percent by 1985 and 15 percent by 1990.]j 
Industry's long-range plans are net kneW'Il, but in the near term Ferd, 
Chrysler, and eM have anneunced plans to 'Open engine plants in Mexice. 
Ferd plans to build an engbe plant in Brazil. 

Fereign preducers, en the ether hand, Clay l:lcease preduction in the 
United States. Volkswagen is the only producer te de so currently; it 
preduced 172 theusand cars in the United States last year, employing over 
6,500 workers. Re:tault is plannmg a jeint venture with American Motors, 
and Honda is planning to 'Open an assembly plant in this ceuntry. Ot."::er 
cempanies have expressE:d interest, but have net yet announced a.."ly plans. 

---------
y .Vt.~Ul' A."ldersen a::cd Company, U.S. Auto~otive Trends fer the 1980s. 

1979. 
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TABLE 19. ESTIMATED HOURLY COMPENSATION OF PHOf}UCTJON WOllKEIlS IN TilE MOTOn. 

Country 

VEHICLES AND EQUIPMENT INDUSTRIES. 14 COUNTIUES, CALENDAll YEARS 1<)75-1978 AND 
MJf)- YEAH 1919. 

(Pruvisional Estimates) 

,-------

1915 1976 !2?I_~~ 1918 12.1'1-___ 
Indcx Index Index Index IndeK 

U.S. U.S. U.S. U.S. U.S. U.S. U.S. U.S. U.S. U.S. 
dollars =100 dollars =100 dollars -"100 dollars =100 dollars =100 

United Stilles 9.60 )00 10.31 100 11. 61 100 12..66 100 13.12. 100 
Canada 1.50 18 8.11 85 9.13 79 9.19 73 9."16 69 
Brazil 1. 59 11 1.82. 18 2..06 18 2..35 19 2..53 18 
Mexico 2..95 31 3.16 30 2..92. l5 3.39 l1 3.91 2.8 
.1 "pan ~I 3.56 31 4.02 39 4.82. 4l 6.68 53 6.85 50 
Korea 0.50 5 0.63 () 1.01 () 1. 3l 10 1. 58 Il 
Belgium 1.58 19 8.14 18 9.51 82 11.45 90 13.06 ()5 

France 5.l2 54 5.46 53 6.ll 53 1.41 5') 8.91 65 
Germany 1.69 80 8.13 18 9.61 83 11.11 93 11.05 IOl 
Italy 5.11 53 4.93 48 5.59 48 6.68 53 1.90 58 
Netherlands 6.83 11 1. )4 69 8:38 1l 10.30 81 ) I . (N 87 
Spain 4.40 5.03 1.39 
Swellen 1.44 18 8.44 81 9.01 78 9.80 11 11.46 8-1 
United Kingdom 3. ()5 41 3.15 36 3. ')l 3'1 4.85 38 6.36 ·1 tJ 

sounCE: Bureau of Lahor Statistics, U.S. Department of Labor. unpublished data. An earlier veniiun of 
this tahle appeared in "Auto Indush-y: 1980" (Subcommittee on Trade, House Ways anti Means 

I 

Committee). 

~I Japan data include spring and year-end bonuses average(1 in. For 1919 this was t~stirnalc(l, hased Oil 

negotiatecl settlement for the industry iHtd spl'illg hOBBS percentage. 



':'ASU: :::l: S'CRV'!Y ~F AtJ':'CMC7r"T! -:"JtA.OE: R~~C':':O:.lS MA.\:t,· 
!,.\Jl{C 3Y 5~C:-':':: ~iA:::ONS 

$...u:::smarr of :~P~tS!! Autocoo\l" 7::ule ? .. est:-!e,,:~ons 3:: 

l..ol;21 C"'1Ultllt :..c:port i%':)o?t 
R~\I.lnCllt.O.u Ren:nl;:lcma ?! RII'.l,~=.IH3 

ALiena No Yes No 
.vgm t1::& Yes '{ as Yes 
Awrtu.lla Yes '{es No 
AWlt'I'ia No Yes No 
3e~ No Yes No 
!Cla.,;. Yes Yes No 
&rull Yes Yes Yes 
ow. Yes Yes Yes 
Co.Icmb~ Y .. YH Yes C __ *-

No No No 
tcquadOl' No Yes No 
i1fllt Y .. Yu No 
FnAce No Yes No 
Ou=&II .. ., No No No 
GlIau. No Yes No 
C.t1I1I<:II Yes Yes No 
Z::Id.~ Yell Yes No 
_=aOla Yes Y." No 
!l.rattl No Yes No 
lW., No Yu No 
;a~m No So No 
K..:cn No "!!!S Y!lS 

Ml1l'&ll No No No 
Mw'/"Sla. Yes Yes N/A 
Mexi..:::! Yes Yes Yes 
!.Iol'oct::l Yes Yes No 
N.tlle"W1cU No - No No 
H ... :.Lu''l No - '! f!'S No 
Nlieria Yes ~es No 
Norway No Yss :.10 
?U.isciUl Yes Yes Yes 
i'U"II. Yes Yes No 
Phill'P'!'ines Yes Yes Y'" ... 
hrttlial Ye'S Yes No 
$.mdi Alacia No No No 
Sl:Dp'POl't! No Yes No 
Sou U AiriC:l Yes Yes No 
Sau til It.:ana Yes Yes Yes 
Spain Ye. Yes No 
S .. eda No No No 
S.iturW1d No No No 
TaiW'&%l Yes Yell No 
T.m:.m~ No Yes No 
'I"h.t.iWId Ye. '!'es No 
TII.!'k..,. Y". "fes Yes 
tJlliud KlI:1gcic CI No YIIIS No 
ClWI\U., Y.e Yes Yes 
Vee:tuela Yes "tes ¥e$ 
YUCCIII.I.Yia Yes Yes So 

SOORCI.: Subcommin". ot! .rade :If tl:Ie aOUH CQClm1t!ee O'!I W""s Uld 
!.I<!&DS. Coca=ittee ?'rillt, ..... utO Situ.at:Oll! 1990,' ]lIZ1e ~; 1950. 
Compiled ltr the OffiCI! o! :!:1te=atioual S<!C:~Ol'al ?::luC"!. U.S. 
Oe'!lv,=ct o! c"cam e.rC:., ~t11 intol':latiot! Nppued llv 
embuSles. <:1:II.U:lt.....,. Ula.l~tS. U1d ;naw'C""l' .IOuze~s. 7::.e 4C=a.C"I' 
01 t.b.. iIllormatiou ncei'l'ed lI.u :oot ~'"" ...... ,!ie<i. 

!I ':'be CleaSW'l!S eited in tbb cl.Ut ue for new l!:a.n. Trade resuic:ticn:I.JI 
QIII ~ cus UIt :JOt r-efie.:1e<i. 

~I ImiJtl2't r-esnicticma ~iJpl.,. to :Jo'l1-tul!! :aea,suft! =aintained ~,. a 
Calmtr'l' elllc:.:. deal solei,. .itll. i=iJor~s. 7,u: =eilllu..~s ... ~ic:..: liJiJiv :~ 
both l=iJ01'U aIld dOtllest:c:LlI,. ?rcduc:td ia'oduc~ 1!':t 30t :l:lc!\,\oed. 
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Likelv Develo'Coents b. :::'uel :':I:fidenc'7 

Only several years ago t.h.ere see !:led litt~e hope ~f attabi:lg average 
fuel economy levels 0 f at leas. 2.7.5 roiles p e: gallon by 1985, as requi.:ed :,y 
the Energy Policy and Conservation Act of 1975. Tecbnological progress, 
together with inc:-easing fuel prices a:ld consume!' acceptance of smaller 
cars, now ma.'k:.es it likely that this sta.:c.dard will be ac.h.ieved or exceeded by 
1985. (Gene!'al Motors currt'!!'!tly projects t.."lat, as a result of !:Iarket shifts 
to smaller, !:lore fuel-efficict autos, and its own accele!'ated productioIl 
plans, its new cars will average 31 mpg ill 1985.) T:"l.ese tl'ends could 
illc:-ease the average fuel econo'lll'Y' of IleW cars to 37 mpg b7 1985, and 
tecimological i:l':..::l07ations could cake even higher fuel economies possible. 

Ca'Oital Reouirements 

The major restl'abt on U.S. auto manufacturers' ability to produce 
more fuel-"!ff5c~"":='"t 7e.~:C!=<: :s t.!:l.e capital required to con'lert production 
facilities. A:~'2:i:=8.ti:J.g p!'.::d.~ct developme:lt substantially inc:-eases capi;:al 
investme'!:lt r~c·_·-"~=e!tt.s. -:-"'c additional capital cost of r:aisi::-.g average 
new-car fuel-ec:::nocy level .:rom 27 • .5 mpg to 35 mpg is estimated at abo1.:.t 
540 billion i:l ~ 1'70 G.dlars. j::' 

The inc.1.:.stl'jiS abilitj co achieve this level 0-£ capital expendi!U!''!! is 
Wlcertai::!. mter:"...al iinanci::l,g :S Wllikely sl.:lce the profits of t.h.e companies 
will be constl'ai .. ""led by slow market growth and the shift to scaller cars, 
whic.~ havE\ alwa.ys Jielded sm.aller profits. T'..:le industry may t.hus be forced 
to finance_ ~ ?ortion of its capital needs through the stock and bond 
mark.ets. ~uch financing is contingent upon the ability to attl'act investors, 
an ability t..,~at varies widel'Y' f:-om company to compan7. 

NATIONAL EFFECTS 

The~e changes in the U.S. automobile market and production process 
could substa.."'ltialJy influence the nation's long-term employm.e:lt structure, 
its energy consu!".lption, a:.cd its balance 0 f payments. 

Relative ~G .!le hjgh levels of early 1979, a long-term decline in tbe 
U.S. auton:obile laber force appears likely. Even thoug;" domestic auto 

4/ Testi:::lO'Z'!? of • .\lice :M. Rivlin before t!i.e Con:mittee on Energy a..."'lC 
Natul'al Resources of the Gnited States Senate, April 30, 1980. 
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sales are projected to g1:'''OW aro1.l..'"'ld 2 perce:::! a :,/''eE.l', t:...ree :actors ·,vill 
cont:'ibute to a decline i:::l the de:rland for labor. First, foreign production of 
components :educ'es :he demaIld :cr U.S. laber. Second, small cars a:'e 
generally less coeplex a.:cd so require somew'hat less labor to produc'e. 
Third, productivity i:J. automobile ::::lanu!acturi:J.g is likely to inc:oease. W:'lile 
some factors, suo as growing exports as well as increasi...'"'lgly stringent 
safety, envi.ronmental~ and fuel~conotIly standards, ma",! inc:oease the labor 
needed by the indust::'1, t.he net ef:ect nonetheless appears to be an overall 
dec.li:c.e in labor requirements over the next 10 years • 

. ~ estimate of t..l.:.e dec.li:c.e in labor requirements depends on assu::::p­
tions as to average hours worked a:c.d hours compensated per employee. 
Some analysts have estimated that 60,000 to 160,000 fewer workers will be 
needed by 1990 compared to 1979 levels--between one-fourth and two­
thirds of the workers now on i::cdefinite layoff. 

Gains i::c productivity and reduced comple:tit7 will result in less 
expensive cars, and so represent a benefit to the consumer. Whether or !:lot 
inc'!'eased foreign sourcing results in any sucb be:efit is ·..mclear. Ii it is less 
expe."lSive to build various components in other cou:o.t:'ies and Ll.:.e::: transport 
thee to asset:lbly locations i::l tbe united States, consumers '.vi.ll reap socs 
be:eiit from the practice. Ii~ however, companies are building parts pla=.ts 
out of t.!le cOUl:l.t:'y for non-market reasons (i.e., to coc:p1y with local­
content restrictions) no clear ber..efit ',v ill acerole to Y.S. cons-.. u::ners. 

Reduction in National Pet:'oleum Consumntion 

The direction that the U.S. auto market is ta.i.;ing will also lead to 
significant reductions in energy consumption. For example, one year's 
production of new cars that average 37 mpg--a fuel efficiency that appears 
to be technologically feasible if--would save approximately 158,000 barrels 
of oil relative to a year's production of new cars averaging 27.5 mpg. This 
represents more t.ha:n 3 percent of projected automotive fuel consu::nption in 
the 19905. As improved vehicles come to constitute the majority of cars L"l 
use, the fuel savings grow correspondingly. By t.."e yeal' 2000, savings of 
more than a million projected. barrels per day--2S percent of prese:rlt 
automotive fuel consumption--could be achieved with cars getting 37 r::cpg 
instead of 27.5 mpg. 

if Thid, p. 39. 
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Balance of ?avments 

T:,e value of autoIIlotive imports :"as excc:eded the 7alue of au'tooot:ve 
exports for the past 11 years (Table 21), resulting in a net .:.rab of about 5Q 
bUlion dollars in each of t.!'!e last two years. T'..'lis trade balance is likely !o 
remain negative. W:-:.ile the C"..ll'!'ent rise in ieported f....uly assecbled cars 
may be ofiset in the future, ieports of component parts are likely to 
inc::'ease faster than exports 0 f suo parts ill the ne:ct 10 "ears. T".e.e trade 
balance on component parts (excluding Canada) has fluctuated over the past 
10 "ears, with imports exceeding exports for the past four years (Table 2.2.;. 
While suo components ':lOW represent less than one-fourth of automotive 
imports, t.heir importance is likely to inaease as the internationali:ation of 
the indus'C'y continues. Co~ponent parts C"..l.1':'ently represent over thre-e­
quarters of our automotive exports. 

The effect of foreign sourcing on the balance of paY!:len ts. may be 
accentuated by tbe practice of "transfer pricing." This t7"Pe of pricing 
arises when the components are built in a country witb lower ta;-ces than the 
United States. It is i::1 the interest of th-e multinational corporation to show 
profits where taxes are lowest~ thus, a foreign aiiiliate eight cbarge 
inflated prices £01' its components to its U.S. parent, inceasbg the foreig:l 
profits and dec:oeasmg t.!le u.S. profi ts, t.hus :cinimizing ~:Jt3.1 ta..'tes. 

Inaeased fuel eifide:ncy will reduce tbe flow of dollars out of the 
country to pay for imported oiL Foreseeable imprO"yeoents i:l fuel econOIIlY 
could result in greatly reduced fuel consumption--possibly' as ClUe.!:. as one 
million bu:-els a day by the late 19905. Suc..~ savings ieply ove~ $12 billion a 
year worth of reduced petroleum imports eve,..." at coday's prices. 



TABLE 2.1. VALUE OF U.S. AUTOMOTIVE EXPORTS AND IM?OR7S, 
1965-1979 (In millions of dollars) 

Exports Imports Eala."lce 

1965 1,12.4.6 853.8 270.8 
1966 1,448.9 1,701.1 -252.2 

"1967 1,838.1 2,2.96.9 -458.8 
1968 2.,436.4 3,762.9 41,32.6.5 
1969 3,177.5 4,583.5 -1,-1:06.0 
1970 2.,975.9 5,185.8 -2,2.09.9 
1971 3,660.4 7 ,076.1 -3,415.7 
197'2. 4,2S4.3 8,191.9 -3,907.6 
1973 5,1.83.4 9,595.2 -4,311.8 
1974 6,550.6 10,500.1 -3,949.5 
1975 7,618.3 10,359.3 42,741.0 
1976 8,920.8 14 ,074.7 -5,153.9 
1977 9,844.2. 16,011.2. -6,170.0 
1978 11,574.5 20,578 • .5 -9,004.0 
1979 13,057.1 2.1,7'76.9 -8,719.8 

SOURCE: Bu..---eau of Labor Statistics 
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TABLE 2.l. VALUE OF U.S. AUTOMOTIVE EXPOnTS AND IMPOftTS, EXCLUDING CANADA, 
1965-1')79 (In millions of dollars) 

.:.-:....~"_. _L ____ ""~ 
~~ -~~-

Total ____ ~·u!!Y_ ~sselUbletl Pints 
Export Import Balance Export Impurt Balance Export Import Balau<;e 

~---~ ----~---

I9()5 390.1 663.() -2,7].5 144.5 583.2, -438.7 2.45.6 80.4 165.? 
19()6 364.7 969.9 -605.2, 147.5 865.6 -718.1 217.2- 104.3 Ill. 9 
1 t)() 7 2,l7 . 3 1,004.3 -711.0 113. I 811.5 -16'1.4 ll4.l Il6.8 87. ·1 
1968 348.1 1,631. ] -1,2,83.2, 118.3 .,4]].l -1,314.9 2,l9.8 11)8. 1 31.7 
1969 678.6 1,791.0 -1,118.4 116.2 • , 52.8. 1 - 1 ,411. 9 562..4 l68.9 21n.5 
1970 649.] 2,291.5 -1,648.2 114.3 1 , () 13. 1 - i , 1()8 • 8 635.0 38'1.4 2.50.6 
1971 159.1 ], l46. 1 -2,486.4 124.1 2,135.9 -2,,611.8 635.6 510.l 115. ·1 
1972 82,5.2, 3,184.9 -l,959.7 12.1. 8 3 , 1 l2. 9 -2" 9() 1 • 1 70].4 672.0 31.·1 
1973 1,107.6 4,644.9 -3,531.3 215.1 3,710.0 -3,52,4.9 89l.5 90'{.9 -)2.. ·1 
1974 1,633.3 5,841.2, -4,213.9 3'16.1 4,66].7 -4,311.0 1,2,86.6 1,183.5 10]. I 
)975 1,898.9 5,52,3.4 -3,62.4.5 42.1. 1 4,3ll.1 -],894.0 1,411.8 1,202.3 lilt) . 5 
1916 2,193.5 7,589.6 -5,396.1 566.2 5,451.4 -4,885.2, 1,627.] 2,138.2, 510.9 
1977 2.,6]8.1 8,715.3 -6,347.2 6]7.0 6,811.9 -6,191.9 1,1]1.1 1,883.4 - 152.. ] 
1976 ],41 1).0 12,466.1 -9,0·11.1 956.8 9,524.1 -8,567.3 2,462..2 2,(H2.0 -471).5 
1979 4,452..1 14,32.3.5 -9,811.4 1,32.3.1 •• 11,107.'1 -9,184.3 3,ll9.0 ],2.16.1 -87. I 
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

1965-1915 
1975-1979 

SOUItCE: 

Average Anllual_r~ ... c(!nt ag~J!~!!IJ~~J!~~!,er~~t) 

t-17 
t 24 

+24 
tl.7 

Bureau of Lahor Statistics. 

til 
'In 

t-ll 
t27 

i20 
i21 

t] 1 
i28 



CHAPTER IV. POLICY OPTIONS 

In addressing the current problems of the auto industry it is important 
to distingui3h behveen long-run structural concerns and the more immediate 
problems arising from the recession. The primary long-run question is 
whether the industry can finance the massive capital investment required to 
produce substantially more fuel-efficient vehicles over the next several 
years. Failure in this would not only impede the United States' ability to 
reduce its oil imports; more importantly, it might jeopardize the long-run 
viability of the industry itself. Even during normal times the industry has 
had difficulty in meeting its investment requirements, but the recession has 
greatly diminished its ability to generate internal investment funds. 

The current recession is reflected in very serious unemployment within 
the auto industry, as '."leli as in the economy generally. With about one-third 
of the nation's auto workers unemployed, the problem profoundly influences 
the people, industries, clties and states that are most closely associated 
with the auto ind'lJstry. Yet, it appears unlikely that employment in the auto 
industry will return to past levels within the next five years, so that some 
long-term adjustments must be made in the structure of the labor force. 

Alternative Policies 

A variety of federal policies have been proposed to address these 
concerns. In general, the proposals fall into two groups: short-ru."'l 
proposals, which emphasize relief of current unemployment and stimulation 
of increased sales as a source of investment funds; and long-run pt'oposals, 
which would endeavor to increase the industry's ability over the next decade 
to meet its capital restructuring needs. Both the long- and short-run 
proposals have 'implications for the federal budget, consumer prices, 
competition, the structure of both the domestic and the international auto 
industry, and the U.S. balance of payments. 

This chapter explores the consequences of a variety of broad policies. 
It does not e:",haust all the possibilities, seeking only to show what would be 
the main effects of each option considered. It highlights some of the 
questions that sbould be considered before taking up specific proposals. The 
preliminary numerical estimates presented here are based on simple esti­
mating procedures and should be interpreted as rough projections. 
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The Administration's Actions 

Mention should first be made of the package of actions recently 
announced by the Administration. The package requires no legislative 
action and will have minimal impact on the federal budget. The t.hree major 
actions include modifying the high altitude emission standards for 1984, 
requesting the International Trade Commission (ITC) to speed up its 
consideration of the request of the United Auto Workers for restrictions on 
the import of foreign cars, and the creation of a tripartite review panel 
representing ind'.lstry, labor, a..""ld government to coordinate future policy. 

The Environmental Protection Agency estimates that the change in 
high-altitude standards will save the industry about $500 million between 
now and 1984, although some manufacturers disagree with this estimate. 
The question has also been raised as to whether such a change requires 
legislative action. T:le ITC has agreed to rule on the union's request by 
Novembe.r:2.4, :;l..; ,,0: as q·...ll..:..k.ly as requested by the President. In addition, 
the Administra:'cn :;:'llans to target existing economic aid programs more 
closely to pe:':"~:: r..:. alld. regi:::c: hardest hit by the industry's crisis (through 
such channel!" as Small Business Administration loans to auto dealers, for 
example), speed up the Treasury Department's regular review of income tax 
depreciation scbedules for the a.uto industry, and delay the promulgation of 
new safety standards. Wbile such policies would assist the industry, a final 
assessment of the Administration package awaits the findings of the 
tripartite panel and the !TC decision. 

So fa' 0..::. ~ •.• '=1:' aid is concerned, the Administration is probably limited 
to "jawboning" in an attempt to persuade the Japanese to hold down their 
exports to the United States and to encourage them to invest in U.S. auto 
production facilities; stimulating consumer credit for auto loans; perhaps 
making some adjustments in existing tax depreciation rules; and modifying 
or delaying environmental or safety regulations. 

Short-Term Options 

Most of the short-term proposals are driven by concern with unem­
ployment, and are intended to take effect in the next year or two. They 
could, howev p • '",,"e undesirable long-run effects. Two proposals for 
improving at'· ':' ~::s in the short term are restrictions on the imports of 
foreign cars a.:.c:. • ;:U'.ous government subsidies for the purchase of new U.S. 
cars. Such steps stimulate auto sales, thereby increasing employment. In 
addition t,~ thf'lr .Jil'ect costs, however, these actions may have adverse 
consequences on~nergy policy and on the long-term development of the 
industry. 
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• 
Government Rebates. The fastest way to increase employment in the 

auto industry is to increase sales, and new-car sales could be stimulated 
rapidly by direct federal cash subsidies. For example, the government could 
offer rebates to purchasers of new domestic cars. The costs to the 
government would be partly offset by reduced payments of unemployment 
benefits and by increased ta..-c revenues. The effectiveness of such a 
program, however, would be diminished by several factors. First, while a 
large rebate program could have major effects in the short term, it would be 
likely to decrease sales in future years, just as manufacturer rebate schemes 
stimulate current sales partly at the expense of future sales. Second, auto 
dealers could be expected to raise their prices (by reducing discounts from 
list prices or by offering lower trade-ins) in order to retain or capture part 
of the rebate for themselves. Thus, the net price to purchasers of new cars 
would fall by less than the per-unit cost to the government. This failure to 
pass discounts along to buyers would likely be greatest for small cars, where 
demand is relatively strong. To the extent that the net price reductions 
would be greater for intermediate and large cars, there would be undesirable 
effects on fuel consumption. Third, sales would probably increase without a 
rebate program. Current sales are depressed in part by the l"ecession and in 
part by high interest rates. If both ease over the next year, as appears 
likely, the rebate program would become largely redundant in stimulating 
sales, and wasteful in its expenditures. 

Nevertheless, a rebate of about $1,330 per car (S11.0 billion a year) 
could generate an additional 2.5 million sales a year, enough to return sales 
of domestic cars to the 1979 level. 11 This assumes that a rebate program 
could be administered in a way that prevented the auto manufacturers from 
increasing their prices, and that one-fourth of the rebate would be captured 
by dealers. Relative to the number of car buyers that receive rebates, very 
few would represent new sales. First of all, about 5.8 million new domestic 
cars would have been sold anyway. Second, an estimated 1.65 million 

11 Current (mid-July, 1980) sales for domestic cars are equivalent to an 
annual rate of about 5.8 million cars, about 2.5 million cars below the 
rate for 1979. The long-term price elasticity for new cars is believed 
to be about -1, so that a one percent real decrease in prices should 
increase sales by about one percent. The Chrysler Corporation has 
estimated short-term price elasticity at about -2.5, implying that a 
one percent decrease in prices would increase sales by about 2.5 
percent. The Chrysler estimate of elasticity is high compared to 
most, although this aspect is particularly uncertain. The estimate 
presented here assumes a base price of $7,500, a short-term price 
elasticity of -2.5, and a long-term elasticity of -1.0. 

46 



additional buyers would !'lave purchased a new car soon, and would simply 
move their purcbase forward to take advantage of the rebate. Such sales 
are not new, but borrowed from tbe future. Thus, only around 0.85 million 
of the total of 8.3 million sales would be sales that would not have been 
made without the rebates. This means that if borrowed sales are not 
counted, the cost per new sale generated would be about $13,000. More­
over, not all of the increases in sales would represent new-ear production, 
since the manufacturers would probably sell cars from inventory first. 
Inventories of many domestic mid-size and large cars are at record levels, 
so that a delay cou!d be expected before production of these models 
increased, \vith a corresponding delay in the creation of jobs. 

In one year, such a rebate program could create about 150,000 jobs 
directly, and an additional 200,000 to 400,000 jobs indirectly. Just as most 
of the new-car sales generated by rebates would be borrowed from future 
sales, so would many of the jobs--and they might be lost once the rebate 
program was over. Nor would this program suffice to rehire all of the 
250,000 unemployed auto workers; it would only return production to the 
level of mid-197Q, a level at which significant unemployment existed, and it 
'Nould do little for the truck-building sector of the industry. Y 

A rebate program could be structured to emphasize energy or employ­
ment goals by focusing on particular classes of cars. A subsidy for large 
cars could do much to alleviate current unemployment, but it would have 
adverse effects on energy use and would slow the rate at which the industry 
adjusted to production of smaller cars. Subsidies for smaller cars, however, 
would be '.vasteful since sales of many small domestic models are already 
limited by production capacity. 

A rebate program would provide a significant stimulus to the industry, 
but the direct cost to the federal government would be substantial. Some of 
the direct federal costs would be offset by reduced payments to unemployed 
auto workers and by increased federal tax revenues. The increase in federal 
tax revenues, however, would be smaller than would normally be expected 
from a reduction in unemployment of this size since many auto workers can 
qualify for aid equal to about 95 percent of their take-home pay. This 
minimizes the multiplier effects of reduced unemployment on other 

?:.! Total TJ .S. vehicle production capacity is estimated at about 13 million 
vehicles a year, of which about 3.5 million or 25 percent are trucks. 
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'.vorkers. Nor would rebates provide a permanent solution: depressed sales 
and some diminished employment would eventually result in the period from 
which sales were borrowed. Also, a program of rebates for domestic cars 
could violate some of our international trade agreements such as GA TT and 
thus lead to some form of trade retaliation- by other countries. 

Finally, any rebate scheme raises questions of equity. The cost of the 
program would be borne by all taxpayers, while the benefits would be 
enjoyed mair..ly by new car buyers, who tend to be relatively affluent. 

Bounties on Old Cars. The Chrysler Corporation has proposed giving 
buyers of new cars a tax credit of $1,500 for every pre-1976 car traded in on 
a new U.S. car. The trade-ins would be scrapped, thus improving the 
average fuel economy of the fleet. On average, about 7 million cars are 
scrapped each year, virtually all of them pre-1976 models. Under the 
bounty program, such cars would increase significantly in value--from 
around $100 in scrap value to $1,500 in trade-in value. In view of this very 
high premium, most of the cars destined for near-term scrappage would 
instead likely be traded to new-car buyers. For example, a new-car buyer 
with a qualified trade-in worth $1,300 could trade it in for $1,500 when 
buying a new car, a gain of· $2.00 attributable to the bounty. But if this 
buyer could acquire a near-scrap car for $300, sell his real trade-in on the 
used car market for its market value of $1,300, and collect the bounty of 
$1,500 for the near-scrap vehkle, he would realize a gain of $1,200 attrib­
utable to the bounty. 

The net result of such transfers is that most all new-car buyers would 
likely furnish trade-ins to qualify for the bounty, and that many of the cars 
exchanged would be from the 7 million or so cars that would have been 
scrapped anyway. 

On average, the gain realized by new-car buyers would be smaller than 
the bounty, since the car being traded would have some value, or, in the 
case of near-scrap vehicles, cost something to acquire. Also, as under the 
rebate scheme discussed above, dealers would capture part of the tax credit 
for themselves, particularly if they assisted buyers in making deals such as 
that illustrated above., The resulting gain to the buyer could average 
somewhere around half of the bounty, or $750 per car. 

Assuming that an average new-car buyer realized a gain of $750 from 
the bounty program, a one-year version of the Chrysler plan would increase 
sales by about L 75 million cars above a base of 5.8 million cars. Of the 
additional 1.75 million cars sold, roughly 1.2. million would represent 
borrowing from future sales. The direct cost to the federal government 
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would be $11.3 billion, or about $20,600 per "new" sale induced. The general 
effects would be similar to those of the rebate scbeme discussed above. 

Another drawback of this proposal is its possible effect on the 
used-car market. While most of the trade-ins would probably be cars that 
would have been scrapped soon, some would not. As a result, the supply of 
used cars 1'lould be decreased, and their prices increased--thereby inducing 
further sales of new cars. This effect is difficult to estimate, but could 
result in additional new-car purchases. 

The increase in prices of used cars intensifies the equity question, 
since not only would relatively affluent buyers of new cars enjoy lower 
prices, but the relatively poor people who buy used cars would have to pay 
higher prices, while taxpayers as a whole would pay the costs of the 
program. 

The bounty system woti.1d provide larger energy savings than the rebate 
plan, since the older, less fuel-efficient cars would be junked. Assuming 
that cars would be driven 10,000 miles a year (about the national average), 
and based on the number of net new cars sold, less than 6,000 barrels a day 
of petroleum could be saved over the remaining useful life of the bountied 
cars. Since there would be a clear incentive to trade in older cars first, the 
remaining useful life would be likely to average no more than two or three 
years. But, for several reasons, the estimate of 6,000 barrels a day for 
energy savings is too high. First, the fuel economy of future domestic cars 
will be better than the current models, so that a bounty would tend to retard 
the increase in average fuel efficiency of cars by emphasizing sales in 
earlier years. Second, a recycled car typically yields only about one-third of 
the energy needed to construct a new one, so that early retirement of cars 
increases the energy consumed in automotive production. Third, new cars 
tend to be driven more than older cars. Although much of the additional use 
presumably stems from the fact that persons who drive a lot tend to buy 
disproportionally many new cars, some buyers may tend to use a car more 
because it is new. 

The bounty proposal could be refined in a number of ways that might 
make it more cost-effective. For example, the government might require 
proof (perhaps the previous year's registration) that the vehicle traded in 
had not been purchased as a used car solely to take advantage of the tax 
credit. The bounty could also be made more effective by reducing the 
amount of the tax credit to correspond somewhat more closely to the 
expected value of the cars to be traded in. Or the tax credi t could be 
restricted to cars with particularly poor gas mileage, such as even older cars 
or heavy cars. 
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Import Restrictions. Another way advanced to stimulate employmer.t 
in the U.S. auto industry is to limit foreign competition. Import quotas 
would have two major effects: first, by reducing imports, they would force 
some consumers to buy U.S. cars or not to buy any car at all, and second, 
U.S. manufacturers would take advantage of reduced competition to raise 
their prices. Quotas wOllld improve the financial position of domestic firms 
and would probably increase sales of domestic cars, reducing unemployment 
in the process. Quotas would also increase energy consumption, since U.S. 
cars are less fuel-efficient than imports--even imports in the same size 
class. It is po&sible that a reduction in competition from abroad would 
decrease the speed with which U.S. producers modify and improve their 
cars. 

The United Auto Workers union has asked the International Trade 
Commission for relief from imports on the ground that they have seriously 
damaged the U.S. auto industry. The Commission is reviewing this applica­
tion and expects to make a recommendation by November 24 to the 
President, who will have 60 days to review the Commission's recommen­
dations. Under this process, the President could impose import quotas 
without additional legislation. The union is requesting a five-year restric­
tion on imports to the levels of 1975 or 1976 (about 1.5 to 1.6 million cars a 
year), or about .9 to 1.1 million cars a year below the current rate. The 
union is also requesting an increase in the import duty to 20 percent from 
the current 2.9 percent. Past experience indicates that this would lead to 
increases in the prices of domestic cars. Price increases by Japanese auto 
makers have been followed by increases by their chief U.S. competitors 
equal to abot:.t 75 percent of the Japanese increase (Table 23). 

Assuming that the prices of competitive domestic cars (about 
3.3 million such cars during the 1981 model year ~./) would be increased by 
75 percent of the new import duties, total sales could be expected to drop 
off by one-half the decreased supply of imports. The short-run drop in sales 
would roughly equal the drop in imports. Total sales would drop even 
further if the prkes of other domestic cars were increased as well. These 
estimates are conservative since they assume that all buyers of imports 
would purchase a domestic car if imports were not available. Thus, import 
quotas together with import duties would probably generate only a small net 
increase in domestic auto sales and in jobs, although the net profi t per unit 
could rise considerably. Controls on domestic car prices \vould help to boost 
domestic auto sales and employment, but would mean lower profits. In 

1I See Table 17 above. 
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TABLE 23. JAPANESE PRICE LEADERSHIP IN THE SUBCOMPACT MARKET--FOUR 
ROUNDS OF PRICE CHANGES ON 1978 MODELS 

Corolla 

Datsun B-210 

Chevette 

Pinto 

Round 1 

Corolla 
Datsun B-210 
Chevette 
Pinto 

Round 2 

Corolla 
Datsun B-210 
Chevette 
Pinto 

Round 3 

Corolla 
Datsun B-210 
Pinto 
Chevette 

Round 4 

Corolla 
Datsun B-210 
Chevette 
Pinto 

Initial Base Price 
(in dollars) 

Date of 
Price IncreasF' 

l')/~I':~ 
." """I ~I t • 

12./12/77 
1/2./78 

1/16/78 

2/27/73 
3/6(;8 

3/27/78 

4/24/78 
4/7.4/78 
4/24/78 

6/5/78 

7/10/7& 
'7 /17 /~ 3 

;/78 

3,048 

3,148 

3,354 

3,336 

Percent 
Increase 

2.6 
1.6 
3.0 
4.0 

2.0 
1.9 
2. n 

6.0 
4.3 
2.0 
2.6 

3.2 
2.6 
2.4 

Dollar 
Increase 

80 
SO 

100 
135 

60 
60 
95 

200 
140 
65 
95 

110 
90 
90 

SOURCE: Harbridge House Inc., The Im:eorted Automobile Industry, 
from Automotive News, late 1977 and all 1978 issues. 
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Final Base Price 
(in dollars) 

June 

3,498 

3,488 

3,734 

3,536 

Adjusted 
Base Price 
(in dollars) 

3,128 
3,198 
3,.:.1:54 
3,471 

3,188 
3,258 
3,549 
3,471 

3,388 
3,398 
3,536 
3,644 

3,498 
3,488 
3,734 
3,536 

1979, p. 51: 



addition, government experience \vith wage and price controls suggests that 
price restraints would be difficult to administer, particularly at the dealer 
level where trade-ins and discounts from list prices make price restraints 
virtually impossible to enforce. 

The drawbacks to this proposal lie in the effect it would have on 
prices, and in the fact that it conflicts with the U.S. tradition of relatively 
free international trade. In particular, it appears to run counter to 
international trade arrangements such as GATT, to which the United States 
is a party. 

The Ford Motor Company has proposed import quotas without an 
increase in tariffs. Automobile prices would not be likely to rise as 
dramatically under this proposal, permitting a somewhat larger increase in 
domestic sales and jobs. The Administration is reported to have estimated 
that to restrict imports by 500,000 cars a year would result in price 
increases for imports of $700 per car. il If, in response, the prices of U .S.­
made small cars were increased by about $500, long-term domestic sales 
would be about 230,000 cars a year less than otherwise. The net increase in 
sales (about 270,000) would increase jobs by about 16,000 directly and 
perhaps by another 20,000 to 30,000 indirectly. Over the short run~ the 
price increase could discourage sales so as to completely offset the reduced 
imports. 

Restricting imports has adverse consequences for energy conservation. 
Imported cars are about 30 percent mOre fuel-efficient than domestic cars 
on the average, so that for every 500,000 domestic cars bought instead of 
imports, energy consumption increases by about 6,000 barrels a day. Also, 
quotas aimed exclusively at one part of the import market (Japan) run the 
risk of creating a surge in imports from Europe. 

Long-Term Options: Introduction 

Several proposals have been made designed to ease the financial strain 
on the auto industry or to assist permanently displaced workers in their 
transition to other jobs. In considering these proposals it is important to 
distinguish between those that are specifically oriented toward the auto­
mobile industry and those that also represent a comprehensive approach to 
revitalizing the overall industrial sector of the United States economy. For 

il Washington Post, July 25, 1980, p. A12. 
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example, the relaxation of safety and environmental regulations and 
domestic content legislation would be primarily intended to help the 
automobile industry, while changing the asset lives on depreciation 
schedules would have the goal of stimulating investment and productivity in 
the entire economy. From an overall efficiency standpoint the second 
category of policies has a clear advantage, since development of a sound 
national industrial policy requires that the viability of all industries be 
considered, and that resources be made available to those in which the 
United States has the greatest competitive advantage. 

Long-Term Options: National Industrial Policy 

General Tax Changes. Some of the general tax reforms that have 
been proposed as a means of stimulating capital investment in the economy 
as a whole could also help the auto industry. The most prominent proposal 
under consideration, the so-called 10-5-3 changes in depreciation, would 
allow a depreciable life for buildings of 10 years (as against 30 years 
typically used now), for machL"lery and eqUipment of 5 years (rather than a 
typical 12), and for light vehicles of 3 years (but with a dollar limit on the 
total depreciation that could be taken for light vehicles). These changes 
would be phased in over five years. Other provisions in the bill (H.R. 4646) 
are also designed to encourage greater investment. 

The auto industry has objected that the 10-5-3 plan would change its 
current three-year depreciation schedule for special tools to a five-year 
schedule, and that this could cause a significant loss to the industry; special 
tools accounted for 38 percent ($3.6 billion) of the industry's $9.6 billion 
worldwide expenditures on plant, land, and equipment last year. Special 
tools are likely to grow in importance as the industry retools to build more 
fuel-efficient cars. Other features of the 10-5-3 proposal are likely to help 
the industry, however, by reducing the depreciation period for buildings and 
for larger machinery and equipment. In sum, the 10-5-3 proposal, as 
currently structured, would help the auto industry less than it would help 
most other industries. Modification of the 10-5-3 proposal with a "hold 
harmless" provision so that no company would be forced to lengthen its 
depreciation period would remove the major objection of the auto industry. 

Aid p1"cvided by way of the tax code is likely to have disproportionate 
effects on different companies. With all U.S. auto companies experiencing 
large deficits, the immediate benefit to be found in faster depreciation 
would depend on the extent that it could be used to generate tax refunds by 
offsetting profits in previous years. Such carrybacks are currently allowed 
for only three years. Table 2.4 sho\vs the domestic profits and federal taxes 
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TABLE 24. NET PROFITS OF MAJOR U.S. AUTO FIRMS ON U.S OPERA TIO;..rS, AND 
FEDERAL TAXES PAID (Millions of dollars) 

General Motors Ford Chrysler 

Profits Taxes Profits Taxes Profits Taxes 

1979 2,321 1,579 (199) !I (208) £! O,072)!! (14) £I 

1978 3,073 2,259 809 386 220 ~/ (103) 1?/ 

1977 2,976 2,468 942 543 163.0 54 

1976 2,380 2,007 429 232 NA 38 

1975 1,065 857 67 s/ (132) NA (7 ) 

1974 846 330 290 s/ (57) NA NA 

1973 2,062 1,750 690 s./ NA NA NA 

SOURCES: Annual reports or lO-K report. 

!! Loss. 

£/ Refund. 

s/ Includes net income from United States and Canada. 
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of the major auto companies in recent years. In 1977-1979, General Motors 
had profits on its U.S. operations of $8.4 billion; Ford had profits of 
$1.6 billion; and Chrysler had losses of $1.1 billion. This year Ford is 
expecting sizable losses on its U.S. operations, which will probably offset 
most of these profits. General Motors may be the only firm in a position to 
take full advantage of such tax changes since even if it shows a loss for all 
of 1980, sizable previous profits will remain to offset increased deductions. 
Longer carrybacks of losses have been proposed. Even this would do little to 
help Chrysler unless a carryback of more than 10 years were allowed. Even 
a 10-year carryback might provide only limited help for Ford, because it did 
not pay taxes in 1974 and 1975. 

Long-Term Options: Industry-Specific Proposals 

Several proposals have been made that would provide financial incen­
tives to the auto industry to continue or accelerate current plans for 
redesigning and retooling production of domestic autos. For example, 
government price supports could be set for new, fuel-efficient cars or for 
cars produced with new technologies; an extra investment tax credit (or 
grant) could be given to producers of cars that exceed the automobile 
fuel-economy standards; or tax credits could be provided for research and 
development expenditures. While the potential costs to the federal govern­
ment could be large, so could the energy savings and eventual consumer 
benefits. 

The rationale for these proposals rests on the difficulties the industry 
is likely to face in financing future capital expenditures. Considerable 
controversy has arisen on this point, for two primary reasons. First, if the 
industry can finance its needed investment itself, then government subsidies 
would mainly serve to increase corporate profits. Government aid could 
also be diverted to financing auto plants in other countries because of the 
growing multinational character of the auto industry. Second, substantive 
government aid to one industry could distort the capital and job markets by 
diverting resources away from other industries. It is questionable whether 
the federal government offers the best mechanism for selecting future 
growth industries. 

Refundable Tax Credits. Refundable tax credits have been suggested 
as one way to channel capital into the industry, given that Ford, Chrysler, 
and American Motors would find it very difficult to benefit from existing 
tax incentives. Such a financing mechanism would represent a significant 
change from current tax policy, and could have far-reaching effects if 
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applied generally. Refundable tax credits are equivalent to federal grants, 
requiring annual budget outlays. If they are to be used at all, it might be 
advisable to tie their use to investments linked with specific long-term 
national goals--for example, plant a..."ld tools to produce particularly fuel-­
efficient autos, or projects for developing new technologies. 

Relaxation of Safety and Environmental Regulations. Tne industry 
has pushed for changes in the emissions and safety requirements as one way 
to ease the designing of new autos, and to reduce financing requirements. 
Since a relaxation of those standards would apply to imports as well, the 
domestic auto industry would gain little if any competitive advantage from 
it. It could help the industry's cash flow problems over the next several 
years, and have the advantage of benefiting companies regardless of their 
profitability. Some of the companies have advocated a delay in applying 
certain environmental standards, including new and more stringent test 
procedures, until after the industry's current financial crisis has ended-­
perhaps in the late 1980:;:. The Ford Motor Company, for example, has 
drawn up a package of changes that it maintains would save it $500 million 
in capital expendit"..U'es between now and 1984. 

Minimum Comestic Content. The existing federal fuel economy 
standards require that at least 75 percent of the value of domestically 
manufactured cars be produced in this country if they are to be counted as 
part of the basis over which a company's average fuel economy is computed. 
Current domestic content is over 90 percent, although this is likely to drop 
during the next decade a.s U.S. manufacturers switch to a "world car." While 
the 75 percent limit is not so strict as to discourage future rapid growth in 
imported parts, it has been credited with encouraging U.S. manufacturers to 
produce their foreign models (the Ford Fiesta, for example) in this country 
in order to include them in their corporate average fuel economy. 

If similar provisions were applied to imported cars, foreign manufac­
turers would have to use more U.S. parts, to perform subassembly, or 
perhaps even to· manufacture whole cars in this country, or else lose their 
share of the U.S. market. In general, minimum domestic content 
requirements could force great.er automotive investment in this country and 
thus create more jobS. By restricting international competition, however, 
they could push up domestic auto prices, slow the transformation of the U.S. 
industry, and retard the development towards more fuel-efficient cars. As 
with import q1,..otas, domestic content restrictions would represent a sharp 
shift in the U .~:i. posture toward international trade, a..."ld would probably 
conflict with U.S. commitments under the General Agreement on Tariffs 
and Trade. Any significant shift in international trade policy could lead to 
retaliation by other countries. Thus, the employment gains that would 
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accrue from setting a minimum domestic content standard for auto imports 
might be more than offset by jobs lost if other countries restricted their 
markets for U.S. non-automotive exports. 

Industry-Specific Tax Changes. Some people have argued that the 
auto industry has special investment requirements that can best be met by 
tax changes geared to the specific needs of the industry. One major 
proposal would permit the write-off of special-tool expenditures in one 
year, as against the three years currently used. Special tools are needed to 
rebuild product:or.. lines to produce net,v automobiles. Given that the 
industry is likely to spend $..j, billion a year or so worldwide on special tools, 
such a tax change could be of enormous financial aid, particularly in the 
first year or two of any change. 

The as~et depreciation range (ADR) method currently allows corpora­
tions to depreciE'.te thelr investments over a 20 percent shorter time period 
than thei.r stc.r.-::": '~. A c::'2.l:,~e to 40 percent has been discussed as one way 
to aid the auto ~r.C.tl5tl"y, c.c":'!d is reported to be under consideration by the 
Administl'a::io:: - :'i::; would ::\_~ow buildings, for example, to be depreciated 
over 18 yea1*S ::-ather tha:.1 the 24 years permitted under the current 
20 percent ADR, given the t;.--pical estimated life of 30 years. A change to 
40 percent ADR from the cu=rent 20 percent would increase the first year's 
depreciation by 34 percent. from $8.3 million to $11.1 for each S100 million 
invested. 11 Given the large capital investment being made by the auto 
industry, any d"lange permitti::1g faster depreciation could provide substan­
tial benefits fc!" tl:ose firms that are either currently profitable or have had 
domestic "!' ;·0 ..... " 'r..'ithin the last three years (General Motors, and, to a 
limited extent, Ford), The change would help the industry meet its 
long-term financing problems, although it would be unlikely to have much 
effect on auto industry employment or sales over the short term. 

To the extent that these tax changes would encourage greater 
investment by the industry, they could have positive effects on the speed 
with which it adjusts to foreign competition and higher energy prices,' on 
employment in t1:1e industry, on the price of cars, and on national energy 
consumption. The direct cost to the federal government could be substan­
tial, although part of the costs would be offset by reduced long-term 
unem ploym en t. 

§./ This a,',su;,,~E"C: '..1,,1'; of t!:.e double-declining-balance method of accelera­
ting depredation. 
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Loan Guarantees. Federal loan guarantees, such as those Chrysler is 
now receiving, could stimulate investment. One ad'lantage of loan guaran­
tees is that, unlike tax changes, they provide aid regardless of the 
profitability of the firm. Such off-budget financing mechanisms often have 
hidden costs, however, insofar as there are real risks that the loans may not 
be fully repaid and since they represent government interference in the 
capital markets. 

Aid to Workers. Special efforts might be made to retrain or relocate 
auto workers whose jobs have been permanently eliminated. 61 Direct aid to 
the industry would be small. An early start on such a program could also 
provide shert-term help foT' the 250,000 auto workers who are now indefi­
nitely out of work and the 350,000 unemployed workers in supplier indus­
tries. 

Conclusions 

Table 25 presents a brief, qualitative summary of some of the pro­
posals discussed in this chapter. This list of options is not meant to be 
all-inclusive, but rather to give an idea of the range of policy options 
available. Each option is assessed on several criteria: possible impact on 
short-term unemployment, direct and indirect effects on the federal budget, 
effect on energy consumption, direct effect on consumer prices, possibility 
of conflicts with international trade agreements such as GATT, and the 
chance that aid will be reinvested in plants abroad. 

Table 26 provides some rough quantitative estimates of the effects of 
the short-term policy options on new car sales, on short-term employment, 
on direct federal costs, and on energy savings. No attempt has been made 
to quantify the effects of the long-term policy options. 

Past experience with auto industry rebates suggests that a govern­
ment-sponsored rebate program could significantly increase sales over a 
period of a few months, but that most of the increase would represent sales 
"borrowed" from the future. In part, the effect would be to shift the 
industry's production problems six months to a year into the future. The 
long-term problems of the industry can hardly be solved that quickly; 
subsidies to boost sales now may simply defer, rather than eliminate, periods 
of high unemployment. 

§..I See the discussion of long-term employment prospects in Chapter ill 
above. 
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TABI.E l5. ()IlAUTATIVE ASSESSMENT 01- PROPOSALS TO AID TilE U.S. AUTO INUUSTHY 

.. - --.--~ -,._ ... - . __ . -- ---

Uirect UloC of <lid 
Short-Uun hnpilct 011 Chlllll,le in Possihle t or I .. velot-
Increase ___ .!·~,:!~!illl!~~g~! . __ .. _. Energy Consumer GATT lIIent ill 

Proposill in Jobs Direct Offset <d Savillgs Prices Cunflict Olher COll"lrie~ 

-.-----

Short-Term P~~p,:,sals 

Subsidies to rt!duce car prices Yes LiUg e in Yes Possil>le Large Yes 1'0:,,,11;1,, 

lohort rWl decrease 

BOllnt h!s on (,Id Cil~S Yes Large in Yes Possible Large Ye5 l'o"~lble 

short run short-run decreilse 
savings, for new 
long-run Cdr~, iu-
losses creilse for 

1I1oed c ... r.s 

Import quotas Yes No POlosible Loss in Large Yes Po""ible 
short ADd incrCd!:Je 

long run 

1.""g-Iel:lll~ationallndustrial P~I!9'. 

General tax chan!!es No Couid be Possible Small No Possible POl>sil>le 
large savings 

Ul 
-.0 

Long:Terl!!! S~!~~_to Auto Industry 

Suhsidies tied Il, long-run goals No Could he Ye.s Pos:;;ible Long-run Yes Po"sible 
large large decrease 

savings 

Helaxation of rt:gulations No No Yes Possible Small No NA 
savings decrea.se 

Minimum donlt'!.Itic content No No YeS Possible Small Yes NA 
loss increase 

Illdustry-&pecific lalC changes No Couhl Possible Possible tony-run Ycs lJ"pcwls 011 

be large large decrease prUp0lod) 
savings 

Loan guarant,,,:s No Possihly POlosible POSliihle NA YC!; P""siLlc 
lar!::e if lia_vings 
ddault 

Aid to workers (retrain, r"\ocate) Possible Small, bllt Lung-run NA NA No NA 
cOlll.l be 
long-run cost:; 

,.- - --,-<>----

N A Not Applicahle 

NOTE: The re.sultli ill this tahle are preliminary, and are suhject to further analysi.s. 

iI! 1l",I",:;'d Ilnellll'loymenl paylll!'nts and illcrealied fe(ieral talC receipts 
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TABLE l6. ROUGH QUANTITATIVE ASSESSMENT OF SOME SHORT-TERM PROPOSALS TO AID 
THE UNITED STATES AUTO INDUSTRY 

Proposal 

New Car 
Sales Generated 

Short­
Term 

Long­
Term 

Federal Car Subsidy ($1,330) 2,500,000 850,000 

Bounty ($1,500) on Old Cars 1,750,000 550,000 

Import Quotas and Tariffs 0-500,000 
(U AW Proposal) 

Import Quotas (500,000 O-lOO,OOO 300,000 
Reductions in Imports) 

Direct Increase 
in Short-Term 

Jobs ~/ 

150,000 

100,000 

0-30,000 

0-16,000 

Direct 
Federal Costs 

($ billions) 

11.0 

11.3 

NA 

NA 

NOTE: The results in this table are preliminary, and are subject to further analysis. 

i!./ An additional I to 2-1/2 jobs could be generated in supplier industries. 

~/ In the short term. There would be a long-term energy loss. 

Energy Savings 
(barrels 
per day) 

6,000 '2/ 

(6,000) 

( 3 ,000) 



Over the longer term, the industry faces serious financing problems as 
part of its current retooling efforts; it also faces the prospect of lower 
employment because of improved productivity and the trend to smaller cars. 
There are two broad avenues of approach to these problems--one as dealing 
with them in the context of a national policy to encourage more productive 
investment, and the other aimed specifically at the problems of the auto 
industry. The latter would normally be regarded as the less desirable of the 
two approaches because of its potential for distorting the nation's capital 
and labor markets. 
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TABLE A-I. UGHT TRUCK SALES, 1970-1980 

SOURCE: 

Year 

1970 
197 ~ 
1972 
1973 
1974 
1975 
197~ 

J anuary- J u= e 
.july- Aug'J.s:: 

1980 
J anuary- Jl.1Ile 

Retail Sales 
(ill millions of Wll ts) 

1.5 
1.8 
2.2 
2.7 
Z.3 
2.2 
2.9 
3.3 
3.7 
3.2 
1.7 
1.5 

1. Z 

Motor Ve1:11de Manufacturers Association and Ward's Automotive 
- - "'Io:t"ts. 
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TABLE A-Z. CREDIT SALES OF NEW PASSENGER CARS AS A PERCE:;J:" 
OF TOTAL NUMBER SOLD, 197'2.-1978 ~I 

Year 

1972 
1973 
1974 
1975 
1976 
1977 
1978 

SOURCE: Federal Reser"1e Board. 

Percent of 
New Car Sales 

70 
72 
72 
68 
66 
72 
74 

!/ Federal Rese!'''1e Board disc~ntinued compiling information in 1978. 

, 64 



TABLE A-3. COMPARISON OF INTEREST RAT~S ON AUTO LO.:'.NS 3·~· 

COMMERCL-\L 3ANKS AND FTNANCE COMPANIES 

19i9 
May 
August 
Nove!:Dber 

1980 
February 

Commercial Banks 

11.73 
11.88 
12.85 

13. ZS 

SOURCE: Federal Reser'7e Board. 
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Finance Companies 

13.40 
13.39 
13.82 

14rlZ 



TABLE A-4. 

Jan~ 
Februa.r/ 
March 
April 
Ma.y 
June 
July 
August 
September 
Octeber 
November 
December 

RETAIL SALES OF DOMESTIC Al'ID FOREIGN CAP.S BY MONT:~~ JAl'I'C A.? Y 1 T 
MAY 1980: SEASONALLY ADJTJSTED ANNUAL RATES, MILLIONS OF UNITS 

Domestic Autos 

Percent 
Change Fr()1Il 

1979 1980 1979 te 1980 1979 

9.093 8.668 -4.7 1.987 
9.182 7.701 -16.1 2..2.18 
9.7'24 7.712 -ZO.7 2.700 
8.54.5 0.103 -28.6 2.580 
8.438 .5.323 -.'36.9 2.642 
7.168 5.211 -27.3 2.266 
8.296 2.255 
8.854 Z.122 
8.733 Z.078 
7.262 2.145 
7.211 2.41Z 
8.032 2.497 

I.r::l''Cort ed Autes 

Percent 
Change Frem 

1980 1979 to 1980 

3.057 +53.9 
2..885 +30.1 
2.511 -7. a 
2.235 -13.4 
2.107 -20.2 
2.152 -5.0 

~ 

1979 

11. 080 
11. 400 
12.424 
11.125 
11. 080 
9.434 

10.551 
10.976 
10.811 
9.407 
9.623 

10.529 

Total Autes 

1980 

11. 7'25 
10.586 
10.223 
8.338 
7.435 
7.363 

Perce 
Chang'!! ; 
1979 te 

+5.8 
-7.1 

-17.7 
-Z.5. 1 
-32.9 
-2Z.e 

SOURCE: Unpublished da.ta f:oolIl U.S. Department 'Of Commerce, Bureau 'Of Eceneoic .4.naljsis. 
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TA.ELE ..1.-5. RANK ORDER OF 1980 MDIICOMPACT MODELS BY EPA 
Mn.EAGE R.~ TING 

Minicompacts: 
Honda Civic 
Renault LeCu 
Plymoutll .~ow 
Dodge Celeste 
Honda Prelude 
Ford Pinto 
Lincoln Merc-.u: Bobcat 
Porsee 928 
Avanti 

1980 EPA 
Estimated MPG 

30.9 
30.0 
25.75 
25.75 
24.0 
23.0 
23.0 
1.5 • 0 
13.0 

Production 
SoW'ce 

Domestic (0) 
vs. 

Foreign (F) 

F 
F 
F 2:,./ 
F 2:,./ 
F 
D 
D 
F 
F 

!! Produced in Japan. Dodge Celeste is not available in U.S. 
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.LAQ.L...o:. .-'i.-o. rt..,\.Nl'i.. UK.wr.:,K Ul' 1980 SUBCOMPACT MODELS BY EPA 
Mn.,EAGE RA TL'\lO 

S ubcotc pacts: 

1980 EPA 
Estimated ~PG 

Dodge Colt 33.8 
Plymouth Champ 33.8 
Toyota Corona Tercel 31.0 
"v-W Rabbit 30.2 
Datsun 210 30.1 
Datsun 310 30.0 
Datsun 510 29.2. 
Muda OLe 28. 7 
Subaru 27.0 
Toyota Corolla. 27 . 0 
VW Dasher 27.0 
Datsun 200SX 26.5 
Ford Fiesta 26.0 
BMW 320I 26.0 
Chevy Chevet:e 25.5 
Dodg'! De Tomaso 24.0 
Plymout!l Tu.ris:;::::o 24. 0 
Hondo Accord 24.0 
VW SCll-OCCO 24 .. 0 
MUM 62.6 24.0 
VW Jetta 23.5 
Dodge Om:c.i 23 • 0 
Plymouth Horizoll 23.0 
Subaru 4: WD 23 • 0 
Fiat Brava 22.5 
Dodge Challenger 21 • .5 
Plymouth Sapporo 21 . .5 
Toyota Celica 21.3 
Toyota Corona 21.3 
Datsun 810 21. Z 
Toyota Cl'essida 21.0 
Audi 4000 21. 0 
POll tiac Sunbird 20. 3 
Ford Mustang 20.1 
Lincoln Me:rcUl'Y Capri 20.1 
Chevy Mon:a 20.0 
Olds Starfh·e 20.0 
Toyota Celica Supra 20.0 
Datsun 280Z 2+2 20.0 
AMC Spil"it 19.5 
BMW 3281 18.0 
Buick. Skylark 17.0 
Alia 6 17.0 
Pontiac Firebird 16.7 
Chevy Camara 16.6 
Mercedes 450SLC 16.0 
BMW 633CSI 16.0 
Aston ~arti""l Vantage/Vola.""lte 10.0 
Aston Martin Saloon 9.0 

Production 
Source 

Domestic: !D) 
vs. 

Foreign 

F al 
F !I 
F 
F 
F 
F 
F 
F 
F 
F 
F 
F 
F bl 
F 
D 
n 
D 
F 
F 
F 
F 
D 
D -r 
F 
F a/ 
F !I 
F 
F 
F 
F 
F 
D 
D 
D 
D 
D 
F 
F 
D 
F 
D 
F 
D 
D 
F 
F 
F 
F 



TABU A-i T?ENDS IN FUEL ECONOMY AND REl.ATED y[EAS"WRES OF 
EFFI CIE:--r C Y 

EPA Volume Cubic Foot Cubic Feet 
Rating (Cubic Weight Miles per per 1,000 

(in :tl'pgs) Fe-et) (Founds) Gallon ~./ Pounds £1 

Domestic F1e'!t 
1977 17.2 116.5 4,218 2,004 27.6 
1978 18.7 117.3 3,848 2,193 30.5 
1979 19.2 116.1 3,703 2,223 31.4 

Eu:ropea:n Flee" 
1977 23.1 01.7 2,715 2,303 33.8 
1978 2.5. 1 39.7 2,658 2,2S4 33.8 
1979 25.5 89.1 2.,759 2,265 ~i .. 

.j ... ~ 

Japa:nese FIe'!': 
1977 29.3 99.1 2,483 - 2,907 40.0 
1978 28.2 92.2 2,482 2,596 37.2. 
1979 26.8 96.8 2,487 2.,Saa 38.9 

Total FIe'!. 
1977 18.3 113.5 3,943 2,078 28.8 
1978 11.6 113.6 3,649 2.,223 31.2 
1979 2.0.1 112.6 3,508 2,2.64 32.1 

SOURCE: Light Duty Autot:Qotive Fuel Economv ... Trends Tr...rou"h 1979, 
SAE Technical Paper Series, p. 14. 

!./ Measure of "t:ansport efficiency." 

El Measu:re of "specific volume. N 
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"!'ABL.E: ";,-3. US7 PRICES OF DOMESTICA.LL Y PRODUCED COM?AC:­
CARS AND IMPORTED CARS: IN CURRENT DOLLARS 

Ratios of 
A verage List A verage List Domestic 

Price for Domestic Price for to Imported 
Compact Cars Imported Cars Prices 

1919 
. January 5,636.9 1,112.4 .7925 

February 5,610.1 6,850.4 .8189 
Marc1:l 5,576.0 6,719.6 .8298 
April 5,584.6 6,766.5 .82.53 
May 5,632.8 6,728.7 .8371 
Ju.."le 5,728.4 6,801.0 . 8423 
July 5,726.4 6,791.4 .8424 
August 5,749.5 6,911.8 .8318 
Septembe: 5,812.1 6,978.1 .8329 
October 6,003.7 6,881. a .8125 
November 6,120.9 6,74Z".9 .9018 
December 6,059.4 6,169~9 .8951 

1980 
January 6,202.1 7,178.i .8640 
February 6,164.0 7,233.8 .8521 
Marc1:l 6,162.4 7,116.8 .8659 
April 6,332.1 7,143.6 .8864 

SOURCE: Unpublished data from U.S. Department of Commerce, B\ll"eau of 
Economic Analysis. 
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