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THE PROBLEMS OF THE U.S. AUTOMOBILE
INDUSTRY

WEDNESDAY, JANUARY 14, 1981

U.S. SENATE,
COMMITTEE ON FINANCE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
Washington, D.C.

The subcommittee met, pursuant to call, at 9:86 a.m., in room
2221, Dirksen Senate Office Building, Hon. John C. Danforth
(chairman of the subcommittee) Bx(',esiding.

Present: Senators Danforth, Dole, Chafee, Wallop, and Matsu-

n al .
he press release announcing this hearing follows:]

[Press Release No. H-08)

FINANCE SUBCOMMITTEE ON INTERNATIONAL TRADE SETs HEARING

Senator John C. Danforth (R., Mo.), who will be Chairman of the Subcommittee
on International Trade of the Committee on Finance, announced today that the

" Subcommittee will hold hearings on January 14 and 13, 1981 on issues relating to

the domestic automobile indust?'.

B 'Ii‘{':lei hearings will begin at 9:30 A.M., in Room 2221 of the Dirksen Senate Office
uilding.

Sales of domestically produced cars in early December indicate that the auto-
mobile industry has shown no real sign of improvement. In the first 10 days of
December sales were 7.6 percent below those of a year earlier. The daily sellinﬁate
during this period was among the lowest since 1970. The Department of Labor
estimates that approximately 175,000 auto workers are presently unemployed. Since
the industry is unable to maintain profitable operating levels at the present sales
rates, it is clear that unless there i1s a significant improvement in the industry's
performance it will undergo fundamental changes including the potential failure of
one or more of the producers.

The domestic industry recently was denied eligibility for import relief under the
‘“‘egcape clause” provisions of the Trade Act of 1974. Two joint resolutions providing
independent authorization for the President to negotiate marketing agreements
with fo:ielgn producers were introduced during the 96th Congress but neither
became law.

Senator Danforth stated that it is his intention that the Subcommittee's hearings
cover “all aspects of the groblems facing the nation’s automobile industry.” Senator
Danforth also stated that it is his desire to “move as rapidly as poesible to fashion
practical devices to assure the health of the American automobile indust?r.”

Witnesses testifying at the hearings or submitting testimony should direct their
testimony to all the factors affecting the performance of the auto industry, the
causes of its present problems and possible solutions to these problems including,
but not limited to the following: ,

(1) Taxation and regulato chan‘ges (2) Structural and technological changes, (3)
The question of import relief, and ( Mechanisms for assisting workers, dealers, and
related industries including parts suppliers.

Requests to testify.~The Committee requested that persons desiring to testify
during this hearing make their r?uests to testify in writing to Robert Liﬁathimr,
Committee on Finance, Room 2227, Dirksen Senate Office Building, Washington,
D.C. 20510, not later than Thursday, January 8, 1981. Persons so requesting will be
notified as soon as possible after this date whether they will be scheduled to appear.

1
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If for some reason a witness is unable to apgoar at the time scheduled, he may file a -
written statement for the record in lieu of the personal appearance.

Consolidated testimony.—The Committee urges all witnesses who have a common
position or with the same general interest to consolidate their testimony and desig-
nate a single spokesman to present their common viewpoint orally to the Subcom-
mittee. This procedure will enable the Subcommittee to receive a wider expression
of views than it might otherwise obtain. The Committee urges very strongly that all
witnesses exert a maximum effort to consolidate and coordinate their stutements.

Legislative Reorganization Act.—The Committee observed that the Legislative
Reorganization Act of 1946, as amended, and the rules of the Committes require
witneeses appearing before the Committees of Congress to flle in advance written
statements of their proposed testimony and to limit oral presentations to brief
summaries of their arguments.

The Committee stated that in light of this statute and the rules, and in view of
the large number of persons who desire to appear before the Subcommittee in the
limited time available for the hearing, all witnesses who are scheduled to testify
must comply with the following rules: -

(1) All witnesses must include with their written statements a one-page summary
of the rln:’igal points included in the statement.

2 ’I&e tten statements must be typed on letter-size (not legal size) paper and
at least 100 copies must be delivered to m 2227, Dirksen Senate Office Building,
not later than noon of the last business day before the witness is scheduled to

appear. ,
p&? Witnesses are not to read their written statements to the Subcommittee, but
a{:wto cox:flne their oral presentations to a summary of the points included in the
statement.
(4) Not more than 5 minutes will be allowed for the oral summary.
Witnesses who fail to comply with these rules will forfeit their privileie to testify.
Written statements.—Persons requesting to testify who are not scheduled to make
an oral presentation, and others who desire to present their views to the Subcom-
mittee, are urged to prepare a written statement for submission and inclusion in the
" printed record of the hearing. Statements submitted for inclusion in the record
should be typewritten, not more than 26 double-spaced pages in length and mailed
with five (59'33 ies to Robert Lighthizer, Committee on Finance, Room 2227, Dirksen
?3318“ Office Building, Washington, D.C. 20610, not later than Monday, January 12,

Se&ator DANFORTH. Senator Dole, do you have an opening state-
men

Senator DoLk. I have a statement that I will put in the record,
Mr. Chairman.

I want to commend you for your action concerning this very
important problem. I am not certain any of us have a fool-proof
solution to the problem. There are a number of areas you have
chosen to look at, any one of which might help this very important
industry in America. .

I would ask that my statement be made a part of the record.

[Opening statement of Senator Dole follows:] ,

StATEMENT OF SENATOR ROBERT J. DoLe

At these hearings the subcommittee will receive testimony on issues the magni-
tude of which are difficult to exaggerate. The automobile industry constitutes the
very backbone of the economic strength of this country. Twenty percent of total
employment in this country, or about 20 million jobs, are directly or indirectly
dependent on or related to the automobile industry. The recent troubles of the
industry have caused severe dislocations to ripgle throughout the economy: As
many as 700,000 workers in the automobile and related supplier industries and
dealerships have been temporarily or indefinitely laid-off. These layoffe have
strained unemployment insurance arstems and caused the trade adjustment assist-
ance program to escalate into a multi-billion-dollar-program. Our producing compa-
nies have suffered losses of staggering glro rtions.

These losses have made even more cult the problem of converting the indus-
try's capacity to the &roduction of small cars. This conversion may require as much
as $80 billion over the next five years. If accomplished, it would be the largest
private investment program in history. As things presently stand, however, the real -
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possibility exists that some members of the domestic industry will not be able to
raise t?w necessary capital and may be forced to curtail some or all of their
operations.

It is clear to every member of this committee, and I am certain to the members of
the new Administration as well, that this oountr{ will not and cannot accept the
destruction of this industry. Short of total dissolution of the industry, however,
there is considerable controversy on how the needs of both the country and the
industry can be met. Some commentators urge that the free market be allowed to
work its will. Others argue that the free market approach is not practical in this

rticular industry. There is no free market and the consequences of the failure of

he industry would be too severe to accept. .

The controversy is further heightened by the industry itself which, because of
various differences among its members, does not have a unified approach. One
member of the industry sought relief from imports under the escape clause proce-
dures, while another member testified during the same investigation that imports
were not the most important cause of the industry’s problems.

Preliminary examination of a number of both tax and regulatory relief proposals
indicate possible significant drawbacks with each. They may be enormously expen-
sive and the impact of the proposals varies greagg' among the companies. In addi-
tion, the federal govemment has already Tut the Chrysler Corporation into a unique
position within the industry by guaranteeing loans made to it.

These and other factors demonstrate the absolute necessity of the most careful
consideration of all the proposals which are made to aid the auto industry. As I said
on several occasions during and after the consideration of 8.J. 198, the auto resolu-
tion, I am very concerned that the issues surrounding that resolution had not been
fully and carefully examined. Both this committee and the new Administration will
now have the opportunity to study all these issues, and I am hopeful that between
the Congress, the executive, the industry and its employees, we can reach a general
understanding of what is needed and eement on how to get there, We have a
mosat disti hed group of witnesses with us today to address these issues, and I
look forward to their testimony.

-Mr. Chairman, if I may add a personal note, I want to extend my congratulations
to you. Not only is this the first hearing which you have chaired as a United States
Senator, you have the distinction of being only the second Chairman of the Subcom-
mittee on Trade and needless to say the first Republican Senator to serve in this
distinguished capacity. The Finance Committee did not create the Subcommittee on
Trade until the 98d Congress and in the eight years since then it has become the
largest Subcommittee, demonetrating the vital importance of trade to our nation’s
economic health. I'm certain you will perpetuate and enhance the regutation which
the Subcommittee had deservedly earned for its skillful handling of t

Senator DANFORTH. Senator Chafee.

Senator CHAFEE. Thank you, Mr. Chairman. :

First, I want to join with Senator Dole and say how delighted I
am that you are holding these hearings because I think they are
tremendously important. It is well that we consider all aspects of
this issue, not solely the overseas competition aspect.

I have a statement which I have put out at the table, but there is
just one part that I would like to call to your attention and to the
witnesses, too. Mr. Chairman, I have learned that the average
hourly wa%e of major assemblers in the U.S. auto industry is $9.25,
which is 60 percent higher than the $5.80 average wage of a
production worker in my State, the State of Rhode Island.

Thus, Mr. Chairman, it seems to me that we have to bear in
mind that any restrictive practices that are undertaken, aside from
the trade consequences, should be considered in light of who is
bearing the burden. If you have wage earners in Detroit who are
substantially higher than the production wage of a worker, for
example, in my State, it is difficult to proceed with the theory that
the price of an automobile should be increased artificially through
import restrictions, and that the extra burden be borne by a
worker in Rhode Island—a worker who is earning less than those
whom we are trying to help.

e trade issues.
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I recognize that there are many factors to be considered, but
certainly the wage factor is one that I will be questioning the
witnesses on as we get into this, Mr. Chairman.

[The opening statement and information was furnished by Sena-
tor Chafee:] ’

PREPARED STATEMENT BY SENATOR JOHN H. CHAvEE

Today’s hearing on issues relating to the domestic automobile industry represent
:ais t%mmlttee’s and this Congress' commitment to assist an ailing major sector of

e U.S. economy.

Hard times have come to the U.8. automotive lndustlz. Laf'offs are up, production
and sales are down, and imports are continuing to hold their own or increase. The
question of how to respond to this crisis in American industry grows daily more
critical and passionate to the country and the world,

There is a growing clamor from business and labor for protection from competi-
tion, painful adjustments and distasteful worki{}gn of the market.

Recently, we have seen efforts made by the U.8. industry to encourage restriction
of imports. Similar efforts have already begun this year.

Several important arguments have been raised against auto import restrictions
and thus far; the U.S. Senate has successfully and correctly fought off politica
pressures of protectionism. '

Beyond the objections that such action would repudiate the Trade Act of 1974 and
twenty years of U.S, trade policy, two facts bear repeatins:

First, import protection for the auto industry would add billions of dollars to the
cost of all cars, cause a net decrease in demand for cars jeo&?rdize thousands of
auto dealers, and have a massive, inflationary impact. The Congressional Budget
Office calculates a 20 percent drop in imports would cost consumers over $4 billion,
while bringinf only 9 percent of the laid-off workers back to the production lines.
Even adding indirect employment gains, this means a cost to the U.S, consumer of
up to $245,000' per job. The small gains in auto employment would be more than
offset by emgloyment losses elsewhere in the econom‘. ‘

nd, aside from the presumption to tell people how much of what they will be
permitteé to buy, the numbers tell a different story. Imported car sales (Canadian
products excluded) were about 2.5 million units in 1980, compared with two million
units in 1978. During the same period, domestic car sales have plummeted from 9.3
million cars to 6.5 million. Therefore, even if there had been no increase in import
sales, U.8. auto makers would still be in terrible shape.

It {8 a fact that total sales of automobiles manufactured in the United States have
declined in 1979.

It is also a fact that unemployment among automobile workers has increased.
Data published by Ward’s Automotive Reports on May 19, 1980, show that about
220,000 workers were unemployed, compared to 200,000 in February of the same
year.

However, it is not a fact that the sales slump and unemfloyment are caused by
sales in the United States of foreign-manufactured automobiles, As acknowledgled by
UAW President Fraser in testimony on March 7, 1980, before the Ways and Means
Committee, the reason for the slump in sales of U.S.-made cars is simply that
beginn in February 1979, consumer preference switched rapidly to small cars—a
market that Detroit was not pregar to su| f)ly. Fortunately for the American
consumer, importers—especially those of small, fuel-efficient Japanese vehicles—
had an oversupply at the time and proceeded to accommodate that segment of the
market (which they themselves had created over the past 15 years). Detroit began to
adjust its production and has increased its small car sales.

e market share of small cars—both U.S.-made and imported—went from 46 to
64 percent between 1977 and 1979.
uring the period from 1977 to 1979, sales of larger cars dropped from 66.0
Percent of the market to 46.9 percent of the market. Thus, it is not competition from
mports in the small-car segment of the market, but the drop in sales of large cars
that accounts for Detroit's sales slump and unemployment.

Commerce Secretary Philip Klutznick described the problem candidly in a May
19, 1980, speech before the National Press Club. He said: '

‘I say now I don’t blame our friends the Japanese for having delivered nearly two
million automobiles to American consumers last year. Rather, I blame ourselves
and my friends in the manufacturing of automobiles for making a human error and
missing the market, and as a result paying the griee which those who miss the
market pay in a free economy. No American should be asked to buy American in
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orderttg support that which he doesn’t need at a price or a quality which he doesn’t
accept. x

The present U.S. auto market is not a struggle between domestic and imported
automobiles. It is, rather, a struggle between large cars and small cars—between
modern cars and old-fashioned -cars. This is reflected in statistics compiled by the
Department of Labor and released February 15, 1980, which indicated that, out of

000 Ford and GM auto workers unemployed on that date, some 191,477 had been
laid off because of decreased demand for large and mid-sized cars—rather than the
increase in imported vehicle sales.

hat are some other causes of Detroit's problems?

Let's begin with a look at wage costs.

In 1978, according to the Bureau of Labor Statistics of the United States Depart-
ment of Labor, the average Japanese auto worker earned $6.68 per hour. Contrary
to popular belief, this is higher than the $6.17 per hour earned by the average
production worker in American manufacturing industries.

However, total comﬁomation of the average U.8. auto worker in 1978 was
$12.66—nearly twice that of the average Japanese auto worker, and more than-
twice that the average American manufacturing worker.

Viewed in an international context, Japanese auto workers’ wages have been
consistent with such workers’ pay in other countries. In 1978, their level was equal
to Italy’s and higher than the United Kingdom'’s.

In 1980, the average hourly wage of m%or assemblers in the U.S. auto industry
gﬁg 0(?9'128?’ 63 percent higher than the $5.78 average wage of a production worker in

e Island.

Detroit's extraordinarily high auto workers’ wage levels are in gart responsible
for ita current problems. Robert J. Abernathy of the Harvard Business School
testifled last Agril before the Senate Banking Committee that the “Japanese pro-
ducer has, roughly, a $600 to $600 cost advantage over domestic producers.”

The United Auto Workers (UAW), he said, has “positioned the industry cost-wise
to that $500 to $600 per car level that I talk about. That is most of the difference—
g;:t dl)fference between the UAW wage and the average wage” (in the United

e8),

Economist Robert J. Samuelson elaborated on this point in a November 15, 1980,
National Journal article, where he wrote:

“The lndustr{ is being strangled by its own wage-price spiral. In the fall of 1979,
the UAW and the major auto makers negotiated a contract that has resulted in an
increase in labor costs (including fringe benefits) of about 20 percent this year to $18
an hour. All forecasts of improved employment and proﬁtabillt{ in the auto indus-
try depend on a pickup in car sales. Yet, the combination of high interest rates and
high prices could frustrate the forecasts . . .” .

hen we are asked to restrict Japanese imports, we are in fact asking a Rhode
Island worker to pay hundreds of dollars extra for an efficient car in order to
1:‘:'ote“gt.ﬁl tihle tjob of an auto worker, whose sglary is over twice as high. That's asking
an a ot. .

The large drain on Detroit’s capital represented by wages is, moreover, a major
cause of the industry’s capital formation problems.

This leads to a second major cause of the U.S. industry’s current problems.

A great deal of discussion in the 96th Congress centered around ways to increase
business productivity. The Capital Cost Recovery Act, commonly known as the “10-
6-3" proposal, is the type of tax incentive that would greatly help the automobile
makers retool faster and more economically, and to increase productivity. )
bl all':' ;Iapan demonstrates the importance of new, modern equipment and assem-

y niques. ‘

Japan's auto industry is far less labor-intensive than that of the United States.
Ja&an's industry produces, on the average, 46 cars per worker per year, with some

plan froduclng as many as 67 cars per worker per year. This compares with
productivity fer worker per year of only 25 in Detroit. In Europe, the productivity is
even lower; in

West German(r, for example, it stands at 11 cars per year ]
Washington Post, May 11, 1980),

It is for reasons such as these that American manufacturers have invested heav-
il{ in Japan, Ford owns 28 percent of Toyo Kogo General Motors owns 84 percent
of Isuzu, and Chrysler owns 15 percent of Mitsu ishi."

In addition to more rapid depreciation laws, other changes in our tax treatment of
the US. auto industry should be considered by the Finance Committee. As an
example I would be interested in studying the feasibility of granting the U.S, auto
makers a tax holiday for regatriated profits from foreign investments. This would
encourage the Big Three to bring back profits from foreign-based subsidiaries to be
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reinvested in the rebuilding of U.S. auto plants. I hope the Committee will hear
other such tax proposals during the course of these hearings.

Other factors contributing to the U.8. auto industry’s woes are a recession which
has cut back on sales of all vehicles; uncertainty about the price and availability of
fuel, and finally, of t importance, higher interest rates and tight consumer
credit. Interest rates goverlnx tween 15 percent and 20 percent have discouraged
consumers from buying any major purchase with credit. Moreover, credit availabil-
ity is tight or non-existent in the 15 states which continue to have usury laws
establishing interest eeill&u.

As Chairman of the Consumer Affairs Subcommittee of the Senate Banking
Committee, I plan to schedule hearings on this subject. Co must deal with the

roblems caused by the lack of and limits to consumer credit, if the U.S. automobile

dustry is expected to regain a strong competitive position. In this regard, I will be
looking to the auto makers, as well as financial institutions, for suggestions, includ-
ing temporary override of usury laws, and extending from three years to five years
the credit plans offered by the auto makers' financing corporations.

The U.S. auto industry is surely in trouble, and with so many suppliers and
automotlve-derfendent companies affected, ways ob‘ifht to be found to ease this
transition period. Treasury Secretary G. William Miller has said the only way to -
solve the domestic auto tnduntrx;n lprobleuu is to speed up the industry’'s transition
toward producing more small, fuel-efficient cars. “False ers”’, he stated, “and
restraints would only end u%acolting society more in the long run.”

The Senate Finance and Banking Committees have the opportunity to assist this
transition in a positive, constructive manner, as well as the m%ons ility to reject
unjustified protectionist pressures, harmful to consumers, the public, and other
trading U.8. industriee.
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ESTIMATED HOURLY COMPENSATION OF PRODUCTION WORKERS IN THE MOTOR VEHICLES AND
EQUIPMENT INDUSTRIES, 164 COUNTRIES, MID-YEAR 1979
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COUNTRY NATIONAL  NATIONAL I SATION  NATIONAL  U.S.  INDEX
CURRENCY  CURRENCY  NATIONAL T0 CURRENCY DOLLARS U.S.=100
UNIT UNITS PER  CURRENCY HOURLY ;

. U.S. DOLLAR , EARNINGS )
UNITED STATES DOLLAR - 9.11 « 50.6 13.72  13.72 100
CANADA BOLLAR 1471 3.50 303 - 11.08 .46 69

* BRAZIL(2) CRUZEIRO (3)25.38 . 52.43  (6)25.0 - 65.54¢ 2.53 13
 MEXICO PESO 22.82  (5)58.33 51.7 29.25 3.91 28
JAPAN YEH 218.2 - 1,300 (61149 1,494 6.25 58
KOREA(7) WON 4.0 649 15-20 (83763 1.58 12
BELGIUM FRAHC 29.33 226.2 69.3 383.0  13.06 s
FRANCE FRANC €.255 . 21.01 81.7 38.18 8.97 65
GERMANY MARK 1.833 16.56¢ 771 25.75  16.05 102
TALY LIRA 830.9 3,180 . 106.4 6,564 7.90 58
ETHERLANDS GUILDER .  2.086 12.92  (9)85.6 235,95  11.964 37
-SPAINC10) PESETA 67.13 355 © €4)40.8 496 7.39 -
SWEDEN KRONA §.288 36.65 60.6¢ 49.16 11.66 ‘34
UNITED KINGDOM PENCE 47.12 223.1 313 . 299.5 6.36 79
[ J
{13 ANNUAL AVERAGE EXCHANGE RATE EXCEPT FOR BRAZIL.

ESTIMATED ON THE BASIS OF 1974 HOURLY EARNINGS——DERIVED FROM ANMNUAL EARNINGS BY

g?gggi?(’?’%ﬂS& HOURS CF WORK PER YEAR--AND THE AVERAGE EARNINGS TREND IN ALL INDUSTRY

MID-YEAR EXCHANGE RATE. {§) ALL MANUFACTURING.

ESTIMATED ON THE BASIS OF 1977 MOTOR VEHICLE EARNINGS AND THE HOURLY EARNINGS TREND
IN ALL MANUFACTURING SINCE 1977.

TRANSPORTATION EQUIPMENT INDUSTRIES. ALL EMPLOYEES.

EARNINGS IN MOTOR VEHICLE INDUSTRIES ESTIMATED ON THE BASIS OF 'AVERAGE HOURLY EARNINGS
FOR ALL EMPLOYEES IN TRANSPORTATION EQUIPMENT INDUSTRIES ADJUSTED FOR THE RELATIVE
LEVEL OF PRODUCTION WORKER MOTOR VEHICLE EARNINGS TO ALL EMPLOYEE TRANSPORTATION
EQUIPMENT EARNINGS IN 1976.

MID-POINT QF ESTIMATED AVERAGE COMPENSATION RANGE. €(9) ALL EMPLOYEES.
TRANSPORTATION EQUIPMENT. EARNINGS ARE ESTIMATED ON THE BASIS OF 1978 TRANSPORTATION
gggégﬂ?gsmnxuss AND THE MOURLY EARNINGS TREND IN THE TOTAL PRIVATE NONFARM ECONOMY

CONCEPTS AND METHODS, SEE ATTACHED GEMERAL NOTE.

PREPARED BY: U.S. DEPARTMENT OF LABOR, BBREM! OF LABOR STATISTICS, OFFICE OF PRODUCTIVITY

TECHNOLOGY, FEBURARY 1938.
L)



ESTIMATED HOURLY COMPENSATION OF PRODUCTION WORKERS IN THE MOTOR VEHICLES AND
EQUIPMENT INDUSTRIES, 14 COUNTRIES, 1978

(PRELIMINARY ESTIMATES)

EXCHANGE RATE AVERAGE RATIO OF HOURLY COMPENSATION

HOURLY  * ADDITIONAL

EARNINGS COMPEN-

COUNTRY NATIOHNAL NATIONAL IN SATION NATIONAL .S, INDEX
CURRENCY CURRENCY  NATIONAL 70 CURRENCY DOLLARS U.S.=160
© UNIT UNITS PER CURRENCY HOURLY e

U.S. DOLLAR EARNINGS
UNITED STATES DOLLAR =---- 8.51 48.8 12.66 12.66 100
CANADA DOLLAR - 1,149 8.06 306.0 - 10.48 9.19 73
BRAZIL(1) CRUZEIRO 18.07 33.91 (2)25.0 42.39 2.35 19
MEXICO PESO 22.77 - (3)50.34 . 51.7 ° 77.12 3.39 27
JAPAN YEN . 208.4 1,211 - (4)14.9 . 1,391 6.68 53
KOREA(S5) WON 484.0 560 15-20 (6)658 1.32 10
BELGIUM FRANC 31.46 212.8 69.2 360.1 11.65 90
FRANCE FRANC 4.501 18.75 79.64 33.64% 7.47 59
GERNANY MARK . 2.005 . 13.62 73.3 23.60 11.727 93
ITALY LIRA 348.8 2,745 106.5 5,668 6.68 33
NETHERLANDS GUILDER 2.161 12.32 (7)80.6 22.25 10.30 81
SPAINCE) PESETA 76.49 : 276 (2)40.0 385 5.03 -
SWEDEN KROHA 4.517 28.36 56.1 44.27 9.80 77

UNITED KINGDOM PENCE 52.13 196.8 29.8 252.9 4.85 38

(1)
3)
(4>
(53

(6)
(&P

FOR

ESTIMATED ON THE BASIS OF 1974 HOURLY EARNINGS--DERIVED FROM ANNUAL EARNINGS BY
ASSUMING 2068 HOURS OF WORK PER YEAR--AND THE AVERAGE EARNINGS TREND IN ALL INDUSTRY
SINCE 19764. (2) ALL MARUFACTURING.

ESTIMATED ON THE BASIS OF 1977 MOTOR VEHICLE EARNINGS AND THE HOURLY EARNINGS

TREND IN ALL MANUFACTURING SINCE 1977.

TRANSPORTATION EQUIPMENT INDUSTRIES. ALL EMPLOYEES.

EARNINGS IN MOTOR VEHICLE IMDUSTRIES ESTIMATED ON THE BASIS OF AVERAGE HOURLY EARNINGS
FOR _ALL EMPLOYEES IN TRANSPORTATIGK EQUIPMENT INDUSTRIES ADJUSTED FOR THE RELATIVE
LEVEL OF PRODUCTION WORKER ‘MOTOR VEHICLE EARNINGS TO ALL EMPLOYEE TRANSPORTATION
EQUIPMENT EARNINGS IN 1976.

MID-POINT OF ESTIMATELC AVERAGE COMPENSATION RANGE.

AlLL EMPLOYEES. (8) TRANSPORTATION EQUIPMENT.

CONCEPTS AND METHODS, SEE ATTACHED GENERAL NOTE.

PREPARED BY: U.S. DEPARTMENT OF LABOR, BUREAU OF LABOR STATISTICS., OFFICE OF PRODUCTIVITY

AND

TECHNOLOGY, FEBRUARY 1930.

L)



ESTIMATED HOURLY COMPENSATION OF PRODUCTION WORKERS IN THE MOTOR VEHICLES AND
EQUIPMENT INDUSTRIES, 14 COUNTRIES, 1977 .

UNITED KINGDOM PENCE . 57.31 173.6 29.1 224.1 -

EXCHANGE RATE AVERAGE RATIO OF HOQURLY COMPENSATIGN
HOURLY ADDITIONAL
) - EARNINGS COMPEN-
COUNTRY NATIONAL NATIONAL IN SATION NATIONAL U.S. - INDEX -
- CURRENCY CURRENCY  NATIONAL T0 CURRENCY DOLLARS U.S.=100
UNIT UNITS PER  CURRENCY HOURLY =
U.S. DOLLAR _EARNINGS : '
UNITED STATES DOLLAR ===-- 7.86 47.7 11.61% 11.61 100
CANADA DOLLAR 1.063 - 7.51 29.3 9.71 9.13 79
BRAZIL(1) ° CRUZEIRD 14. 16 23.27 (2)25.0 T 29.08 2.06 18
MEXICO PESQ - 22.57 44.12 49.5 65.96 2.92 25
JAPAN . - YEN 267.8 1,123 (3)14.9 1,290 4.82 42
KOREA(4) WON ) 484.0 417 15-20 (53490 1.01 9
BELGIUM ' FRANC 35.83, 202.0 68.6 340.6 9.51 32
FRANCE. FRANC 4.915 16.39 78.2 30.10 6.12 53
GERMANY MARK 2.321 13.01 72.5 22.44% 9.67 83
- ITALY LIRA 382.8 2,332 107.2 4,336 5.59 48
NETHERLARDS GUILDER 2.456 11.44 (6)79.8 20.57 3.38 72
SPAINC7) PESETA 75.26 229 (2345.0 331 4.40 -
SWEDEN - KRONA 4.468 25.98 54.9 40.24 g.g: 73

(@D

(2)
3)
4)

(

(6)
(7)
FOR

PREPARED BY: U.

ESTIMATED ON THE BASIS OF 1976 HOURLY EARNINGS--DERIVED FROM ANNUAL EARNINGS BY

g%sggIHg7§068 HOURS OF WORK PER YEAR--AND THE AVERAGE EARNINGS TREND IN ALL INDUSTRY
1 .

ALL MANUFACTURING.

TRANSPORTATION EQUIPMENT INDUSTRIES. ALL EMPLOYEES.

EARNINGS IN MOTOR VEHICLE INDUSTRIES ESTIMATED ON THE BASIS OF AVERAGE HOURLY EARNINGS
FOR ALL EMPLOYEES IN TRANSPORTATION EQUIPMENT INDUSTRIES ADJUSTED FOR THE RELATIVE

LEVEL OF PRODUCTION WORKER MOTOR VEHICLE EARNINGS TG ALL EMPLOYEE TRANSPORTATION
EQUIPMENT EARNINGS IN 1976.

53 MID-POINT OF ESTIMATED AVERAGE COMPENSATION RANGE.

ALL ENPLOYEES..
TRANSPORTATION EQUIPMENT.
CONCEPTS AND METHODS, SEE ATTACHED GENERAL NOTE..

~

. DEPARTMENT OF LABOR, BUREAU OF LABOR STATISTICS, OFFICE OF PRODUCTIYITY

]
AND TECHNOLOGY, FEBRUARY 1930.
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ESTIMATED HOURLY COMPENSATION OF PRODUCTION WORKERS IN THE MOTOR VEHICLES AND
EQUIPMENT INDUSTRIES, 13 COUNTRIES, 1976

EXCHANGE RATE AVERAGE RATIO OF HOURLY COMPENSATION
HOURLY - ADDITIONAL -
: EARNINGS _ COMPEN- :
COUNTRY NATIONAL NATIONAL IN SATION NATIONAL u.s. INDEX
CURRENCY CURRENCY  NATIONAL T0 CURRENCY DOLLARS U.S.=100
UNIT UNITS PER  CURRENCY HOURLY . .
U.S. DOLLAR EARNINGS —
UNITED STATES DOLLAR = -=--- .7 7.09 %6.3 10.37 10.37 100
CANADA DOLLAR .9861 . 6.76 28.4 8.65 . 8.77 85
_BRAZIL(1) CRUZEIRO  10.68 - 15.56 (2)25.0 19.45 1.82 18
MEXICO PESC 15.43 31.64 53.9 48.69 3.16 30
JAPAN YEN 296.4 1,043 €3)14.3, 1,192 4.02 39
KOREA(G) WON 486.0 262 15-20 (5)307 .63 3
BELGIUM FRANC 33.58 186.9 63.0 313.9 8.16 78
* FRANCE FRANC 4.775 16.82 76.0 26.08 5.46 53
GERMANY MARK T2.517 12.04 70.0 20.47 8.13 78
ITALY LIRA ~ 830.3 1,953 109.6 4,093 4.93 48
NETHERLANDS GUILDER: ~ _ 2.6642 * 10.48 (6)80.1 18.87 7.16 69
SWEDEN KRONA 4.356 24.79 %8.3 36.76 8.46 31
UNITED KINGDOM PENCE 55.61 163.0 27.6 207.7 3.75 36
(1) ESTIMATED ON THE BASIS OF 1976 HOURLY EARNINGS--DERIVED FROM ANNUAL EARNINGS BY

ASSUMING 2068 HOURS OF WORK PER YEAR--AND THE AVERAGE EARNINGS TREND IN ALL INDUSTRY

. (2)
3)
4)

SINCE 1974. '

ALL MANUFACTURING.

TRANSPORTATION EQUIPMENT INDUSTRIES. ALL EMPLOYEES.

EARNINGS IN MOTOR VEHICLE INDUSTRIES ESTIMATED ON THE BASIS OF AVERAGE HOURLY EARNINGS
FOR ALL EMPLOYEES IN TRANSPORTATION EQUIPMENT INDUSTRIES ADJUSTED FOR THE RELATIVE

. LEVEL OF PRODUCTION WORKER MOTOR VEHICLE EARNINGS TO ALL EMPLOYEE TRANSPGRTATION

(5)
6)

FOR

EQUIPMENT EARHINGS IN 1976.

MID-POINT OF ESTIMATED AVERAGE COMPENSATION RANGE.
ALL EMPLOYEES .

CONCEPTS AND METHODS, SEE ATTACHED GENERAL NOTE.

PREPARED BY: U.S. DEPARTMENT OF LABOR, BUREAU OF LABOR STATISTICS, OFFICE OF PRODUCTIVITY
AND TECHNOLOGY, FEBURARY 1980. :

|4 ¢



ESTIMATED HOURLY COMPENSATION OF PRODUCTION WORKERS IN THE MOTOR VEHICLES AND |
EQUIPMENT INDUSTRIES, 13 COUNTRIES, 1975

EXCHANGE RATE AVERAGE RATIO OF HOURLY COMPENSATION
HOURLY ADDITIONAL
. . EARNINGS COMPEN- ‘
COUNTRY NATIONAL NATIONAL IN SATION NATICNAL U.s. INDEX
. . CURRENCY CURRENCY  NATIONAL T0 CURRENCY DOLLARS U.S.=100
UNIT UNITS PER CURRENCY HOURLY - . )
U.S. DOLLAR EARNINGS : —-
UNITED STATES DOLLAR ==--- 6.46 49.0 - 9.60 9.60 100
CANADA DOLLAR 1.017 5.95 28.3 7.63 7.50 78
" BRAZIL(1): CRUZEIRO 8.129 - 10.36 (2325.0 12.95 1.59 17
MEXICO PESC 12.50 - 24.99 47.4 36.34 2.95 31
JAPAN . YER - 296.7 932 (3)13.3 :» 1,056 3.56 37
KOREA(4) ° WON 484.0 207 15-20 (55244 .50 5
BELGIUM FRANC 36.69 166.3 67.2 278.0 7.58 79
FRANCE FRANC $.232 12.85 76.1 22.37 5.22 54
GERMANY MARK 2.455 11.35 66.4 18.89° 7.69 30
ITALY LIRA 652.4 1,573 111.8 3,332 5.11 53
NETHERLANDS GUILDER 2.523 9.59 (6)79.7 17.23 6.33 71
SWEDEN KRONA 4.142 21.14 45.8 30.82 7.44 78
UNITED KINGDOM PENCE 45.01 140.5 26.5 177.7 3.95 41
(1) ESTIMATED ON THE BASIS OF 1974 HOURLY EARNINGS--DERIVED FROM ANNUAL EARNINGS BY

(2)
3)
4)

(5)
+(6)

FOR

g%?gEING7%068 HOURS OF WORK PER YEAR--AND THE AVERAGE EARNINGS TREND IN ALL INDUSTRY
J 1976, .

ALL MANUFACTURING.

TRANSPORTATION EQUIPMENT INDUSTRIES. ALL EMPLOYEES.

EARNINGS IN MOTOR VEHICLE INDUSTRIES ESTIMATED ON THE BASIS OF AVERAGE HOURLY EARNINGS
FOR ALL EMPLOYEES IN TRANSPORTATION EQUIPMENT INDUSTRIES ADJUSTED FOR THE RELATIVE
LEVEL OF PRODUCTION WORKER MOTOR VEHICLE EARNINGS TO ALL EMPLOYEE TRANSPORTATION
EQUIPMENT EARNINGS IN 1975.

MID-POINT OF ESTIMATED AVERAGE COMPENSATION RANGE.

ALL EMPLOYEES.

CONCEPTS AND METHODS, SEE ATTACHED GEMERAL ﬁbTE.

PREPARED BY: U.S. DEFARTMENT OF LABOR, BUREAU OF LABOR STATISTICS, OFFICE OF PRODUCTIVITY

ARD

TECHNOLOGY, FEBRUARY i980.
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- Qpneral Note on Estimates of Héurly Compensation for Production Workars in Manufacturing Industries

Houfly compensation includes all direct payments made to the worker (pay for time worked, pay for vacations,
holidays and other leave, all bonuses, and the cost of payments in kind), before payroll deductions of any kind, plus
emplofer expenditures for legally-required insurance programs and contractual and private plans for the benefit of
employees. In addition, compensation includes other taxes on payrolls or employment, even if they are not for the
direct -benefit of employees, bacause such taxes are regarded as labor costs. However, hourly compensation does not
include all items of labor costs. The costs of recruitment and training, and plant facilities and services--such as

‘_Qfeieri;s; medical clinics, and employee parking-- are not covered because data are not available for all countries.
" dr consistency, compensation is estimated on an hours-worked basis for every country. >

. Hourly compensation provides a better basis for international comparisons of labor costs than the earnings

: atatistics which are regularly published by most countries. Average hourly earnings do not include all items of labor
compensation, nor do they include the same items of compensation in each- cduntry. Earnings generally include basic time
and piece rates plus overtime premiums, shift differentials, other bonuses and premiums paid reqularly each pay period,
and cost-of-living adjustments.  In some countries, earnings also include pay for time not worked (holiday, vacation,
and other leave pay), bonuses not paid regularly each pay period, private or contractual family allowances paid by the
employer, and the cost of payments in kind. Earnings are usually computed per hour worked if they exclude pay for time
not worked 3nd per hour paid if they include pay for time not worked. For 'somae countries, however, earnings include pay
for' time not worked and are computad per hour worked. For all countries. earnings refer to gross payments.made %o the
worker gﬁforc payroll deductions of any kind--e.g., for taxes, social security, insurance, savings plans, or union dues.

The avaé;ge hourly earnings figuées shoun in the tables have not baen adjusted for differences in earnings
definitions. However, the statistics for some countries have been adjusted, where possible, to account for major
di fferences in worker coverage; differences in industrial classification systems; and changes over ¢time in survey

coverage, sample benchmarks, or frequency of surveys. The estimates, therefora, may not coincide with data originally
published abroad. . : .

Total compensation is estimated by adjusting average hourly @arnings for items of direct bay not included in

“edrnings and for, employer expenditures for social security, contractual and private insurance programs, and other labor

<es. For the United States and other countries that measure earnings on an hours-paid basis, the figures are also
Jjusted in order to approximate compensation per hour worked. Adjustment factors are obtained primarily from periodic
labor cost surveys -and interpolated or projected to non-survey years on the basis of other available infarmation; or
they 3re obtained from censuses of manufactures or reports on social security and fringe benefits systems. Bacause

compensationgis partly estimated, the statistics should not be considered as precise measures of comparative
compansation costs. N . '

Hourly c®mpensation is coavertaed to U.S. dollars using tha average daily exchange rate for the reference period.

Changes in hourly compensation in U.S5. dollars from one period to another ara therefore affectaed by changaes in curraency
exchanga rates as well as by changas in compensation. '

Hourly Eompnnsation in U.S. dollars indicates comparative lavels of employar labor costs. Howavar, because
compansation includes more  than current labor income of workers and becausa prices of goods and services vary greatly
among countrias, it doas not indicate raelative iiving standards of workars.

U.S. Departmant of Labor, Bureau of Labor Statistics, Office of Productivity and Taechnology.

.
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JAPANESE AUTOMOBILE EXPORTS TO THE U.S.

1. Current Japanese automobile .exports to the U.S.
(shipment basis) have been in a downward trend in comparison
with the corresvonding months of last year. The October exports
are down by 0.9% from the corresponding month of last year.

\

PERCENTAGE CHANGE FROM THE CORRESPONDING MONTH OF 1979

1980 July 27.2% increase
August 9.9% increase
September 4,2% increase
October 0.9% decrease

2. The share of sales of Japanese automobiles in the U.S.

market has been steadily decreasing (passenger cars).

THE SHARE OF JAPANESE AUTO SALES IN THE U.S. MARKET

1930 July 23.8%
August 22.5%
September 20.8%

October 16.8%
* November 19.6%
* Although the share of sales of Japanese automobiles in November

rose due to the sharp decline of sales of U.S. automobiles, actual
sales of Japanese automobiles in November are down to 136 thousand,

the lowest monthly sales in 1980 (sales in July were 183 thousand).
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The auto decision

Thus far in 1980, one of every four
American new-car buyers is buying Japa-
nese. Statistically, Japan has captured a
significant share of the American market.
Does this mean that Japan Is guilty of
unfair marketing practices, of exploita-
tion? Are the sales of Japanese-made, fuel-
efficient cars a primary cause of the
American auto industry’s twin ills 6f high
unemployment and financial losses?

In Washington, the International Trade
Commission (ITC) has chosen to answer
these basic questions no. As harsh or
as it sounds, we si C's difficu]

<. Thé ITC'’s rejection of higher tariffs
or quotas represents an endorsement of
the important principles of free trade. Its
decision Is surely anti-inflationary, and a
victory for consumers, even though a
minority of them. ’

Sad to spy, the auto industry’s wounds
are as much self-inflicted as anything else.
The recent economic downturn and a shift
in consumer tastes to higher-quality,
smaller and fuel-efficient cars are the
overriding factors contributing to the
problems of the domestic auto industry.

Detroit, since the 1973-74 Arab oll embar. .
go and subsequent rising oil prices, has
misread the American market. Question-
able quality of American-made cars also
contributed to the Japanese jumping in

‘and filling a void left by the American

industry’s neglect.

The dust has not yet settled on this
issue of protectionism for the auto indus-
try. The United Auto Workers union and
the Ford Motor Co., which sought the re- i
Mef from the ITC, are pow turning their
attentlon to Congress.

We urge Congress to resist any turn '
to Erot%onum:: Eﬁaﬁi En the lame-
duck ¥oth Longress.

Any assistance for the auto industry
should be left to the incoming administra-
tion of Ronald Reagan and the new §7th
Congress. It shauld not be protectionist in
nature, but should address the long-term
problems of providing Incentives for in-
vestment and improving productivity. The
very least that the next Congress should
do. prior to taking up tax reforms, is au-
thorize Reagan to negotiate with Japan
for voluntary restraints on imports. Japan

“ has signaled a willingness to’consider such

voluntary actions.
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Free trade for autos

" The U.S. International Trade Commission
has rejected pleas for trade barriers on.imported
trucks and cars, ruling that the availability of
foreign vehicles is not primarily responsible for
the decline in the domestic auto industry.

:. The decision, a major victory for the support-
ers of competition and free trade, will benefit
consumers who are searching for the best buys
in terms of fuel efficiency, price, styling
quality workmanship. New models of American-

made cars are standing up well in eompa.rison to

lmpons. current sales indicate.
"Ford Motor Co., Chrysler and the United
Au(o Workers asked for the import restrictions,

claiming the record losses and high unemploy-

ment among American automakers were due

principally to a high level of imports. The com- -
." mission voted 3-2 against that plea, saying that

", the industry’s decline was due 10 the recession

and to the shift by consumers to smaller cars, *

General Motors opposed the trade barriers,
but it has urged the U.S. government “to take
the initiative in persuading the Japanese gov-
ernment, in its own self-interest, to voluntarily
adopt more prudent trade practices with the
United States.”

" The ITC vote split along party lines, with
two Republicans voting in favor of trade bar-
riers on imports and two Democrats voting
against. The swing vote was cast by an indepen-
dent, Michael Calhoun, who acknowledged the
U.S. auto industry is suffering serious injury but

. . said imports were not the biggest factor.

During extended testimony last month, for-
eign car makers and consumer group representa-

" - tives said that soaring gasoline prices, the stum-
:bling US.economy and U.S. auto company mis-

management were the cause of declining auto

- sales,

Although Japanese auto imports through" Oc.
tober accounted for 21 per cent of the U.S. suto '
market, up from 16.6 per cent for all of 1970 and :
more than double their 9.3 per cent share in -
1976, the imports' share of the U.S. market
dropped sharply last months. Higher prices for
the Japanese cars have had an effect, as have .
the introduction of more fuel efficient American -
cars and greater emphasis_ on quality manufae-
turing.

Since the Carter administration feels it can-
not negotiate with the Japanese without an ITC
finding of injury, the issue of trade barriers may
have to be raised with President Reagan and the
new Senate. It is difficult to see how Mr. Rea-
gan, an avid supporter of competition and dereg-
ulation, eould side with the Ford Motor Co. and
the UAW. . .

In their current promotions, American auto-
makers are stressing the improved fuel perform-.
ance of their cars and their competitive prices.
There are also some subtle appeals to “Buy
American,” a position which will be supported
more specifically by the UAW in a previously
announced $200,000 advertising campaign.

After the ITC ruling, Treasury Secretary G.
William Miller said the only way to solve the
domestic auto industry’s problems is to speed
up the industry’s transition toward producing
more small fuel-efficient cars. He added that it
wouldn’t help to create “false barriers and re-
straints that would only end up in the long run
costing society more."”

We have faith in the ability of the American‘
manufacturers to compete in the marketplace,
but it is obvious that a little restraint by Japa-

.nese exporters would help make the transition

period a little less traumatic.
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‘Industrial Stran gulation

A relatively obscure government agency lold Philip Caldwell
and Bill Cunningham to get lost the other day. Caldwell
is the $620,000-a-year chairman of the Ford Motor Co.,
and Cunningham is an unem, auto worker in 8 recent
advertisement by the United Auto Workers (UAW). Both
Ford and the UAW want car Imrwu restricied, but the
International Trade Commission (1TC) sald no. This was
a good decision, and, because Ford and the UAW may
now take their case to Congress, it’s important to understand
why. ' e
The way we discuss the auto industry’s problems is revealing
of the American tendency to part lize. We have
an “infNation problem” or an “suto problem* or a “forcign
policy problem,” but we rarely relatc them o each other.
Failing to make connections leads us fo constant error,

Auto import restrictions, aimed primarily at the Japanese,
would be such s mistake. They would drive up car prices.
They would hurt other indusiries, including some of our
critical high-technology industries, that compeje with the
Japancse. And they would further undermine America's lead-

make other indusiries pay for the sins of suto companies
and the UAW. Cars represent sbout a fourth of Japan's
exports 1o the United States. Limiting their sales (Ford
wanis five-year quotas set about a third below current sales
Jevels) would almast certainly cause the yen to depreciate.
That would make other Japanese products cheaper and put
other U.S. industries facing Japanese competition, both here
and abroad, at a serious disadvantage,

The yen depreciation would result from supply an&! demand. ‘

The Japanese auto companies ultimately sell the dolars they
carn in the United States for ‘xcu to pey their bills at
home. Ford thinks quotas would raife car import prices
by 8 to0 15 per cent but, éven with those higher prices,
fower sales would mean fewer dollars for the Japanese to
change into yen. Lower demand for on foreign exchange
markets would cause its value to fall. Ford concedes this
but ignores the consequences.

We cannot afford t0. The whole complexion of competition
between the United Siates and Japan is shifting from

ership abroad. We cannot ignore these side effects just b
they are indirect or inconvenient. Jmport restrictions “are
the opposite of what effective economic and foreign policy
ought to be. .

No one disputes the near-depression conditions of the auto
industry today. The number of suto workers on layoff remains
near 200, and, in the third quarter alone, Josses of
the three major automakers exceeded $1.6 billion. The UAW

would have you believe that imports caused ‘this catastrophe..

The JTC, after extensive hearings, simply couldn’t agree.

total between 2.4 million and 2.7 million units this year,
up from 2.0 million in 1978. Meanwhile, sales of U.S. cars
have tumbled from 9.3 million to about 6.5 million. Even
if imports hadn't increased by a single car, the U.S. industry
would be in deep trouble. : ' : :

Everyone appreciates that the dramatic shift to smaller,
fuelefficient cars has crippled the industry, but what no
one scems to 1alk gbout is that today's big US. cars. are
still vastly more fuelefficient than cars even two or three
years ago. What has further suffocated sales.of these cars
is high prices. Despite smaller size and less power, car
prices have risen 50 per cent since 1975. The average price
of a U.S. car today almast certainly exceeds $8,000.

The industry, is being strangled its own wage-price
spiral. In the fall of 1979, the UAW and the major auto-
makers negotisted a contract that has resulted in an increase
in labor costs (including fringe bEnefits) of about 20 per
cent this yesr 10 $18 an hour. All forecssts of improved
employment and profitability in the suto industry depend
on a pickup in car sales. Yet, the combination -of high
interest rates and high car prices could frustrate the forecasts.

The obsession with foreign cars has cbscured these bedrock
problems, and imposition of import restrictions would simply

‘S.m of imports (excluding those from Canada) will probably .

‘message. Go home. Renegotiate

goods toward high-technok },y goods: semi-conduc-
tors, machine toofs, office equipment. Japanesc and American
companies increasingly fsce each other in third markets,
and the record is not good. A recent study from the Georgetown
Center for Strategic and lntemabonli’ Studies reports that
the U.S. share of manufacturing exports to developing countries
fell from 28.3 to 22.1 per cent beiween 1970 and 1978,
Japan's rose from 21.8 to 26.1 per cent. .

Nor can we painlessly allow the UAW and Ford to dictate
forcign policy. In today's world, countries aim to satisfy
their economic needs as much as “their physical security,
Japan is an obvious case. Its imports consist overwhelmingly
of raw materials, and the Japanese tremble at the possibility
of being unable 1o obtain critical supplies.

One threat is an inability to maintain its export camings,
and Japan is highly vulnerable. Though competitive, many
of its exports sre not essential goods: cars, stecl, stercos.
They can be restricted and replaced, and in a period of
slow economic growth, the tem,
Does anyone think the Japancse will thank the United States
for encoursging this? .. .

It may be, as' Caldwell argues, that the Japanese can't
retaliste by restricting U.S. ex So? The world ks s
more subtle place, Mr. Caldwell. Our whole foreign policy
has rested on a sense of shared interests. As that sense

has diminished, so has our lcadership position. Japan may .

not retaliate directly, but it will redouble its efforts to create
new commercial and political allisnces to protect its interests.
No one can be insensitive to umm‘rﬁyd suto workers,
B‘rnjovgwn the i:JA‘:.:' imp'lie;.‘ t‘s it oe:‘ i’: its ;'ds.l ;‘lm
s esspess is the result mports, simply lying.
When the UAW and Ford lobbyists come pleading to the
White House and Congress, they ought 10 receive 8 sim)
your crazy contract. Get
yoursclves out of this mess. : . =}

NATIONAL JOURNAL 11/15/80 1945

plation 10 do so is strong.
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N.rejecting petmons by Ford

-’and the United Auto Work-'

el:s, union for restrictions
against foreign cars, the U.S. In-
ternational Trade Commission
has acted in the best interest of
American consumers.

.Ford and the UAW had mount-
ed An intensive campaign for a
px‘qtectionist ruling that would
have enabled the outgoing Cart-
er administration to negotiate
agreements cutting the number
of foreign cars imported into
this country. The commission re.
jected the petitions on grounds
that, while U.S. carmakers and
their workers undeniably ‘have
suffered at the hands of foreign
competition, their plight is more
of their own making. :

In any event, the ultimate res- -

olation of the problem — so far
as any governmental action is
concerned — should not be en-
trusted to a lame-duck adminis-
tration,

The U.S. auto industry was
late in adjusting its engineering
and marketing strategies to
meet the demand for smaller,

lmport Quotas No Solutlon

more fuel-efficient cars — a de-
mand that was clearly evident
from steadily rising sales of the
imports. Adding to Detroit's

‘competitive disadvantage are

higher labor costs not linked to
increases in productivity, aging,
obsolescent plants and equip-
ment and increasing public dis-
satisfaction with a level of quali-
ty in assembly and finish that of-
ten doesn’t match that of the tor-
eign products,

On top of all that came ‘a re-

-cession-induced slowdown in

world car sales which is affect-
ing: all major manufacturers.

" Continued uncertainty about the

future price and availability of
fuel is another element in the
picture.

Stacking the deck against the
imports not only would deprive
American consumers of their
freedom of choice but in the long
run would bring retaliation
against U.S. exports. We cannot
expect to inctease U.S. penetra-
tion of foreign markets by erect-
ing unreasonable barrlers

agalnst imports.
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- OurOpinions

The Great Wage Inequity

many things, but on one matter thete
is u’;‘lvmd consensus:  U.S. auto

mployment Is high because USS.

scribed to

Monmduﬂommydhumcbom

hg United States.
What ls most curious about all the laments
mm«mmmm
ofcxm:)

been uneven and unfair. Proof of this is a

Price
Stabililty. The council has ted out that

poin!
touhnplo‘:;:tmu( e8 plus fringes) in
1952 were per hour for stes! $1.96
all manufacturing, which amounted to a
um of 18 percent in favor of steel. By

. ll?‘;‘m! premium surged 0 an

total ‘labor conts of

, the abnormally high wages in the
auto and stes! industriss, in relation to the
carninge of unionized workers In other in.
dusties, are beneflcial only to auto and steel

wotkers who are employed. They Inflict great
economic harm on their fellow workers who
ate unemployed, and on workers in most
other ind whose
hind.

Wage-rate acceleration, a problem in {teelf
when it exceeds productivity increases, has

Labor Statistics provides ample evidence that
d the past two decades the upsurge in
stoel costs was matched by equivalent
boosts in the auto indu y.
In addition, from 1956 0. 1976, stes) prices
erad o 08 seresatfor w1 Dearia produte
10 98 percent ucts,
. andwlrd:mmhdth&:'in“w
wage manu
facturing, the U, 8. stesl industry could today
compete on even terms with the Japanese —
Thus, it behooves organized to redress
unfair sdvantage that has accrued to o
decreasing segnent of the labor force. at the
sxpense of an expanding sector of the working
Emummmmmmmu
the labor force should consider a wage

E
i
g&
:
g
g
]

ployme
s major contribution to dampening

expectations — which expecta.
tions to a degree are responsible for the
current high interest rates.

It is & matter of besic economics. It is also a
matter of compassion for all the men
and women in Michigan who are unem.
loydm America can no longer afford

i
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Japanese cars called the best

DETROIT (AP) ~ The cars with the best quality and workmenship are
produced in Japan, according to a survey of U.S. automotive englneers
taken by an industry trade magazine.

The survey by Ward's Automotive World, also fourid that the 250 engi-
peers who responded believe German auto quality ranks second behind
Japan. .

And among those who develop products for the five domestic automak-
ers, only & little more than"a fourth, 27.2 percent, say Amerlca 8 cars are
the best-built.

Half the engineers polled responded to the survey. Results appeared the
in the magazine's March issue.

Ward's said the engineers called Japan's cars luperior not because of
better technology but because of ‘‘better workmanship on the production
lines, attention to fine detall and rapport with management that lets
voices from the assembly line be heard.”

Lee Caudill, senior engineer at the General Motor's Corp. Fisher Body
Division, sald Japan's cars got his vote for three reasons:

“‘The consclentious effort of the (Japanese) assembly line worker: to fol-
low engineering specitications exactly; if something is wrong In design,
the assembly-line worker suggests a change and management investi-
gates; through cultural education, both quality and pride of workmanship
areaway of life.” .. -

The pro-U.S. vote was strongest — 41.2 percent — among GM engineers,
although a combined Japan-German favoritism, 57.8 percent overall, out-
did support for domestic products. Of the import total, Japanese vehicles
got 37 percent of the laudatory vote.

A Ward's spokeswoman said a numerical breakdown of those surveyed
at each of the five domestic carmakers was not avallable.

Ford Motor Co. engineers were strongest in their proJapanese vote, at
67.3 percent; Chrysler Corp. employees followed at 60.5 percent; and
American Motors’ Corp. designers were third at 47.4 percent. Among
Volkswagen of America engineers, the survey said a plurality (48.1 per-
cent) thought German cars had the edge on quality. Japan came second at
40.7 percent.

An unidentified Ford engineer echoed Caudill in the U.S. producers’ de-
fense, “We can equal the qualily factor in design, but we don't have the
same worker responsibility.*

" “Reprintad with permission, The Detroit News, © 1980°
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April, 1980

EDITORIAL
Lot the Market
Be Freo

The automobile Industry today continues to be racked with
debate over whether or not there should be restrictions on
imported cars and trucks. Whatever form these restrictions
might take — voluntary limits by manutacturers, specific
quotas, or local content laws to force import manufac-
turers to construct factories in this country — the end
desired result is the same: to limit the number of non-
domestically produced cars coming into this country.
Such' an approach is not in the best interests of the
country and in the long run it is not in the best interests of
the domestic manufacturers. The thinking among the do-
mestics seems to be that it there were just fewer small, im-
ported, fuel-efficient cars around to buy, consumers would
flock to purchase LYDs, Caprices and New Yorkers.
Baloney. Yes, there would certainly be more American-
made cars bought, but the plain fact is, not many more. In-
stead, the buyers who are iooking for small, imported cars
would discover that the reason such cars were simply no
longer avallable In sufficient numbers to meet the demand
Is because of artificial limits placed on those cara by the
government. The consumer isn't dumb, and it would be

.
e e s

perfectly clear to him that those limits came about through
heavy lobbying by the domestic auto industry.

Rather than create a sudden demand for large American
cars, any government-mandated limit — formal or informal
— would create a backiash of resentment towards the
source of such limits: the domestic car makers, not the
government. This backlash would make it that much more
ditficult for the Big Three to successfully market the new
small cars that they will be bringing out In the coming
yea s and make buyers less eager {or such vehicles.

The sudden rise in import share of the market has come
about because car buyers want small fuel-efficient
vehicies with a high quality of fit and finish. Many con-
sumers find these attributes in Japanese vehicies. But
people aren't buying Japanese cars because there is some
strange conspiracy. They would buy cars made at the
South Pole by penguins iIf they were well screwed together
and got good fuel economy.

So that is what the domestics need to make. And, no,
those factories can't be changed overnight from building
the kinds of cars Detroit used to build to the kinds of cars it
must build today. But it's going to have to be done quickly.
Detroit must adapt and compete with products that are as
good or better than the imports.

The tranaportation needs of this country have chanqed
~— permanently. Americans need, want and deserve per-
sonal transportation, but it must come In more energy-
efficient packages than have been produced by Detroll on
the whole, in the past. The d can
and will adapt to meet the needs of lhe country and the
wants of the consumers. But they must do so in an open
market where competition will ultimately work to the
benefit of all. ~ Chris Hostord




Workers’ Wages

1 was both pleased and extremely
surprised by your Jan. § editorial,
“The Great Wage Inequity.” Pleased,
because what was said needed to be
said. Surprised, because I didn't be-
lieve anyone in this city had the
gumption to say it.

In no industry in the world except
for the American auto industry are
unskilled workers so grossly over-
paid, particularly when their work-
ing habits ure also taken into
consideration. Rare indeed is the
auto worker who puts in a full day’s
work for a full day’s pay.

1 speak from experience, having
worked as a UAW member. Though |
worked very hard for Chrysler Corp.,
I cannot say that I was undercompen.
sated. Unlike most unjon members
(though certainly not all) | have
always believed that there is nothing
dishonorable in putting In a decent
day's work, especially for rather
handsome wages.

Doug Fraser would be well-advised
to take a few courses in very basic
economics and a few reality therapy
sessions in addition. It is obvious
that Mr. Fraser has litile grasp of ej-
ther concept. :

The American auto worker is not
to bleme; the UAW has subjected him
to a barrage of verbal garbage for
years. The average worker hus heen
led to believe that not only is he enti-
tled to exorbitapt wages but he is
worth such wages to the companies.

It is the UAYV, not the companies,
that has betrayed the auto worker.
Not that the companies are blame-
less. By acceding to the unfon's de-
mands, year after year, and tacking
their expense onto their new cars,
the auto companies have priced their
cars out of the price range of many
familics, even consideting the cur-
rent high jnterest rates.

I want 1o be there when Mr. Fraser
explains to those thousands of
workers out of work due to the col-
lapse of Chrysler and Ford Motor Co.
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the justification for his refusal to
make unilateral concessions.

1 am certain that those workers
will take great comfort, and feel a
certain warm glow, when they are ia-
formed that the union stuck to its

principles. R VAUGHT
Mt. Clemens

Regerding vour Jun. s editorial,
“The (3reat Wage Inequity™
1 was in totel cgreement with you
until you discussed “the resultant de-
clines in auto and steel prices.
Do you think {or one moment that
rices will be lowered? No wuy!
ere is no mose free ;nurket. The
auto and steel cogxgames will just
et greater profits.
ukwegrwere s‘:m in the cld supply
and demand free market status, why
would the amoiggtmlzané:s rbces;glsx?g
a
prices in the midst o pJ.R. o

~ Detroit
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“recession” was $o much shorter and
milder than anticipated—despite oll price
Jumps and the nuuollnp« of the mo
and steel industries, .

Heavy Wage Outlays
Auwu steel, thought to be the rule,
are thus truly the exception. And they are
exception principally because they
spend 100 much, relatively, on wages and
benefits, In most American manu-
facturing, the labor-income ratio Is proba-
bly still below 80% tthough reliable data
are hard to come by). But in autos and
steel, the ratio is well above 85% and may

%

approach 90%.
™ Labor costs in the U.S. auto and steel

industries —~ whether measured per em-
ploye, per hour lctually worked or per unit
of output.- are 50% to 100% higher than the
prevalling labor costs of other American
manufacturing industries. At Ford Motor
Oo., the hourly labor cost per employe, in-
cludlnz all fringes, {s about $27,

more than 85% of gross nationat woduct-—
Britain, the Netherlands, Belgium and
Scandinavia—-are in the deepest trouble,
By contrast the Germans and Japanese op-
erate on labor-income ratios of 70% to 15%,
or at most 80%. -

lndnd the labor-income ratio seems to

both economies perlorm
somewhat alike, and far better than coun
tries such as the U.S. where the transfer

woﬂm s comparatively low but where
industries have a high labor-income
ratio.

Economists and economic policymakers
hdve traditionally paid little attention (o

the labor-income ratio, for the simple rea-
son that it never was a problem before,

p
with about $15 even In high-paying indus-
tries such as chemical manufacturing.
Since the labor costs of Japunese and Ger-
man auto and steel makers are roughly on
a par with prevalling American labor costs
In other manufacturing industries, it's no
wonder that the U.S. auto and steel indus-
tries have had so much trouble competing

een “wage fund” and
" has been studied and

about for almost 200 years, since

David Ricardo's first theoretical papers.
But right down to John Maynard Keynes,
the central question was always how (o
prevent the "caplw fund" from becoming
“excessive.” But now. with a labor-income
ratio above 807 (o 85%. even convinced

betw
ctpml fund'

‘share of

started, well over 100 years ago. labor's |
GNP was at most 40% or so.
Hence Samuel Gompers, the pioneering
leader of American labor, defined the alm
of labor as “More."

But can this aim still be maintained
when labor income is 85% of national prod-
, uct, and there is no more *‘more”'? Or does
oné then have to ask what limits have to be |
set on fabor-income as a share of gross

duct to enable 8 an industry
or & country to form enough capital for the -
Jobs of tomorrow?

It has similarly been a tenet of the h-
bor movement that a union ~-un-
ke 2 business monopoly—can never do
damage. A business monopoly. Adam
Smith pointed out, reduces aggregate de-
mand and thereby creates unemploymer:t.
By contrast, labor economists have been
arguing for a century that & union monop-
oly can only create demand, i.¢. purchas-
ing power, and therefore will not promote

loynwnb.( Bven most ‘;s'ro-m:lnm"

ve

a few Ametican herelics, such as
George Stigler and the late Henry Simons,
both at the University of Chicago. But

surely In the U.S. auto and steel industries, |
union monopoly has helped create massive i
unemplovmen!
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", " Unions, finally, have argued since well
- before Marx that the worker's propensity
tonvewouldjoupulemulutuhu
income. Capital formation in a soclety of
low “surplus”—~that is, little income other
than labor-income—would be no lower,
- and, the argument ran, probably higher,
than in a society where capital formation
is in the hands of “‘capitalists’ or of busi-
ness. In postulating the “‘multiplier" effect
of consumption demand on investment,
Keynes gave only an elegant theoretical
formulation to what had long been an ax-
- jom among socialists and labor. econo-
But can any of these axioms still be
maintained? Or will we have to replace

them by totally different postulates? One
might be that labor income has to be kept
below a certain point, say 80% to 85%, if a
company. an industty or a country is to be
ensured adequate capital formation. Per-
haps we should limit union monopoly pow-
ers o enable industries dominated by
unjons to maintain their competitive posi-
tion as well as their ability to create future

.~ e

Keeping the Balance .
We might also have to balance every in-
crease in the share of labor income with
measures (o stimulate capital formation
especially in businesses — whether that
means a shift from taxes on higher in-
comes to sales taxes, for Instance, or the
removal of taxes on savings, capital gains
and business profits. Maybe we will even
have to make acceptance of a rise in the
- labor-income ratio dependent on the capi-
tal formation rate—or link the two in some
way which does not, as Keynesians and
Friedmanites both assume, rely entirely on
the “invisible hand" of a “multiplier"
which automatically turns consumer de-
mand or money supply into investment,

As events In Poland in the last months
have shown again, a modern soclety needs
the labor union, There has to be a “coun-
tervailing power'’ against the power of the
“'bosses’* — even in a market economy
where the market sets severe limits to the
power of the “’bosses." But ‘‘countervailing
power" is still power. And to be legitimate,
power requires what the union so far
lacks: clear responsibility, accountability
and pre-set limitations. . s

Mr. Drucker is Clarke Professor 6/ So-
cial Sciences at the Claremont Graduate
School.
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Senator DANFORTH. Senator Riegel and Senator Roth also have
statements which will be put in the record.
[The prepared statements of Senators Riegel and Roth follow:]

STATEMENT OF SENATOR DoNaLD W. RIEGLE, Jr.

Mr. Chairman and members of the Committee, I appreciate the opportunity to
Eoresent n:y views to you today on a matter of the greatest urgency and importance

our nation.

By any objective measure, the domestic automobile and truck industry—and its
"~ 'workers—are now in a period of economic devastation that can only be compared to
the great depression of the 1980's. Due to the strategic size and importance of the
auto industry to the national economy—and its vital relationship to feeder indus-
tries including steel, textiles, rubber and glass and others, we find the economic
dama%e in the auto sector pulling down the entire national economy.

I believe it is accurate to say that the auto sector problem has been the largest
single contributing factor to our current national economic malaise.

t the same time that we see massive unemployment, staggering operating losses,
high interest rates, plant and dealer shutdowns, and weak sales of American built
automobiles—we see a massive increase in the importation and sale of foreign cars,
overwhelmin%}y Japanese, and an unprecedented boom in Japanese auto production
targeted for shipment of the U.S. market.

ord and the UAW took the case concerning imports to the International Trade
Commission seeking relief under Section 201 of the trade act, but the effects of the
import problem go beyond Ford and the UAW. Thousands of dealers and automobile
supplier firms in all 50 states are affected along with the entire American auto
-industry. Taking action to limit imports under Section 201 requires a finding by 3 of
the 5 Commissioners that imports were a “substantial cause” of injury, that is a
cause which is important and not less than any other cause. In an unfortunate, and
I believe ill-advised decision, the ITC ruled against the American automobile indus-
try. In making its decisions, however, two of the five Commission members found
that imports are a substantial cause of injury to our domestic industry. In addition,
two of the three Commissioners that voted against a finding of substantial cause
had some interesting comments. Commissioner Alberger said, “I find that there are
increased imports of automobiles and light trucks, and further find serious injury to
the domestic industry producing such products.” -

Commissioner Calhoun commented, “* * * I am compelled to add that imports
have, nevertheless been a significant thorn in the industry’s side.” °

“* ¢ * 1t is a disappointment to me that in my reading of Section 201 it fails in this
case to protect our automobile industry from just an excess at the hands of these
foreign manufacturers.”

Relief from imports is not the total answer, nevertheless, it must be one element
of a broad national policy to revitalize the American automobile industry. It is
apparent from the comments of Commissioner Calhoun that he felt his hands were
tied with regard to this problem. Ours, however, are not.

I have recently introduced Senate Joint Resolution 5 and I believe this legislation
beging to address the import problem. Qur joint resolution would strengthen the
President’s ability to avoid an economically damaging surge in auto imports during
the next few months. It would be a strong sigral to Japanese car makers not to
exploit the vulnerability of the American auto industry while it adjusts to new
market conditions.

The provisions of this joint resolution are carefully circumscribed. The joint
resolution would remove any legal obstacle to negotiations on a voluntary restraint
agreement or an orderly marketing agreement to temporarily reduce auto imports
into the U.S. market.

It would not direct the President to enter into such negotiations or give him any
new powers to impose quotas or tariffs unilaterally.

Su ion (a) would give the President authority to negotiate with foreign gov-
ernments to obtain import restraint agreements on cars, trucks, and auto parts used
in assembly. That authority would expire on July 1, 1984,

Subsection (b) would place two reconditions on any negotiations: First the Presi-
dent would have to consider that the importation of autos, trucks or parts used in
assembly is causing or threatening to cause serious inLury to the domestic industry;
and second, the President would have to be satisfied that the domestic industry has
exhausted remedies under Section 201 .of the Trade Act of 1974, Any agreement
would expire on June 30, 1984, thus limiting any import reduction to the period

_vitally needed to convert U.S. auto manufacturing facilities to the production of
highly fuel efficient cars and trucks.
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Subsection (c) would require the President to consult with interested parties in
the private sector, including representatives of consumers, before entering into any
agreement. The President could use the system of trade advisory committees that
has been established under Section 135 of the Trade Act of 1974, as amended, or a
less formal procedure if that is more appropriate.

Subsection (d) would enable the President to implement an orderly marketing

ment by authorizing him to regulate the introduction of foreign cars into the

.S. market in accordance with the terms of such an agreement.

Section 2 would exempt the act of entering into an auto export agreement, and
actions necessary to implement a:jv agreement, from antitrust laws of the United
States of any State. This is intended to prevent the implementation of an agreement
from being delayed by court suits.

Auto manufacturing is the keystone of this Nation’s economy. It directly creates 1
out of every 12 manufacturing jobs and generates prime demand for such basic
industries as steel, aluminum, rubber, textiles, machine tooling, and increasingly,
electronics. it affects the economy of every state, and its health is vital to 50,
small and medium-sized supplier firms and to 28,000 auto dealers.

The collapse of domestic auto sales has caused the layoff of 1 million American
workers and has dangerously weakened the financial structure of the U.S. econo-
my's dominant industry. The latest national unemployment figures are 7.4 percent.
In some states and regions of the country, unemployment has reached levels which
are catastrophic.

The Japanese efforts to further penetrate the U.S. market are escalating these

roblems into a disaster. Japanese imports captured more than 21 percent of the

.S. market in 1980, and the Japanese are expanding their capacity enough to
supply 50 percent of this country’s vital small car market. That threatens to cause a
massive permanent loss of U.S. jobs and a continued rise in the auto trade deficit
with Japan well beyond the Kresent $10 billion deficit.

In my own State of Michigan, unemployment was 12.2 percent in December.
Unemployment has been at the highest level since the Great Depression; 524,000
people are now jobless in my State. Almost 280,000 people are collecting unemploy-
ment insurance, and more than 250,000 have been out of work so long that they
have exhausted all their unemployment insurance béenefits. More than 1 in 9 of our
citizens have been forced to turn to some form of public assistance. We are suffering
from the greatest economic catastrophe since the Depression of the 1930’s. These are
stark and brutal facts. They paint a grim picture of the human devastation to the
people of my State.

But while the worst of this recession is centered in Michigan, it is a national
problem where unemployment in December was at 8.5 percent in Ohio, 8.9 percent
in Illinois, 7.5 percent in New Jersey, 7.5 percent in Pennsylvania, and 6.9 percent
in New York. Because of the large size of these industrial states, the percentage
figures represent millions of persons. - :

Today's problems in the erican auto and truck industry are immense with
massive financial losses being incurred at a time when $80 billion of new capital
must be raised in order to modernize plants and retool production lines. The
domestic auto companies are working at maximum speed to accomplish the conver-
sion to smaller fuel efficient cars.

The 26.7 percent penetration by foreign sugpliers, the extraordinarily hich inter-
est rates and the recession have comhined ¢ dz.! 4 crippiing biow to the industry at
this tims The prospect for the industry over the next several months is grim. Ja
has substantial excess auto manufacturing capacity to further increase their U.S,
market share if they choose to. Our domestic industry is in such a highly vulnerable
position that we are almost certain to have continued shutdowns of American auto
plants over the next few months. :

Of particular concern is the strategy of Japanese automakers to penetrate the
U.S. market. They have already strengthened their U.S. retail networks, increased
overtime, and expanded production capacity to capture a whopping 21 percent of
the U.S. auto sales in 1980. Because auto consumers typically show strong brand
loyalty, the Japanese penetration threatens to permanently restructure the U.S.
?ucbto market and reduce the market shares and employment of domestic car manu-
‘acturers.

The Japanese Government has indicated its willingness to work out mutually
acce tstible limits on auto exports and avoid further disruption of the U.S. auto
market. )

Carter administration officials, however, believe that they need additional legal
authority before they can enter into such negotiations. While there is considerable
disagreement about the President’s present authority to act in this matter, Congress
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should clear any legal obstacles to negotiations that both sides feel would be in the
long-term interests of both countties.

I am pleased that the Senate Finance Committee’s Trade Subcommittee has
scheduled hearings on the auto crisis. I believe that we must make a broad national
response to end that crisis and that adoption of Senate Joint Resolution 5 would be
one important element of that response.

STATEMENT OF SENATOR WiLLiAM V. Rorn, JB.

I would like to thank the Chairman, Senator Danforth, for conducting this hear-
ing on a most critical issue: the state of the domestic automotive industry. This
important sector has seen declines on all fronts—sales, profitability, international
market share—and we must focus increased attention on ways of turning this
situation around. We must develop ways of dealing with increasing imé)orts, the
spiraling cost of money, escalating capital expenditure requirements and growing
reﬁlatory compliance costs.

e very existence of this crucial domestic sector is threatened. Sales are down
over 20 percent from last year, and imports are capturing a larger and larger share
of those consumers who can still afford to purchase cars and trucks. Labor faces
widespread layoffs. Approximata‘l{ 250,000 auto workers had been separated indefi-
nitely as of November 1980, and 176,000 of these face protracted unemployment.

Moreover, declines in the auto and truck industries have sent shock waves
throughout our economy as producers of secondary and tertiary goods and services
suffer lost markets. Auto dealers, car haulers and others in our vast distribution
network are seeing their source of livelihood disappear. Producers of steel, rubber,

lass, plastics, zinc, electronic products and aluminum are also threatened. It has
n estimated that, in my own state of Delaware automotive and related industries
employ 21 percent of the work force. In Delaware and throughout the United States,
we must reverse the downward spiral of the automotive industry if we are to restore
a vital mt of our nation’s economy to health.

The American automotive industry has taken financial risks of its own. It plans
to commit $40 billion ultimately to retool and meet foreign competition and domes-
tic demand for more fuel-efficient vehicles. Over the near term, it is estimated that
capacity will be available this ‘year alone to produce 5.4 million cars with fuel
economy roughly equal to that of many imports. In addition, to slow production cost
increases, ler Corporation, for example, has invested $60 million in new,
automated machinery, computerized quality controls and other assembly line equip-
ment for its Newark, belaware, plant alone. If Chrysler and other U.S. auto produc-
ers do not receive supgort from the U.S. Government and the American consumer,
however, many of the dollars they have invested will be wasted.

I ﬁrmiy believe the health of our automotive sector should be of serious concern
to all Americans, indeed to the entire world. As a leader of the Free World, we must
maintain one of the industries that form the economic and national security back-
bone of our country. Our trading partners in Europe, the Far East and elsewhere
?1]1‘3:1‘!52 also recognize they have a stake in a strong America built on healthy

ries..

Senator DANFORTH. I have a brief statement which will also be
put in the record. Let me embellish it in this way.

It is clear that the automobile industry is in serious trouble right
now. Chrysler is on the front page of the paper every day. Ford lost
some $1.2 billion in the first three quarters of last year. This is a
major industry in this country. There is a demand throughout the
gou?try that Government do something about the automobile in-

ustry. ,

My concern has been that with a change in the Congress, and
with a change in the administration, we are going to not move as
expeditiously as maybe we should. The tendency when a new ad-
ministration comes in is to take a great deal of time filling impor- -
tant positions, and then to commence a leisurely study of the -
problem before devising a program to deal with it.

Whatever we do, I doubt that we have time for a leisurely study.
Therefore, it is my view, and the reason for this hearing that we
should try to understand the options that are available to us at a
very early date, so that we are ready to act at a very early date.
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One of the options, of course, is essentially to do nothing. To let
general economic conditions work, to let the system work. To ho
that with improvement in the economy, lower interest rates, the
situation will right itself, and the automobile industry will regain
its strength with the rest of the economy. '

The other approach would be to take the position that the auto-
mobile industry is in such a state of emerfency right now that we
cannot afford to take the time for general economic conditions to
right themselves. Therefore, some legislative package is necessary
to try to improve the situation for the automobile industry.

If we are to follow that course, then it is important to recognize
that there is no free lunch. Any kind of package that is_ put
together by the Government specifically targeted toward improving
the situation in the automobile industrf' has not only positive
effects, but possible negative effects as well.

Any kind of a tax program which would provide, for example, a
refundable tax credit, has revenue consequences, budgetary conse-
quences, which may have adverse effects on the economy as a
whole. éimilarly, any sort of trade restriction, while it may be
helpful to the automobile industry, may be harmful to overall
trade policy.

So it is important to consider what the options are, and what the
tradeoffs are in each of the options. It would be my hope that these
hearings would be an opportunity to consider those alternatives, to
consider those tradeoffs, and to determine what sort of time sched-
ule we are on.

If we are going to have some sort of an emergency program for
the automobile industry, how long will it last. How long will the
emersency last. Or, will this be the kind of thing that once we get
it underway, it is going to have a life of its own which will contin-
ue in perpetuity. :

[Opening statement of Senator Danforth follows:]

OPENING STATEMENT BY SENATOR JOHN C. DANFORTH, COMMITTEE ON FINANCE,
SUBCOMMITTEE ON INTERNATIONAL TRADE—THE ProBLEMS oF THE U.S. Aurto-
MOBILE INDUSTRY

The U.S. auto industry is in a state of crisis. The industry has just concluded its
worst sales year in the past two decades. More than one-half million workers in
auto production and related industries have been out of work. The survival of the
third largest U.S. auto rroducer is dependent upon federal loan guarantees. Qur
second largest producer lost $1.2 billion in the first 8 quarters of last year and has
unsuccessfully petitioned for relief from harm caused by imports. The leading U.S.
automaker, and the world’s largest, lost money last year for the firat time since
1921. Demand for all automobiles has been sharply reduced by the recession and
hxgh interest rates. At the same time, imports have taken advantage of a sudden
shift in consumer demand for smaller, more fuel-efficient cars before U.S. manufac-
gnrerz;ould retool to meet that demand. This is clearly a problem which cannot be

ored.

When I announced these hearings, I stated my intention to move as rapidly as
possible to fashion practical devices for making sure that the automobile industry
remains alive and well. I remain committed to the goal of having an automobile
industry in the United States which is competitive both at home and abroad.
Congress must move quickly but prudently in assessing proposals for resboringbthe
competitiveness of the U.S. auto industry and putting displaced U.S. workers back
to work. I say r‘;pmdently” because whenever the government considers proposals
that may interfere with the free workings of the marketplace, it must do so
cautiously. Our recent economic experience reflects more than one sad story of the
unintended consequences of well-intentioned acts. -

The pu of these hearings is to try to find out what the automobile industry
needs, and what will be the most effective means to help meet those needs. Follow-
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ing these hearings, the Committee will review all proposals to determine what, if
anything, should be done. We hope to: work closely with the new Administration.
We are not looking for solutions which may be satisfying from a symbolic point of
view but which will not actually get us to our final goal of a competitive industry;
nor can we limit our view to short-term solutions without concern for the future
viability of the industry and for the needs of the country. -
We ask that the witnesses limit their prepared remarks to summaries of their
written statements, which will be made a part of the record, so that as much time
as ible can be left for the exchange of views which is needed to begin fashioning
truly practical means of reaching our stated goal.

Senator DANFORTH. The first witness is Ms. Maryann Keller, first
?cekpresident of Payne, Webber, Mitchell & Hutchins, Inc., of New
ork.

STATEMENT OF MARYANN N. KELLER, FIRST VICE PRESIDENT,
PAINE, WEBBER, MITCHELL & HUTCHINS, INC., OF NEW
YORK :

Ms. KeLLER. In the 5 minutes that are allotted to me for oral
presentation, I thought I would first like to put the role of the auto
analyst in perspective. :

We are a rather peculiar breed of people in that we really have
no axe to grind. Our specific function is to assess the exogenous
factors that impact industries and individual companies with the
specific objective of determining whether or not there is an invest-
ment merit to owning an individual stock.

I have a reasonably good record in the stock selection.process
mainly because I have been a seller of auto stocks for the last few
years, and I think that that opinion probably depicts the health of
-the automobile industry as well as any. . |
 The attitude of investors is real}y a reflection of what the’y
perceive to be the earning power of the indus_tri, the industrg' 8
ability to finance itself, and as a result what is their prospect for
dividends. : :

In assessing what happened to the automobile industry over the
last decade, there are a number of things that have come out and
have influenced the industry’s ability to attract capital, and the
industry’s investment merit. - ’ o

First, the growing regulatory burden has adversely affected this
industry and has to be cited as a key factor in investor hesitation
over auto investment. It is rather interesting, and I think brought
out well in the Chrysler hearings 1 year ago, that the smallest
companies bore the greatest financial burden from regulation.

The consequence of imposing regulation on a timetable weighs
heaviest on those companies with limited capital and manpower
resources, and so there is an inverse relationship on the burden of
regulation to the size of the company. ‘ ‘

might add that in countries such as Germany and Japan,
Governments tend to 'be far more cooperative with their auto-
mobile industries. They seek to achieve similar goals to ours with
respect to fuel efficiency, emissions, and safety, and yet often Gov-
ernments take a more active role in supporting those investments
and research directly. ; ,

Senator CHArEE. Ms. Keller, just one interruption.

You are not suggesting that the environmental controls that
were placed on U.S. manufacturers are any different from those

14-147 O—81-—~—3
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placed on foreign manufacturers. Foreign competitors had to meet
the same standards in the United States.

Ms. KeLLER. They had to meet the same standards in the United
States, yes, but, basically, they were starting with a very different
product than we were. You know, a 4-cylinder engine is consider-
ably easier to clean up than is an 8-cylinder engine. Fuel efficiency -
starts at a much higher level for a European manufacturer who
has always been building a small car.

I am not suggesting that those goals and objectives were not
meritorious. I am simply suggesting that the penalty that arose in
the industry was inverse to the size of the company.

There was also some inconsistency among the various regulatory
goals and in certain legislation. I cite, for example, the Energy

olicy and Conservation Act of 1975. Consumers, through this act,
were virtually promised inexpensive gasoline. At the same time the
task of improving fuel economy to fulfill energy conservation
became the direct responsibility of the automobile industry.

Without the incentive that might have arisen from higher gaso-
line prices which might have prodded the consumer into small
cars, the industry was forced during the past 4 years to spend the -
bulk of its money in modernizing and improving the efficiency of
their largest cars. Higher fuel economy was often negated by tight-
ening emissions standards.

I would suggest that one only has to look at the statistics, the
sales statistics of the period 1975 through 1978, to realize that the
American public was on a gas-guzzler binge. :

Consumers bought large cars and lightweight trucks to the point
where the capacity of the industry to build them was strained. To
fulfill fuel economy standards in an era of cheap fuel resulted in
substantial wasted investment by the automakers. |

Since small cars, including imports, were clogging the docks and
selling poorly—there was very little incentive to spend money to
modernize a car that was unwanted. So, GM, Ford, Chrysler, et
cetera, put the bulk of their resources in their largest cars, which
was necessary by virtue of the need to achieve fuel economy stand-
ards that were sFecified each year from 1978 on.

Some of the legislation regarding emissions and safetgl clearly
was contradictory because of increased weight of cars and reduced
fuel economy. «

During the 1970’s labor unions demanded and received wage-and-
benefit settlements which exceeded the pace of the average manu-
facturing worker in this countfiy. :

This might have been affordable by the automobile industry in
an era when the big car was most popular. It was a time when
American manufacturers dominated a segment of the market with
a unique product which the consumer wanted to buy. So the higher
costs of those wages and benefits were passed along to the consum-
er who was willing to pay for them.

There is a long-term problem emerging in the industry, since we
are increasingly building cars that look like the Japanese and
European competitors.

You have already indicated that the average Japanese worker
makes substantially less than the U.S. worker, and I believe that
Secretary Goldschmidt’s assessment was that the Japanese had an
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advantage of $1,000 to $1,600 per car primarily due to labor costs
aixd productivity advantages. This poses a problem regarding em-
ployment. .

During the next decade, the automobile industry is destined to
lose a great many workers through down-sizing. Smaller cars are
simpler to build and require fewer man-hours. Productivity im-
provement is also an absolute must.

There is no question in my mind that the U.S. auto industry is
going to rely more upon affiliates, its own subsidiaries, and inde--
pendent foreign manufacturers for major components. These trends
are already in place. In addition, there is also the possibility of
importing complete cars, or kits by U.S. companies from their
subsidiaries. For example, Ford’s relationship with Toyo Kogyo will
result in a minicar built by Toyo Kogyo for Ford in 1984,

For the industry to regain its competitiveness throughout the
world, these processes have to be allowed to continue. To impose
any restrictions on them, would cause the industry to suffer over
the long term. On the other hand, I think the social obligation of
dealing with the uremployed has to be addressed, and addressed
before the problein becomes acute.

During the last year I have heard about and read about numer-
ous proposals to help the automobile industry directly. The short-
term proposals primarily relate to tax credits for the purchase of
new cars, or tax credits to get rid of the gas guzzlers, and stimulate
sales by boosting scrappage.

It is my opinion that these credits do very little to improve the
health of the automobile industry. Any merchandizing program,
any rebate program would have the same effect whether Govern-
ment or company sponsored in that it merely tends to pull demand
forward. On the cutoff date for that program, demand simply dries
;1}{) ﬁalers would tend to bargain less by using the credit to secure

e sale. :

I think improvement in the overall economic environment is
probably more critical than a very expensive, and short-term, quick
fix that is not going to solve the basic problem.

The long-term tax-related issues present a rather unique problem
for auto-specific legislation. We have been talking about the auto
industry as if it were one company or that all companies in it were
homogeneous, and they are not. That is something that has to be
brought out and understood in any proposed legislation in the tax
area. |

General Motors will be profitable in the fourth quarter. The
company has turned the corner. For the full year it will undoubted-
ly lose something in the area of $700 million, for GM, a record loss.

neral Motors is an enormously powerful company. Its spendin
program is almost double that of its nearest competitor. Its spend-
ing program will not only result in highly competitive fuel cars,
but will also result in the most modern assembly plants in the
country. GM’s overseas operations are getting their share and will
support profits in the future.

General Motors is undertaking a far reaching, very aggres-
sive, and very ambitious program that is destined to preserve and
enlarge GM’s role in the auto industry.
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Tax credits, obviously any tax incentives, such as 10-5-3—mean
more to GM than Ford. The company will be profitable in 1981,
and has the ability to spend extraordinary amounts of money.
Netlald}fss to say, tax incentives are very valuable and will increase
cash flow.

On the other hand Ford Motor Co. will probably lose about $1.6
billion. Chrysler Corp. by its own estimate is about $1.7 billion.
Ford will not be profitable in 1981, neither will Chrysler. -'

I think Ford’s loss will be considerably smaller in 1981, but
nevertheless it will remain in the red in the United States where
tax incentives would be obviously applicable to its larger competi-
tor. I think this has to be borne in mind when formulating long-
term special help for the automobile industry. The fact that there
is a fragile competitive balance right now among the automakers
that could be disturbed by tax legislation that did not keep in mind
the differences between the companies.

On the issue of imports, I would have to characterize myself as a
freetrader. It seems to me that the only thing that would be
resolved in this country as a result of import restrictions or quotas
would be improvement in the profitability of small cars and not
more volume or employment.

The mechanism by which prices would rise is fairly simple. For-
eign car dealers have a profit objective as any businessman might.
They would, if allocated 20 cars per month instead of 25 cars per
m(lmth, price them to fulfill their profit objectives on the lesser
volume.

It would have the effect of boosting all small car prices, and give
the auto companies the opportunity to offset their cost disadvan-
tage relative to the Japanese. It would not necessarily, in my
opinion, stimulate higher car sales. ‘

I think there is evidence already in the truck market where we
have im a 25-percent duty on small trucks, that this has not
shifted demand to domestic lightweight trucks.

Thank you.

Senator DANFORTH. Ms. Keller, with respect to the objectives of
the Congress, do you think it would be enough for us to just say,
“Well, General Motors can survive. Therefore, that is sufficient for
the American automobile industry.” Or, should we attempt to keep
two major competitors, or three major competitors in the auto-
mobile industry : _

Ms. KeLLer. I think that the auto industry is evolving into a
different form throughout the world, something that we have not
had to deal with in the past. I think in reading a portion of
Secretary  Goldschmidt’s  report, he  highlighted the
internationalization of the auto industry, and how we should not
set up barriers, specifically antitrust barriers, to the possibility of
joint ventures and cooperation. GM will survive no matter what
Congress concludes. Chrysler can survive only thr(:'lgh merger.

Over the long term, those who have said there will be eight
major auto companies.in the world by 1990, were probably correct.
This is a mature industry that is growing very slowly and requir-
ing enormous amounts of capital in order to remain competitive.
That suggests that the smaller, less efficient companies are going
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to have to develop some structure that is perhaps different from
the way that we have always known them.

It is still questionable whether the Government should play an
active role as this evolution takes place. It certainly is playing an
active role in Europe. I don’t think that we should overlook the
fact that other governments have evolved a very cooperative rela-
tionship with their auto industries, and have successfully in many
cases been able to restore their comﬁetitive health. I specificall
cite Volkswagen in the early 1970’s when it went through a transi-
tion.

Senator DANFoRTH. If we were to do nothing, if we were just to
rely on the general economic conditions, or the kind of tax propos-
als like 10-6-3 or something similar, which would have a general
effect on American industry, but not targeted toward the auto-
mobile industry itself, what would happen to Chrysler and Ford?

Ms. KeLLER. I think that Chrysler’s only hope for survival is the
liaison with a foreign manufacturer. That has been said many
times before, and certainly many times over the past week. It is
something that I do believe.

I think that Chrysler Corp. is a very immediate problem.
Chrysler has a problem of consumer perception. Chrysler products
are virtually unsalable. It is the fact that the product is built by a
company that is a hair’s breadth from nonexistence. The consumer,
in order to be encouraged to look at those cars objectively, has to
feel secure that the company is going to be around. -

The problem could have been the same with American Motors. It
was resolved when Renault decided to step up and to buy substan-
tial equity interest in American Motors. It resolved that potential
bankruptcy.

If we were to do nothing in the case of Ford, I think the company
will come out of its problems. Ford is as dependent on its overseas
operations as it is on its U.S. operations. Over the past 5 years, the
overseas operations have been immensely profitable. The North
American operations have been the drag, particularly since 1979.

The reason that Ford will be unprofitable in 1981, is largely
because the ﬁuropean countries are enduring recessions. It is in
Germany, for example, that Ford is now losing quite a bit of
money. Those are some of the specific factors that will cause Ford
to be unprofitable. Its loss in North America should be substantial-
ly sfxptgller in 1981 and might have been entirely offset by European
profits.

To do nothing in the case of Ford, we have afOt to hope that the
European economy will turn in the second half. Europe has been,
in fact, a major provider of earnings for Ford. As far as the compa-
ny’s ability to fund its capital investment program, it is far less
ambitious than General Motors and the funds can be attained,
though at a higher cost.

I think that it is going to result in Ford becoming less integrated
in this country, perhaps ultimately having a smaller market share,
being more reliant ‘on outside suppliers, foreign as well as its own
subsidiaries. So, structurally, it will be different, but I don’t see
that there is a long-term survival problem for Ford. There will be
little structural change at GM. '
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As far as General Motors is concerned, as I indicated earlier, I
think that it is on the path to recovery now.

So to do nothing, basically, and allow things to just progress, you
have one company that simply grows, and it grows whether you do
anything about it or not. Ford could benefit from a more active
Government role, moderation in regulation which will help it dis-
proportionately to GM, and refundable tax credits, if you are going
to ﬁgve tax incentives. I think those are active roles that the
Government can take, which would help Ford substantially.

Senator DANFORTH. Senator Dole.

Senator DoLE. You indicated in your testimony before the Bank-
ing Committee that one of the problems, or manfy of their problems
are partly due to our energy policy, or lack of an energy policy.
4 Is ?there any indication that this problem has been resolved to

ate

Ms. KELLER. I think that this is a very critical issue. You have to
appreciate that automobile programs that are on the drawing
board today are the cars of 1984 and 1986. So a very clear under-
standing of what our energy policy is is absolutely essential to
their long-term product planning. I think that this is really where
they got caught in the late 1970’s.

I am not sure that there is a clear understanding of what our
energy policy is, and what the long-term gasoline costs are going to
be. I think the industry itself, certainly Henry Ford II supported
progressive hikes in gasoline taxes in order to move the consumer
gradually toward smaller cars in the mid seventies.

I suspect that the automobile industry would like to have some
indication that this will be the Government's attitude toward

igher gasoline prices, if this is, indeed, what it is.
think that there is also a fear that present energy policy might
lead us into another shortage such as we experienced in 1979. I
might point out that shortages, probably more than price increases
themselves, have a way of pushing people into panic buying of
small cars and to imports.

In the second week of February 1979, it is almost as crystal clear
as that, the American public suddenly realized that there were
going to be gas lines again. Thei\;eewent out and bought every
imported car available. Had there been better allocation program,
we might not have seen the gas lines, and higher prices for fuel
between 1975 and 1978 might have created a broader model mix
such as exists today.

It is ironic that 1n the auto environment of today, January 1981,
imports are not selling as well as they did earlier in 1980. There is
inventory being built up at importeci car dealers. They are begin-
ning to discount. There has been some indication that some large
cars are now not quite the drag on the market that they were.

Senator DaNrorTH. Thank you. ’

Senator Dole. N

Senator DoLe. You have mentioned the report by the Depart-
ment of Transportation, the U.S. Automobile Industry—1980.

Have you had a chance to review that report, and the recommen-
dations made by the Department?

Ms. KeLLER. Only the summary.
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Senator DoLE. I listened and watched with interest Secretary
Goldschmidt on the McNeil-Lehrer program last evening. Apparently
one of the recommendations is that the Government should negoti-
ate an import restraint agreement with the Japanese, which re-
flects the real time period it will take the U.S. automakers to
accomplish the transition to the production of smaller cars.

As I understand, you do not share that view.

Ms. KeLLer. No; I do not, because I don’t believe that quotas or
restrictions necessarily increase the volume of domestic cars.

With respect to how far along the auto industry is in the transi-
tion, you know the question of quotas was raised last spring, and
we are now 1 year beyond that, and 1 year closer to the resolution
of our lack of small-car problem.

I mil:ght add, to give you some specifics, in March or April of this
year, Ford will introduce two new small cars, sporty versions of the
Escort and Lynx, which represent additional capacity in subcom-
pacts. By the way, it has proven to be a very successful ‘car in the
marketplace.

In May of this year, General Motors will introduce what it has
c¢ome to call the J car. This car will be smaller than the cars that
we call the X cars. It will be available from the Chevrolet, Pontiac,
and Cadillac Divisions. In September of this year, there will be J
car versions for Oldsmobile and Buick.

In September of this year, General Motors will downsize—pardon
my use of industry jargon—the intermediate cars, cars that are
nameplated Malibu, Le Mans,-Cutlass. Those cars will become ap-
proximately the size of the X car.

So you can see that the industry is well along in the transition.
As a matter of fact, General Motors virtually completes it by
September 1983, and General Motors at this point represents 65
percent of the domestic car market.

As far as Ford’s transition is concerned, it is a much longer term
problem in that Ford will not be fully front-wheel drive until
perhaps 1985 or later. But, specifically, beyond these sporty Es-
corts, there will be another version of the Escort available in
September. Ford then plans to introduce a new car every 6 months.

The transition, as I said, for Ford is going to take longer. GM is
obviously way ahead, but both companies are certainly on the way
toward offering a more competitive line.

Senator DoLE. Thank you, Mr. Chairman.

Senator DANFORTH. Senator Chafee.

Senator CHAFEE. What would you specifically recommend that
we do, Ms. Keller, if you were sitting here?

Ms. KeLLER. | suspect that my concern as an analyst has always
been the lack of coordination among all of the regulatory agencies
that affect the auto industry.

I am certainly not suggesting that laws that have been promul-
gated with specific objectives, such as clear air and safety, should
be repealed or rescinded, but rather that future regulations per-
haps deal on a more coordinated basis, a more cooperative basis
with the industry as to what might be achieved, and what are the
cost penalties that might be incurred in achieving those -things.

{
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Certainly, I would not rule out the possibility of Government
support for those programs. Certainly, on a worldwide basis, it has
been done elsewhere. The Germans——

Senator CHAFEE. If I could interrupt a minute.

I don’t think there is supg:ort for more Government regulations
alf;fecting the automobile industry. We have been through most of
that.

Ms. KeLLER. | am referring mainly to pending legislation and
interpretation of existing regulation.

Senator CHAFEE. Are you talking particularly of the clean air
emission standards?

Ms. KeLLEr. The airbag, for example. Whether or not we need a
5-mile-per-hour bumper. Certain of the standards that might appl
to diesel engines. Certainly the heavy duty truck emission stand-
ards. These seem to be very, very specific, but it is in these areas
that the industry could be helped with some relief.

Senator CHAFEE. When you say: “helped with some relief”’, do
you mean not imposing them? In the last part of your previous
answer you indicated the Government could help. Do you mean in
a financial way?

Ms. KELLER. It certainly has been done. It is possible that that
might be an alternative, particularly for those companies that can
least afford it.

Senator CHAFEE. Could you be a bit more s‘;)ecific? Let's take
Ford as an example. What would you have us do?

Ms. KeLLER. The auto companies, I know, have submitted what
they call their “wish lists,” and they : re more familiar than I with
each of the individual regulations that are yet to be fulfilled and
the cost of those regulations. All I am suggesting is that their
expressions of concern be given perhaps a more charitable review
than they seem to have had.

Senator CHAFEE. A sympathetic hearing?

Ms. KELLER. Yes.

Senator CHAFEE. I think you will find that here. I look forward to
hearing what the auto companies suggest. Certainly, I for one
would find it unfortunate if there is only one surviving U.S. auto-
mobile manufacturer, namely, General Motors, which you indicat-
ed already has 65 percent of the U.S.-manufactured automobile
sales. Is that correct

Ms. KeLLER. Of the domestic car market, or approximately half

- of the total market.

Senator CHAFEE. But 65 percent of the domestically produced
automobiles are GM's? '

Ms. KELLER. Yes.

Senator CHAFEE. Thank you, Mr. Chairman.

Senator DANFORTH. Senator Wallop. '

Senator WaLLor. Thank you, Mr. Chairman.

Ms. Keller, let me begin by complimenting you on the clarity of
your statement, and your responses. It is rather refreshing to have
somebody fo directly to the question that has been asked, and try
to satisfy it.

In your remarks, you have said something to the effect that the
processes now in place in the industry worldwide must be allowed
to continue. You included the increasing use of foreign components.
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Can you expand upon that idea? How do you anticipate it work-
ing, and what will it do to other domestic American industry, such
as glass, plastic, upholstery, and paint?

Ms. KELLER. Let me look at some of the major components in the
automobile to give you some of the reasons as to why this shift is
occurring.

In the case of Ford, for example, Ford does not have the capital
resources, perhaps, or the time to develop a diesel engine of its
own. It has been forced to rely upon outside suppliers for its diesel
enfine production.

n a few years it g‘lans to import from Toyo Kogyo, and Ford
owns 25 percent of Toyo Kogyo, a substantial number of diesel
engines, 4-cylinder diesels, several hundred thousand conceivably a
year. At that same time, Ford has already negotiated to import
over 100,000 6-cylinder diesel engines frora BMW in Austria. .

That is one area where importation of products satisfies a compa-
ny’s inability to develop on a time scale the necessary technology of
their own, and a necessary productive capacity of their own.

Senator WaLLop. May I interrupt for just a second?

Is that inability capital related, or technology related?

Ms. KeLLER. It probably is, in this case, both. But certainly
capital for Ford is a major consideration. General Motors has
always had diesel engine technology in its Opel operation in Ger-
many, and so I think was a bit ahead on technology.

Ford has stressed the Proco engine, which you may have heard
of, as its response to the diesel engine. With the radical down
sizing that is going to take place in American automobiles, the
Proco engine does not appear to be the solution. So diesels appear
to be the more likely candidate, and Ford was going along the
wrong path. ‘

As another strategy, of course, there is a massive engine building
boom taking place in Mexico now. Our four North American com-
panies, and I am including Volkswagen in that, are all building
engine plants in Mexico. Clearly the Mexican auto industry cannot
absorb the productive capacity of four huge engine plants. Most of
that is going to be destined for the United States. '

Why is it being done there? There are trade restrictions in
Mexico that must be fulfilled. There is also the benefit of, I believe,
the $1 an hour labor in Mexico, which clearly is an incentive.

As far as some parts like shock absorbers, pumps, upholstery, as
you have mentioned, there is some out sourcing taking place. It is
not taking place on the grand scale that we see for the major
components, which tend to be very well reported in the press. But
there certainly is opportunity for Japanese manufacturers, for ex-
ample, or Taiwanese manufacturers to supply some of these parts
to the domestic auto industry. The domestic auto makers, because
of their own cost disadvantage relative to the Japanese, are in-
creasingly utilizing parts that are imported from Japan.

Our own parts manufacturing industry is also moving abroad.
We see more and more of the move out of the industrialized Mid-
west into the lower labor cost base in the South, and some Ameri-
can parts companies are moving into Latin America as well.

Senator WALLoP. Does that mean we will see the American parts
industry and the American automobile industry go the way of the
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American television industry? Ultimately, nothing is left for us to
do but consume, and how are we'going to earn money to pay for
the consumption? oo

Ms. KeLLER. I don’t think that I am suggesting that the Ameri-
can parts industry is going to be fully located in Taiwan or Japan,
or that we are going to be fully satisfied by parts sold to us by
foreign manufacturers. Oftentimes we are talking about the foreign
operations, the Mexican or Brazilian operations of Ford or GM. We
are talking about the Brazilian or Mexican operations of Bendix or
Eaton. So they are American companies. It is certainly beneficial
for them to maximize profits rather than lose business. We have
seen in the case of Ford that the earning power of foreign oper-
ations is extremely important in maintaining the viability and
financial health of a company.

I don’t look at it in the same context as you would. I look at it as
being something that is very rational and absolutely necessary for
these companies, and they are simply responding to the competi-
tive environment that is directing them.

Senator WaLLopP. Thank you.

Senator DANFORTH. Senator Matsunaga.

Senator MATSUNAGA. Thank you, Mr. Chairman.

On January 9, the Wall Street Journal carried an article which
reported that the Ford Motor Co. declared a dividend for the first
quarter of 1981 of 30 cents a share. As I understand it, this is the
third consecutive quarter in which Ford has not changed its divi-
dend rate. How do you view Ford’s dividend policy?

Ms. KeLLER. I think to a lot of people the payment of a dividend
when a company is going to lose $1.6 billion seems an anathema. I
would suggest that the company did cut its dividends substantially
in the last year. So, Ford’s shareholders have suffered in the proc-
ess.

The payment of a dividend is also a barometer, I think, for the
investment community. The total abolition of a dividend in this
case, which perhaps some have suggested would have been pru-
dent, may have frightened potential lenders to the company.

Ford is not about to follow the path of Chrysler. To have pro-
vided a dramatic signal, such as the abolition of a dividend, I think
would have suggested a financial distress far beyond what was
warranted. I think it is important to realize that in 1979 Ford did
pay its shareholders $3.90 cents a share. This year, the maximum
would be $1.20. |

I, for one, think that there is a growing possibility that in the
next quarter there might be a modest dividend cut, although I do
not see the elimination of the dividend.

Senator MATSUNAGA. One analyst, Mr. Healy, is quoted as saying
that the cut—I suppose he means a further cut—— .

Ms. KELLER. Yes. : _

Senator MATSUNAGA [continuing]. Any further cut would have
been politically helpful. If Ford shareholders are making sacrifices,
then Ford workers might also, he reasons. You don’t agree with
this reasoning? ‘

Ms. KeLLER. I guess, no, I don’t. I think that the shareholders
have been asked to make a huge sacrifice already.
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I think you have to understand how much money would have
been provided by a dividend cut relative to the amount of money
that Ford requires. Ford will spend $3.3 billion this e(irear. If they
had eliminated the dividend, they would have saved about $150
million, which is insignificant to the total.

For a company to at least be able to provide a signal to the
investment community that it is going to be here, and that it is a
credible borrower, I think that that is as important as the other
interpretation that he has chosen to give it.

Senator MATSUNAGA. In the last Congress, Ms. Keller, the Fi-
nance Committee of the Senate repo out a tax bill which re-
duced the long-term capital gains tax and corporate tax, and pro-
vided credits for research and development. The bill also increased
the minimum accumulated earnings credit, and expanded the in-
vestment credit for used property. Have you had a chance to
review the Finance Committee’s proposed tax cut program?

Ms. KELLER. Only in a very general way.

Senator MATSUNAGA. Do you feel that enactment of such a pro-
gram would help the domestic auto industry?

Ms. KELLER. Although, I agree with the principles, again, I would
highlight the difference among the automakers. Anything that did
not 'have a refunding J)rovision associated with it—to give a tax
credit for research and development, for example, that might be
laudible but, on the other hand, if you are losing money, a tax
credit really does not make much difference. )

I think the whole area of taxation with respect to capital forma-
tion, that is something that I would prefer to allow an economist
address, but it is certainly I think a critical issue that the country
has to address.

Senator MATSUNAGA. Thank you very much.

Senator DANFORTH. I would like to ask you several questions in
the 5 minutes allotted me. I would appreciate if you just hit the
highlights.

. KELLER. Yes.

Senator DANFORTH. There have been a number of proposals in
the past few months as to what we could do to help the automobile
industry. I would like you to comment briefly on each of them.

The first was in the bill that was before the Congress last Decem-
ber with respect to authorizing the President to negotiate volun-
tary restraints with the Japanese on imports.

Ms. KELLER. Again, I think I would go back to the comments that
I have already made. If you limit the imports to any meaningful
degree, I think that it will serve to boost the overall price of cars. I
don’t think that it could be demonstrated that it would result in
higher sales, or higher employment.

nator DANFORTH. You think that it would not be terribly help-
ful to the domestic industry? -

Ms. KeLLER. Certainly not at this point in time. The domestic
auto industry, as I have indicated, is in the process of increasing its
small-car capacity and should be there very quickly, certainly
wxliilllm the next year. We have small-car capacity in excess of 4
million.

I think a proposal such as that, if it is going to be really meaty
and really push back imports, would not serve the purposes that
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you really would seek. A proposal that would tie sales to market
share would allow volume to rise and fall, so that we would not
have market share expansion, perhaps would limit them in the
case of panic buying of small cars and might be more acceptable. If
we were going to have another energy crisis that would suddenly
collapse demand for all of our cars, or most of our cars, perhaps
that is a better way to do it.

In Britain, for example, the Japanese volume is tied to share as
opposed to specific volume. But I am opposed to import restriction.

nator DANFORTH. All right.

The second suggestion is tax incentives of one kind or another to
stimulate demand for domestic automobiles. I understand that you
proposed such a program last summer, a temporary rebate pro-
gram of some kind for purchases of domestic automobiles.

Ms. KeLLER. I think I simply mentioned that this has been aired.
I am not sure that I specifically agreed to it. I think that any -
program that gives a tax credit does not solve basic problems.
What it does, it uses up the inventory in the car dealers’ lots, and
therefore may not stimulate production. On the other hand, the
day after the program is complete, car sales just drop away.

nator DANFORTH. If we had an immediate emergency right
now, if the automobile industry were right now in an emergency
condition, and we had to get it through the emergency for 1, 2, or 3
years, or whatever length of time it would take, stimulating
demand would be a short-term fix, wouldn’t it?

Ms. KELLER. Short term, but probably, if you are going to have it
imposed for that long a period of time, you would only be reflecting
normal demand in any event. If I knew that a tax credit program
was going to be in effect for 2 years, and I needed to buy a car next
year, I certainly would not buy one today, simply with the knowl-
edgz that this program would allow me that latitude.

nator DANFORTH. A third idea in the general range of things
that could be done would be to, in effect, give the industry money,
that is a refundable tax credit or a change in the loss carryback.

Ms. KeLLER. I think either of those proposals deserve some fur-
ther consideration. Using a longer tax loss carryback would cer-
tainly be beneficial to Ford. The refundinleI provision on tax credits
would also help that company. General Motors could take advan-
ta%: of any tax proposals that would offer tax incentives, credits, et
cetera.

Senator DANFORTH. The fourth type of proposal would be to try
to lower interest rates for dealers, through SBA loans, for example.

Ms. KerLier. That would simply allow the dealer to perhaps
stock;l)(ile more cars in the lot. Basically, the dealer’s problem is one
of lack of volume, not necessarily the fact that he is paying such a
hi%vl}l, rate on the car.

at is a problem in and of itself, that his costs are high and he
cannot bar%ain with the buyer. To give him the ability to carry
more at a lower rate does not necessarily solve the fundamental
problem of how do you get sales going again.

Offering lower interest rates on consumer loans—in fact, interest
rates on consumer loans, even though they are up, have not really
been the major impediment to car sales. I think psychologically
interest rates cause people to shy away from consumer durable
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purchases, but in reality a $6,000 car loan over 4 years at 12
percent versus 16 percent adds about $7 dollars a month. It is not
that much. :

Senator DANFORTH. Senator Chafee.

Senator CHAFEE. Nothing further.

Senator DANFORTH. Senator Wallop.

go response.)
nator DANFORTH. Senator Matsunaga.

Senator MATSUNAGA. Do you agree with the decision of the Inter-
national Trade Commission relative to the damage done to the
domestic auto industry by foreign imports?

Ms. KeLLER. Yes, I basically do.

Senator MATSUNAGA. You do.

Ms. KELLER. Yes. .

Senator DANFORTH. Thank you, Ms. Keller.

Ms. KeLLERr. Thank you.

[The prepared statement of Ms. Keller follows:]

PREPARED STATEMENT OF MARYANN N. KELLER, FIRST VICE PRESIDENT, PAINE,
WeBBER, MITcHELL & HuTCHINS, INC.

The motor vehicle industry is cyclical and tends to move in tandem with changes
in the economic environment. Total sales were 8.97 million in 1980, 15.7 percent
below the 1979 level. The 1980 recession, which incorporated credit restrictions and
high interest rates, was the primary cause of the slump in vehicle demand. The
residual effects of the gasoline shortaie of 1979 and the run-up in energy prices that
occurred between late 1978 and March, 1980 resulted in a shift toward fuel-efficient
cars in general. Domestic automakers lacked sufficient capacity to respond to an
abrupt change in consumer buying habits which was a key factor in-the risin
market share of imported cars over the last two frears. Foreign netration reach
a high of 26.7 percent in 1980 compared with 21.9 percent in 1979. Market shares -
for importers fell in the summer and fall because of: (1) product shortages among
importers which have been resolved; (2) stabilization of gasoline prices which has
taken some of the i)ressure off of larger cars; and (8) price hikes by the Japanese
related to new small models by Chrysler amd Ford-in October, 1980.

Domestic auto sales and production declined 20.9 percent and 25.9 percent to 6.58
million and 5.90 million respectively from 1979. The greater absolute fall-off in
ggtpxlx!tw %aused by nearly a 400,000 unit reduction in dealer inventory since Decem- -

r, .

The truck side of the motor vehicle industry fared even worse particularly when
compared against its performance in 1977 and 1978. In the late seventies consumers
were encouraged by the cheap, plentiful gasoline to go on a truck buﬂt;g spree and
substitute light-weight trucks as gerson transportation. Their purchasing activity
increased truck sales between 1976 and 1978 by 66.6 percent compared with a 32
percent increase in car volume over that same period. The recession together with
the relative inefficiency of a truck to that of a car caused domestic volume to fall
28.5 percent to 2.49 milllion in 1980 and output to collapse 48.6 Tercent to 1.50
million as a result of inventory liquidation throughout the year. Total output of cars
and txl'gcsllxs in the United States amounted to only 7.40 million, the lowest level
since .. . r

A premature decline in interest rates in the late spring buoyed hopes of a fourth
quarter recovery in car sales, Throughout the summer months a slow but steady
increase in the seasonally adjusted sales rate seemed to support that contention,
Domestic small car capacity was increased by the launch of Escort/Lynx and

Reliant/Aries. However, volumefell far short of expectations and run-up it interest’
rates which raised fears among consumers of another downturn in ‘the economy.
High rates seem to have a psychologically depressing effect on sales since the actual
boost in the monthly payment due to higher rates is modest. Ford and Chrysler
responded to a rapid build-up in dealer inventory by instituting costly rebate pro-
grams tied to the prime rate. ' -

Meanli‘:fful recovery in car and truck sales probably will not occur until the
second half of 1981, Total sales are forecast at 9.6 million, of which 2.8 to 2.4 million
might ‘be imported. U.S. automakers should be better able to cope with another

“major-shift to small cars.after GM launches its J-car in April and Ford introduces a
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sporty version of Escort/Lynx somewhat earlier. In September GM and Ford will
both launch significant new small models which should raise the industry’s small
car capacity to about-4 million in 1980. Unless another energy crisis develops as a
result of the Iran/Iraq conflicts, the domestic industry should be able to recapture
some market share from imports. This year import penetration could drop to 24.5
percent, 2.2 percentage points below 1980.

Truck volume should also recover slowly with total retail sales rising about 6 to 7
percent to 2.65 million in 1981. Imports captured 19.5 percent of total 1980 truck
sales, though the genetration fell during the fourth quarter as the 25 percent tariff
raised prices. It does not appear that the tariff has shifted demand in favor of
domestic models since ﬁresent U.S. trucks are not comparable to Japanese makes.
Import penetration in the truck market should fall to 15 percent in 1981.

Lack of small cars and economic factors have been reponsible for low output and
losses in the domestic auto industry. The combined loss of Ford, GM, Chrysler and
American Motors probably amounted to more than $4 billion in 1980. Only General
Motors appears to have turned the corner and will report a profit of about $160
million in the October-December period. In 1981 General Motors should be profit-
able each quarter and for the full year, could earn as much as $1.4 billion. This
performance contrasts with continued losses at Chrysler, Ford and American Motors
totaling $1.1 to $1.8 billion. Ford’s North American loss should fall from 1980 but
the rel::esrségn in Europe has now dragged Ford operations in Britain and Germany
into the red.

The losses or, in GM’s case, modest profits, complicate the problem of fundin
record capital e()’(genditures. Projected spending will result in the launch of fuel-
efficient cars, modernizing plants to boost production efficiency and increase invest-
ment abroad to maintain or improve competitiveness in Europe or Latin America.

Critics of the auto industry have often cited the historic emphasis of automakers
on larger cars as the primary reason for their below normal performance in 1980.
Unlike European and Asian markets, the United States evolved in an environment
of cheap energy and large, luxurious cars were desirable and affordable. The Euro-
peans and Japanese were not prescient; their automobiles simply reflected high
gasoline taxes imposed to reduce oil imports. Consumers, according to these critics,
were telegraphing their desire for small cars to an unreceptive industry. It is too

to blame Detroit for its own ills and not entirely accurate. Following the oil
embargo of 1973 and 1974 car buyers quickly reve to large models following a
brief buying spree of small cars. Consumers were unconvinced that the domestic
energy situation had undergone a permanent change. Their doubts were confirmed
at the pump as gasoline prices remained constant through 1978. The Energy Policy
and Conservation Act of 1975 promulgated fuel economy standards to force the
industry to achieve certain objectives. On the other hand, that same legislation had
the effect of reducing the price of gasoline. '

Without the incentive of higher gasoline prices, im%lemented through taxation or
decontrol, car buyers went on a gas guzzling spree. Full-size cars and light-weight
trucks were virtually sold out whereas dealers were overstocked with small models,
including many imports. Automakers had to interpret government energy policx in
formulating long-term product strategy while, at the same time, fulfilling the CAFE
requirements. Between 1976 and 1978 virtually all larger cars had to be redesigned
in order to improve the fuel efficiency of the least efficient but best selling models.
During that period, expenditures to boost capacity in small cars seemed pointless in
view of the low level of capacity utilization of small cars. The inconsistency between
energy policy and fuel economy standards resulted in automakers wasting hundreds
of millions of dollars on products that were obsoleted by the second energy crisis in
1979, The shortages and doubling in gasoline prices prompted a second, and more
permanent shift, in buying habits in favor of small cars. All automakers comfort-
ably exceeded fuel economy standards last year. The market place demanded a
more efficient mix of automobiles than that legislated by the government.

The transition to fill this demand has been accelerated. Unfortunately the reces-
sion and unequal resources of each automaker have significantly altered the com-
petitive balance in the industry. Pr(:rosed remedies often overlook the differences
among the individual companies and the fact that measures to aid the industry
might further distort competition.

n the short run, there appears to be little that the government can do to improve
automotive sales, employment and earnings. Interest rates and underlying economic
trends will determine the health of the industry in 1981. Proposals to stimulate
buying by offering consumers tax credits on the purchase of a domestic car would be
extremely expensive in terms of lost tax revenues. Like rebates such incentives
would have the effeci of decreasing sales in the future by pulling demand forward.
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- Import restrictions might not boost domestic sales or production since there is
mounting evidence that foreign car demand is also weakening. Import restrictions
would also raise the general level of auto prices which would tend to depress total
sales. The auto pricing strategy jmglemented in September by Detroit which (1)
raised prices by a lan}e, but justifiable amount; (2) narrowed the dealers ability to
bargain by reducing discounts and (8) heaped the largest increases on the smallest
cars has also been a factor in the disappointing volume in the fourth quarter. The
panic buying of small cars. has subsided. Barring another energ?' shortage in 1981,
moderate gasoline price hikes should be absorbed by the public without further
significant changes in the model mix.

Over the long run, the government has a better chance of creating a more
favorable operating environment for the industry. A favorite theme during the
recent election campaign was over-regulation by the government. The auto indus-
try’s ability to respond to the marketplace has been progressively diminished as
personnel and financial resources were directed toward compliance with progres-

- gively more restrictive fuel economy, emissions and safety regulations. The modifica-
tion of pending regulations appears possible without foresaking clean air, fuel
- efficiency or safety. A reassessment of the need and timing of pending regulation
could possibly be the most beneficial means of helping the industry.

The cost of meeting various standards falls heaviest on the smallest, and, at the

. present time, least profitable automakers. Their more limited capital resources
could be redirected toward product development and J)roductivity. A new, more
understanding relationship with the government would- do much to improve the
financial community’s perception of the industry and possibly enhance its attrac-
tiveness as a borrower.

The industry has supported certain tax measures which would increase cash flow
and reduce the need for outside capital to fund expenditures. The most frequently
mentioned proposal, 10-5-3, would allow for faster depreciation but would reduce
amortization. Tax credits have been proposed for more rapid depreciation, amortiza-
tion of tools and research and developments, etc. Unfortunately, unless such propos-
als incorporate a refunding provision they are of no use to Ford, Chrysler and
-American Motors. General Motors, on the other hand, with its enormous expendi-
ture program and greater ability to finance, would stand to gain disproportionately.
- Over the long term, the industry faces serious financing problems as part of its
retooling Erogram. An allied issue is current and potential unemployment in the
industry. Employment in the automobile industry will decline as a result of produc-
tivity gains, simplification of vehicle design, out-sourcing of parts abroad and poten-
tially rising levels of captive. The government can approach these problems in the
context of national policy to encourage more productive investment or through
proposals aimed at solving the specific problems of the auto industry.

Senator DANFORTH. The next witness is Robert Hormats, Acting
U.S. Trade Representative. ‘ )

STATEMENT OF AMBASSADOR ROBERT HORMATS, ACTING US.
TRADE REPRESENTATIVE

Ambassador HormATs. Thank you, Mr. Chairman.

I believe the committee has the written version of my testimony.
In order to spare the committee the boredom of having me repeat
it in its entirety, let me just go over a few points that I consider to .
be xtx,xlost important to the discussion of the trade aspects of the auto
problem.

As the members of the subcommittee will aﬁpreciate, my testify-
ing today, only a few days before the end of this transition period,
is a somewhat unique experience. I am delighted to do so because I
believe I can be helpful in providing some degree of background
information based on my recent experience in dealing with auto
trade issues.

In fairness to both the present and incoming administrations,
however, I believe it aglpropriate to avoid making specific policy
recommendations. I would be pleased, however, in response to the
questions of the members of this committee to discuss technical
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considerations relating to options for dealing with the trade aspects
of the auto situation.

The problems of the auto industry, I think, are very clear to this
committee, and certainly have been outlined in the testimony just
provided, and will be doubtless discussed further in future testi-
mony. .

Likewise, the very severe problems that the difficulties of the
industry have caused for American labor will be discussed in great-
er detail in the statement of Mr. Fraser and Mr. Oswald, both of
- which I have had a chance to read before coming here.

- I will, then, move very quickly to the specific elements of the
trade problem, which we have dealt with over the last year or so.

I would say, first, that we obviously in the administration have
had an anguishing time dealing with this issue. The very difficult
unemployment problems, the very difficult problems that the in-
dustry as a whole faces have been acutely aware to all of us.

Early last year the administration addressed the question of
import restrictions. President Carter concluded that for economic
and energy reasons, because at the time there had not been re-
source to the appropriate provisions of U.S. law, he could not
support the use of import restrictions.

On a number of occasions, Ambassador Askew stressed before
this committee his view that major antitrust questions could be
raised if the U.S. obtained restraints without a positive finding by
the ITC under section 201. Subsequently there was a negative
finding by the ITC on the UAW and Ford petitions, and legislation
authorizing negotiations on restraints failed. ‘

The last event of last Kear was the letter from the Associate
Attorney General, Mr. Shenefield, in response to a letter from
Senator Levin which to a degree clarified the administration’s
position on the question of ne%otiating restraints.

In other areas of trade policy, the administration has pursued
two central objectives. One is seeking greater access to the Japa-
nese auto and auto parts market for U.S. firms. The second has
been encouraging economically viable investments in the United
States by the Japanese auto industry. I would like to report in
some detail on the results of both of those. :

We had a series of negotiations with the Japanese, culminating
in May 1980 with an agreement by Japan to eliminate tariffs on
most automotive parts, to liberalize Government automotive stand-
ards in order to help our auto producers gain greater access to the
Japanese market, and to sponsor two missions by Japanese compa-
nies to the United States—one to investigate parts purchases, and
the other to investigate the possibilities of investment in parts
- production, preferably through joint production and licensing.

These are by no account panaceas for the problems of the auto-
mobile industry. We know this. While they may help some compa-
nies more than others, we believe them to be important as an
overall dpart of a broader effort to deal with the problems of the
auto industry, because they do two things. )

One, they will permit American companies to, hopefully, gain a
greater share of the Japanese market and to profit from some
degree of Japanese investment in the United States. Two, they
eliminate the restrictions which have enabled, with some justifica-
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tion, Americans to criticize the Japanese as being unfair at a time
when the U.S. market is very open to Japanese cars and Japanese
parts. So they serve both an economic and, if you will, a political or
a fairness objective.

With respect to Japanese auto parts export, let me just discuss
briefly what has happened. There was a mission that took place in
September 1980. The Japanese companies came for a couple of
weeks. There has been, and I can report to the committee, if it
wants, some degree and I think a useful degree of followup to the
frpission in terms of contacts between U.S. firms and Japanese
irms. .

Very few contracts, in fact, have keen signed to date, but a
number are under investigation and negotiation, '‘and a number of
sample orders have been requested by Japanese firms from U.S.
manufacturers. Also a number of price quotations have been re-
quested of U.S. firms by Japanese companies. )

So we are looking forward to additional progress. We are going to
be monitoring this very carefully over the next several years. A
report is going to be issued in early February on the preliminary
results of this mission. This is being done by the Department of
Commerce and MITI.

On a recent visit to Japan, Under Secretary Hurstein of Com-
merce and I emphasized the great degree of importance we at-
tached to dramatic increases in Japanese purchases of U.S.-made
parts.

The parts industry, along with the actual auto producers, has
been badly harmed by recent economic events and the downturn in
the U.S. industry. It is our judgment that procuring more parts in
the United States, and dramatically increasing the U.S. exports of
parts to Japan, the parts industry can be helped somewhat. This,
again, as I said, is not a panacea, but can be helpful.

Perhaps more important in the near term is the after-parts
market for Japanese cars already in the United States. There is, as
we all know, an increasing number of Japanese cars in the United
States. Unfortunately, the firms that sell those parts do not certify
American-made parts for use as replacement parts for use when
the Japanese cars need repair.

This we estimate to be a potential $5 billion market over the
next several years, and we have urged Japanese companies to
enable American suppliers to be able to provide those parts. We
believe that this is particularly important. -

With respect to standards, Japan has agreed to improve 11 safety
and inspection standards. These standards were improved after a
long series of negotiations. We have been encouraged by the Japa-
nese’s willingness to do this. Some things have been particularly
helpful. For instance, acceptance of EPA test results, and some
improvements of other standard requirements.

However, I must say, in all candor, that there are still cases of
inconsistent and burdensome agplication of testing to U.S. autos.
We continue to work with the Japanese to follow this up, because
we believe that standards still are a distortion to trade. In the
interest of fairness, we expect the distortions to trade to be re-
moved as soon as possible.

14-141 O—8l——4
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With respect to investment, Honda and Nissan have both an-
nounced plans to produce vehicles in Ohio and Tennessee, respec-
tively. Toyota has-promised us a study on investment possibilities
by the end of the year. It has not arrived, but we are told that it
will be ready in February.

Discussions between Ford and Toyota, and Chrysler and Mitsubi-
shi are continuing. We are hopeful that these will achieve results
because we believe, as the previous witness indicated, that there is
potential in both areas for production which can be beneficial to
American companies, and to U.S. employment, and utilize current-
ly underutilized facilities.

‘We also, in particular with respect to parts investment, look
forward to licensing and joint production arrangements, in large
measure because these would both help American firms to more
quickly gear up to produce the new types of parts which are going
to be particularly important in the new generation of automobiles.

The more quickly American firms can gear up to supply this
domestic demand, and the international demand, the better it will
be for the overall U.S. industry, and the better we will be able to
prevent the movement of these parts purchasers offshore, which is
a major problem which I will address in the questioning,

One area that I must report negative progress is with respect to
the Japanese commodity tax. The Japanese.commodity tax is at a
15 percent level for cars with an engine displacement of less than
2,000 cc’s, and 20 percent for cars with larger engines.

We had tried to get the Japanese to come up with a unified tax,
or lower the tax levels to something that would be helpful. In fact,
the Japanese, after some toing and froing with us, did decide on an
increase in the commodity tax to 17.5 percent on cars with engine
gig&l)acements ‘smaller than 2,000 cc’s, and 22.5 on engines above

cc’s.

This is, to say the least, unhelpful, because it permits an increase
in taxes on the American cars which already are more expensive in
Japan, and it simply widens the differential between Japanese cars
and imported cars. Perhaps worse than that, it depresses demand
for cars in Japan by raising the tax, which encourages and, indeed,
in some cases, might force certain car producers to look even more
aggressively for foreign markets. On both counts, it was in my
Jjudgment a policy mistake by Japan, extremely unhelpful from our
point of view.

The last substantive item I might touch on is capacity. At the
Venice summit, this committee may recall, President Carter raised
the question of increases in Japanese capacity that were reported
in the newspaper. We were reassured that there were no increases
planned in the near term for export to the United States.

However, going over recent data, and particularly looking at the

very excellent report of the Department of Tran:gortation, there
are indications that the Japanese will increase production capacity
by 1983 by about 20 percent.

This raises major questions. Where will these cars go?

The Japanese domestic market is not exactly vigorous. The Euro-
peans are disinclined to take additional Japanese cars. In fact,
some countries are showinf signs of wanting to cut back. The
developing countries, not all but most of them, are served by as-
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sembly plants in those countries. It makes you wonder where those
cars are going to go. ‘

So we are particularly concerned, both about this capacity which
may, in fact, become overcapacity, and we are concerned about the
Europeans, particularly some European countries—two or three
that I could name—which egregiously protective devices, which
could force a diversion of the cars and, in fact, may well be forcing
diversion of the cars already onto the American market.

These are all major trade problems. I cannot report overwhelm-
ing success in any of these areas, altiiough I think some positive
steps have been taken. The committee has before it, in examining
the auto problem, a very serious problem because there are major
dilemmas here.

The question of the import restrictions, or not to restrict imports,
and the question of how far we go in providing tax and financial
benefits to one industry, even though it is the most important
industry in the United States in aggregate, are very major ques-
fions that involved both this industry and major precedential prob-
ems.

I am impressed by the degree of commitment of the United
States to building cars which American consumers want. I think
the industry has recognized that it has to produce a quality car
which is much more energy efficient than the past generation of
autos. I believe the industry is making major strides in trying to do
this. I am also impressed by the enormous difficulties the industry
confronts.

I very much look forward in this session, and perhaps in months
to come, in working with the committee in helping you to fashion
solutions to the problem.

Thank you, Mr. Chairman.

Senator DANFORTH. Thank you very much.

The United States has expressed concern to the Japanese about
the impact of Japanese imports. As I understand your testimony,
however, the trend has been more alarming rather than less—an
increase in Japanese capacity, a use of their commodity tax in a
way which would tend to reduce Japanese domestic purchases of
auhox:xtobiles, including their own, leaving more available for
export.

Also isn’t it a fact that the value of the yen has been artificially
depressed with the purpose of increasing exports.

Ambassador HORMATS. Yes.

I think it is a mixed record. I believe the Government of Japan,
with respect to tariffs and standards, and such things, has genuine-
ly made an effort to be helpful. On the other hand, I think that the
change in the commodity tax has been harmful.

With respect to the yen, I don’t think that they have artificially
depressed the yen. A number of things account for the depressed
yen, the ‘energy situation and a number of other things. The yen
seems to b strengthening somewhat vis-a-vis the dollar ay.

With respect to auto exports in general, there has been a very
slight decline in these last couple of months as opposed to the same
period last year. But overall there does not seem to be this re-
straint that the Japanese said they were asking their companies to
perform. If it is there, it is very hard to see. I really have not seen
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any changes in the Japanese car exports that cannot be accounted
for by the market forces.

In other words, I think that all along it was our judgment that
there was really no restraint. The implied decline in Japanese auto
exports to the United States would have occurred simply because of
market conditions in the United States, and not because of any
specific actions taken by Japanese firms. It is the conclusion of the
USTR. It is Charlie Schultze’s conclusion. it is the conclusion of
other economists who have looked at projected Japanese exports.

Senator DANFORTH. When the so-called Riegel amendment was
before the Senate last December, the argument made against it
was that it is contrary to the basic principle of free trade.

On the one hand, there are those who believe that the status of
free trade between the United States and Japan today is pretty
much of a one-way street. American markets are readily accessible:
to the Japanese. However, on the other hand, Japanese markets
are not readily accessible to the United States.

In Hobart Rowen’s column of 10 days ago, he states as follows:
“Robert Hormats, the highly respected Acting U.S. Trade Repre-
sentative, said recently he was one of those being turned off by the
Japanese tendency to figure out just how little they can do, and
then do only that.”

Could you comment on that?

A]mbassador HormaTts. Yes, I will be delighted. [General laugh-
ter.

I think that the problem has been that the Japanese negotiating
style and the American negotiating style differ, and the Japanese
approach to the world economy differs dramatically from the
American approach to world economy. Let me elaborate on the
first point. :

The Japanese operate with a system trying to develop a consen-
sus. They seemingly can only develop a consensus around what I
would call minimalist options. Instead of concluding that Japan
has more to gain from an open trading system than any other
country in the world, and more to lose if that system is closed, and
acting in a leadership capacity on the basis of that judgment, there
tends, in fact, to be a sense of how little can we do in order to
abate these pressures.

I believe that it occurs not just in the auto sector, but I can tell
you from the experience of excruciating tobacco negotiation, and
?tht%rs, it happens there, too. I think it is largely the result of two

actors: :

One: This consensus building process in Japan which leads them
to come to minimalist options. ,

Two: I don'’t think they fully appreciate the dramatic changes in
the role of Japan in the international economy, from a country,
insular and highly vulnerable, which it is, and a relatively small
economy 20 years ago, to an economy now which is the second
largest trading nation in the world. ) S

What Japan does has a major effect on the world economy,
particularly. because they tend to penetrate certain sectors very -
rapidly, because f)l;zy} are very competitive, and they are very good,
and they make good products. But I don’t think they fully appreci- °
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ate the degree to which the quality and the effort of their own
exporting tends to hurt other countries.

I think that as a result of both of those factors, they do not
sufficiently move upfront and say: “We are getting a good deal in
the American market. There are certain barriers in our market.
Let’s graciously open up, liberalize, do more.” I think if they were
to do that, they would dramatically improve both the economics of
trade, and the impression of them in the United States, which is
very bad.

Having gone out to Detroit and other places, where there are
people unemployed, the situation is much more tense there than I
certainly appreciated before I went there.

Senator DANFORTH. Senator Dole. .

... Senator DoLE. I have read your statement in which you indicate
that you prefer not to respond to any policy questions for rather
obvious reasons. Therefore, I have no questions. [General laught?r.]

Senator DANFORTH. Senator Chafee. -

Senator CHAFEE. Thank you, Mr. Chairman.

Mr. Hormats, first, you appeared optimistic in your testimony
that considerable improvement had taken place, and then you went
through a whole series of steps in which I cannot see that much
improvement has taken place.

Is that too harsh a judgment? In other words, has nothing really
taken place? They have taken some positive steps in the standards
area and they are going to followup. In the investment issue, I
imagine something substantial has taken place there.

I thought that you were cheered by what I thought to be slight
comfort, in that the commodity tax seems to be directed specifically
against American automobiles, and that it was increased by only
2.5 percent, rather than 5 percent. '

On the capacity issue, I must say that I was shocked. If the
capacity is going up by 20 percent, that is a whale of a leap, isn’t
it? In units, you go from 9.4 to 12 million units. That is a mam-
moth jump. :

Even though you found some cheer in your statement, I came
away more gloomy than when you started.

Ambassador HorMATS. Maybe you derived more cheer from it
than I meant. _

S]enator CHAFEE. No; I derived no cheer from it. [General laugh-
ter.

Ambassador HorMmAaTs. I think the most positive statement I
made was that some positive steps had been taken, and certainly
none with respect to the commodity tax, which I indicated was a
step in the wrong direction.

I am not cheered at all. As a matter of fact, I think the situation
with respect to the trade relationship with Japan has, as I said,
some positive steps, but much needs to be done. I am not sure, and
I cannot tell this committee that it is going to be done, or it is
being done. I am not optimistic in this area.

I would hope, for instance, that when we get the results of the
parts purchasing mission, that we will have some reason to believe
that there will be an increase in parts export from the United
States to Japan. But at present the figures are not good.
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There were less than $100 million worth of American parts ex-
ports in 1980 at a time when we are importing from Japan, depend-
ing on how you read the figures, well over $1 billion, perhaps $1.5
billion worth of parts. This is just one example. In my opinion,
gapan can dramatically increase parts exports from the United

tates.

Obviously it is a little too early to determine exactly what the
results of this mission will be, but my hope is that they will use
this mission as a beginning to make substantial parts purchases.
But I don’t want to leave this committee with the impression that
things are good. They are not.

Senator CHAFEE. I find that one of the most difficult points in
trying to sell or maintain our essential free-trade position in the
United States is the restrictive incumberances that Japan has. I
did not know that a tax on an automobile was a commodity tax,
but nonetheless there it is.

This whole series of steps that you outline here are impediments.
It seems to me that the Japanese, by maintaining these, are doing
themselves great potential harm.

Ambassador HorRMATS. I totally agree.

Senator CHAFEE. What would be the ramifications of efforts in
the U.S. Congress to restrict imports from Japan? What would

haKlp;]en?
bassador HormATs. How would the Japanese react; is that
your question? v . .

‘Senator CHAFEE. Yes; what do you see would be the consequences
of such action?

Ambassador HormATS. It is a little bit hard to say at this point. I
can tell you from discussions in Tokyo a couple of months ago that
the companies feel let off the hook by the negative 201 decision.
They feel that now that the ITC has determined that there is no
substantial cause of serious injury, or threat of injury, that they
are out of the woods, so to s‘peak. This is not the view of the
Government. This is the view of the companies.

I think, in part as a result of that thinking, that spirit, it would
be somewhat more difficult than otherwise would have been the
case for the Government to encourage the companies, to get the
companies to subscribe to some sort of export restraints. This is not
to say that the Government of Japan would not do it. But it just
underlines the difficulty that I believe it would have vis-a-vis its
own companies.

Second: I think the process of how the Congress were to go about
this would be particularly important. The Japanese may well, even
under a 201 finding, almost certainly under some sort of legislated
restraint, feel that they would be entitled to ask for substantial
compensation.

As you probably know, the GATT entitles a country, if it has
escape clause or 201 action taken against it, to obtain compensa-
tion or to take some sort of compensatory withdrawals of tariffs in
order to reduce an equivalent amount of trade.

So that one way or another, I think, the companies would prob-
ably, although not certainly, ask for a degree of compensation to
offset the loss of exports that would result from some sort of
restrictive action.
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Senator CHAFEE. You mention in your testimony highly protec-
tionist measures of some European nations in regards to auto-
mobiles coming into their country. How do they get away with it?
They are all signatories to GATT. -

Ambassador HORMATS. Yes.

Senator CHAFEE. What countries are you referring to? ‘

Ambassador HormaATs. Italy, France, and Britain are the three
that stand out in my mind, starting with Italy which limits Japa-
nese imports to 2,600 cars. This is what is known as grandfathered
into the GATT. It was there before the GATT, therefore they have
permission to keep this sort of restriction. It was there as a means
of retaliating against some Japanese restraints on Italian exports
that occurred years and years ago.

The French hold Japanese cars to roughly 3 percent of the
French market. This is done through some sort of voluntary re-
straint that is normally not exposed to the light of day.

The British have an agreement with the Japanese companies to
hold Japanese exports to, I believe, 11 or 12 percent, something like
that, of the British market. This is done, again, through a company
to company type of deal.

Senator CHAFEE. Has this had very serious ramifications on Brit-
ish trade with Japan, or French trade with Japan?

Ambassador HorMATS. Not that I am aware of. I think the
Japanese, in a way, seem to accept this, I am sure somewhat
grudgingly, but they tend to accept these things. I don’t know that
there have been any instances where the Japanese have taken
' retaliatory action against these measures. I may be wrong, but I
am not aware of any instances in which they have.

Senator CHAFEE. Thank you.

Thank you, Mr. Chairman.

Senator DANFORTH. Senator Matsunaga.

Senator MATSUNAGA. Thank you, Mr. Chairman.

Ambassador Hormats, your testimony has been confined to the
impact of Japanese imports on the domestic auto industry. Has the
domestic auto industry been affected by imports from other coun-
tries, particularly, from Germany?

Ambassador HormMATs. For the most part, imports as a share of
the small car market, most European exports of autos to the
United States have declined rather considerably.

Senator MATSUNAGA. I see.

Ambassador HorMATs. Japan is the most visible element of the
problem. But in following up the spirit of your question, there are
other practices of other countries which are problems not so much
in that they result in imports into the United States.

The previous witness referred to the question of increasing
amounts of offshore production, in part encouraged by particular
investment policies of other countries. Mexico is a case in point.

Mexicans have what they call an automotive decree. That auto-
motive decree in many ways compels American producers, both of
autos and of parts, to produce in Mexico in order to meet local
component requirements, and to meet export requirements.

That, while it is not the same type of problem as import penetra-
tion, it is nonetheless a major problem and a growing problem.
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Senator MATSUNAGA. What percentage of Volkswagen sold here
is manufactured in the United States?

Ambassador HorRMATs. I don’t know what percentage. I could
probably get that for you, Senator. I will say that a substantial
number of the Volkswagens are sold here, but I don’t know the
exact percentage. -

Senator MATSUNAGA. You are suggesting that we press Japan to
follow Volkswxgen and manufacture cars in the United States?

Ambassador HorMATS. I would not want to encourage uneconom-
ic unviable investment. That is a favor neither to us nor to Japan,
because if you have an unviable investment, it means that sooner
or later it is going to go out of business and displace a lot of
workers.

My judgment, however, is that there is plenty of room in this
market for the Japanese to invest. I think we have seen that
Honda and Nissan have taken this opportunity. The largest export-
er of Japanese cars to the United States is Toyota. It strikes me
that there are good possibilities, I would imagine, for Toyota to
invest here, too. They ultimately have to make the decision, but my
hope is that they will look at it very hard, and will make a positive
decision.

Senator MATSUNAGA. Are the Japanese automakers presently
looking into the prospect of establishing plants here?

Ambassador HORMATS. Yes; they have commissioned three firms,
the Moore Institute, SRI, and I think A. D. Little, if I am not
mistaken, to do studies on the possibilities of investing in the
American market. The fact that the studies were not completed in
December as planned is disappointing, but they will be completed
in February. Bn the basis of those, as well as other inputs, Toyota
will make a decision. ]

They are looking into it. From all the accounts we have had in
discussions with them, I believe they are seriously looking into it,
although I cannot prejudge the outcome.

Senator MATSUNAGA. Is the present administration opposed to
the imposition of import quotas on Japanese imports?

Ambassador HOoRMATS. The present administration has never tes-
tified in favor of those. The last testimony given by the administra-
tion was on the question of clarifying the Presidential authority to
negotiate quotas, but it never addressed that particular question.

nator MATSUNAGA. As I understand it, the European countries
have imposed restrictive quotas on Japanese imports; am I correct?

Ambassador HORMATS. Yes, sir, three of them do. They are done
in different ways, but they are restrictive nonetheless. :

Senator MATSUNAGA. What are the European countries doing,
that is, our friends over in Europe, to help us in our dilemma? Are
they receptive to increasing their imports—Ilifting their quotas on
Japanese imports? )

Ambassador HormATs. 1 think I would say that they were not
receptive, and I think that is putting it mildly. The general pres-
sures in Europe are to be more restrictive. An example, Belgium.
Belgium, in itself, does not have a car company, a Belgian car
company. They do have French assembl Yllants in Belgium.

I think it is fair to say that certain of the French producers may
be—I don’t want to cast any aspersions on them, but may be



53

encouraging the Belgians to be more restrictive. So the pressures
are going in the other direction of being more restrictive. (

We have informed the Europeans, and we have informed the
Japanese prior to what was called the summit meeting between the
Japanese and the European companies, that any hint of additional
restrictions by Europe or compliance in some sort of restrictive
device by the Japanese would just increase dramatically the pres-
fures in this country for restrictions because of the diversion prob-
em.

So far as we know, and you don’t always know what happens in
this area, but so far as we know, there is no additional restriction,
but the pressures are certainly in that direction.

Senator MATSUNAGA. One last quick question.

Is the auto industry in Europe in as bad a situation as we are?

Ambassador HormATs. Yes; they are. It differs from country to
country. If you go country by country, British Leyland is having
very difficult problems, and l))'ou are probably aware of those. In
other countries, there are problems in large measure because there
is an economic decline in most of Western Europe that is hurting
auto imports.

In most countries there is also a substantial increase in penetra-
tion from Japanese cars. They are in difficult trouble, and some are
worse than others. In general, I would say that the auto industry is
in weak shape in Europe, too.

Senator MATSUNAGA. Thank you, I have no further questions.

Senator DANFORTH. Mr. Ambassador, just one question.

When Ms. Keller testified, she drew a distinction between import
restrictions keyed to a market share, and import restrictions which
were in a fixed amount. Do you see a basis for such a differential?
Could restrictions on the basis of market share be worked out, if
we were to go that route?

Ambassador HormATs. The answer to the second part of the
question; I suspect you could find a device for doing it, although it
is not traditionally done that way. I don’t think that it is beyond
the ken of man to design something along those lines.

I would say, however, that in the immediate sense, it is probably
a distinction without a difference. As I understand the thinking
behind those who advocate restrictions, it would be to reduce the
Japanese share of the U.S. market. ‘

t strikes me that whether you put on an absolute number, or a
share of the market, the intention behind both, at least in the
near-term sense, is restrictive, and to reduce imports. Therefore, I
think that in an immediate sense, the economic impact would be
roughly the same.

The device by which you do it may be somewhat different, but
the economic impact, depending of course on the levels and the
percentages, would be pretty much the same.

Senator DaANFoORTH. Thank you.

[The prepared statement of Mr. Hormats follows:]

PREPARED STATEMENT OF AMBASSADOR ROBERT D. HorMATS, AcTING U.S. TRADE
REPRESENTATIVE ‘

I appreciate the opportunity to testify before this Subcommittee on the auto issue.
As the members of the Subcommittee will appreciate, my testifying only a few days
before the end of this transition period is a somewhat unique experience. However, I
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am pleased to do so because I believe I can be helpful to this Committee by
providing background information on the basis of my recent experience in dealing
with auto trade issues. In fairness to both the present and incoming Administra-
tions, I believe it appropriate to avoid making specific policy recommendations. 1
would be pleased, however, in response to your questions, to discuss -technical
considerations relating to options for dealing with the trade aspects of the auto
situation.
BACKGROUND

The U.S. auto industry is in serious trouble. Its problems bring with them the
human tragedy of massive unemployment (roughly 20 percent for the industry over
1980), which tends to be concentrated in certain regions.

The causes of the auto industri’s problems have been much debated in the
Congress and the Executive Branch as well as among the American people. The
dramatic increase in oil prices followed by an equally dramatic shift in consumer
demand from large, energy-inefficient cars to small, energy-efficient cars, the gener-
al economic downturn and high interest rates, along with intensified competition
fr%m imported cars, have all had, to varying degrees, an adverse effect on this
industry.

And the industry’s problems could not have occurred at a worse time. Just as it is
attempting to raise the capital needed to finance the investment required to build
the new generation of energy-efficient cars, it finds itself suffering large losses. This
raises major concerns about the ability of the industry to achieve the adjustments to
which it is committed.

Other witnesses will discuss, in considerable detail, domestic economic, financial,
and regulatory issues. I, therefore, do not wish to dwell on these except to say that
it is in these areas that the possibilities for fundamental improvements in the U.S.
auto industry exist. There is no substitute for improved productivity in the U.S.
industry and substantial strengthening of domestic demand.

TRADE ISSUES

Early last year, the Administration addressed the question of auto import restric-
tions. President Carter concluded that he could not support the use of import
restrictions because of their impact on inflation and oil consumption, and because at
the time there had not been recourse to the appropriate provisions of U.S. trade
law. Ambassador Askew stressed before this Committee his view that major anti-
trust questions could be raised if the United States obtained restraints without a
;l)\c:sitive finding by the International Trade Commission under Section 201 of the

ade Act of 1974. The negative finding by the ITC on the UAW and Ford petitions
and the failure of legislation authorizing negotiations of restraints occurred toward
the end of the fall. At the very end of the year, in response to a request from
Senator Levin, the Associate Attorney General clarified the Administration position
on the constraints affecting the ability of the President to negotiate with foreign
governments to restrain imports.

In areas other than those pertaining to import restraints, the Administration has

ursued two trade policy objectives to %omote long-term adjustment by the auto
industry: (1) seeking greater access by U.S. firms to the Japanese auto and auto

arts market, and (2) encourage economically viable investments in the United
tates by the Japanese auto industry.

As a result of a series of negotiations, the Japanese Government agreed in May
1980 to eliminate tariffs on most automotive parts, to liberalize government-set
automotive standards, and to sponsor missions by Japanese companies to the United
States to investigate the possibility of (1) increased purchases of U.S.-made auto
parts, and (2) investment in parts production in the United States—preferably
through licensing and joint ventures so as to take advantage of existing U.S. parts
capacity.

As I and others have told members of this Committee, none of these Policies is a
Egnacea for the U.S. auto industry or its workers. Some may be of only marginal

nefit. Others of somewhat greater help. However, taken together with domestic
measures in such areas as regulatory and tax policy, the trade objectives pursued by
the Administration can benefit the industry during this difficult transition period
and in the period beyond. We have also stated that efforts to open foreign markets
and encourage investment cannot bear fruit overnight, although progress in some
areas such as authorizing Japanese auto dealers to use American-made replacement
parts, could bring some quick benefits to certain firms.

Bearing this in mind, let me briefly summarize the results achieved to date and
the problems that remain.
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AUTO PARTS EXPORTS

The Japanese Government will submit to the Diet in February legislation to
eliminate tariffs on most auto parts by April. The list of {?rts that we presented to
Japan wsas drawn up after extensive consultation with U.S. parts manufacturers.
We attached great importance to these tariff eliminations because the U.S. parts
industry haz n severely damaged by recent developments in the auto sector.
Increased exports of parts can help that industrfy to earn the capital to retool in
order to meet both domestic and foreign demand for parts for the new generation of
cars,

For the same reason, we attached a high degree of importance to the Japanese
auto parts purchasing mission of September 1980. For two seeks, members of the
Japanese and U.S. automotive and parts industries discussed ibilities for in-
creased parts exports. The Japanese mission members stated that they were im-
pressed with the efforts and ability of U.S. parts firms to produce high quality parts
and to meet delivery schedules.

In 'keeping with the agreement reached between the United States and Japan at
the end of the auto parts mission, the U.S.-Japan Trade Facilitation Committee will
monitor the results of the mission over 2 years and is conducting an initial survey
of U.S. and Japanese firms which participated in the mission with the view toward
issuing the first follow-up report on the results of the mission in early February.
These surveys are being undertaken by the U.S. Department of Commerce and
Jas(a’:n’s Ministry of International Trade and Industry.

h Under Secretary of Commerce Herzstein and I, in a recent visit to Japan,
stressed the importance we attach to dramatic increases in Japanese purchases of
U.S.-made parts. So far, we have no evidence of any such increases. Commerce and
USTR intend to continue to monitor closely the follow-up to the parts purchasing
mission and the full results will be reported to the Congress. I believe that we can
reasonabliy, and appropriatel%', expect such exports in 1981 to be dramatically higher
than the 1980 figures. In 1982, we expect continued significant growth.

More sti-gniﬁcant in absolute value in the near term is much greater participation
by U.S. firms in the replacement dparts market for Japanese cars in the United
States. We estimate that this should be a $5 billion market over the next few years.
We believe that American firms should have the opportunity to fully participate in
it. We have, therefore, urged Japanese companies to authorize American-made parts
for use as replacement parts ll\?' U.S. dealers of Japanese cars. We look forwurd to a
report by the Japanese Auto Manufacturers Association for further ideas.

“STANDARDS

Japan has also agreed to improve 11 safety and inspection standards so as to
reduce their restrictive impact on imports. The testing of U.S. autos, and the
modification of design necessary to assure their compliance with Japanese stand-
ards, add significantly to the price the Japanese consumer pays for an American
car. We have been encouraged by the willingness of the Japanese to adjust a
number of inspection procedures (e.g., acceptance of EPA test results) and several
standards regirements; however, we continue to find cases of inconsistent and
burdensome application of testing and standards to U.S. autos.

Again, ngfan has taken a number of positive stejvs. But continued progress and
follow-up will be esgential. We respect the desire of Japan to protect the health and
safety of its citizens, just as we wish to do the same through our own regulations.
Nonetheless, the overzealous and overly bureaucratic application of this principle,
and the multitude of impediments which arise therefrom, are important distortions
of trad;l. In the interest of fairness, we expect such impediments to continue to be
removed.

Investment.—The Japanese Government has encouraged its companies to explore
possibilities for economically viable automotive investments in the United States.

To date, Honda and Nissan have announced plans to produce vehicles in Ohio and
Tennessee, respectively. Ground breaking for the Honda plant took lple\ce last
month. It will take ’F‘l‘ace for the Nissan plant this month. Both plants will be in full
operation by 1983. These are encouraging steps and will boost employment in these

reas

areas.
Toyota, the largest Japanese exporter to the U.S. market, informed us in May
1980 that it was commissioning studies by three Uprest' ious research firms on the
feasibility of investing in auto production in the United States. We were disappoint-
ed that the studies were not, as expected, completed by the end of 1980. We nave,
however just received word that they will be completed in February. Toyota has.
informed us that “it remains interested in establishing an economically viable auto
manufacturing capability in the United States if this can be accomplished.”
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We understand also that discussions continue between Ford and Toyota regarding
possible co-production of small vehicles in the United States. Similar discussions are
taking place between Chrysler and Nissan. While it has not felt it a;:gmpriate to
intervene in those negotiations, the U.S. Government has encouraged these efforts.
Both negotiations, if successful, can benefit the companies involved, increase U.S.
employment, and utilize currently under-utilized facilities.

'lgte Japanese Government has also sponsored a mission of Japanese firms inter-
ested in investment in auto parts production in the United States. I do not, at this
point, have any specific results to report. Our major objective has been to encourage
joint production or licensing which would help American parts-producers to more
quickly gear up to produce parts for the new generation of autos. This would
include newly produced Japanese cars produced in Japan, Japanese cars already on
the road in the United States, and possibly some U.S. cars.

Commodity tax.—One area in which negative p: has been made is on the
two-tiered commodity tax; which Japan applies to all cars. The commodity tax is 15
percent on cars with engine displacement less than 2,000 cc’s, and 20 percent on
cars with larger engines. Because American autos fall in the higher tax category,
there is a marked increase in the cost differential between U.S. and Japanese autos,
While the U.S. Government accepts that a country has a right to impose such a
differential tax as a tool of energy policy, we believe that engine size is not always
an indicator of energy efficiency. And, the arbitrary 2,000 cc break often penalizes
energy-efficient cars. )

Recently, the Japanese Government proposed to increase both categories by §
percent. The U.S. Government and the U.S. industry notified the Japanese that this
move would be viewed unfavorably because, while it affects both domestic and
foreign cars, foreign cars are generally more expensive than domestic cars. While
the percentage increase is the same, the absolute amount of the increase—which is
what the consumer cares about—will be greater for higher priced cars. Therefore,
the burden of the tax increase would fall heavily on the imported cars. In addition,
higher taxes would depress Japanese domestic demand for Japanese cars, which
would likely result in greater pressure on companies to export.

Subseequently, the Government of Japan announced that the commodity tax would
be increased on both categories by only 2.5 percent rather than § percent (i.e., to
11.6 percent on cars with engines smaller than 2,000 cc's and 22.5 percent on those
with engines above 2.000 cc's.) While somewhat better than the earlier pro,
change, the same problems of greater relative impact apply because of the differ-
ences in base value. Even if the tax rates were the same, the amount of tax
collected on the cars with larger engines would be greater because of the base
differential. By raising the rates, the situation is worsened.

The U.S. Government is on record in asserting that the commodity tax, as
presently structured, impairs our exports and does not achieve the aim of taxing
automobiles on a fuel-efficiency basis. In its recent commodity tax changes, Japan
missed an important opportunity to help reduce barriers to its market in the auto
sector. In fact, it worsened the situation. It would be most appropriate for Japan to
reconsider this action both to better accomplish its own domestic energy ends and to
remove yet another trade distortion.

Capacity.— At the Venice Summit, President Carter raised the question of report-
ed increases in Japanese production capacity. Subsequently, the United States was
given reassurance that in the near term capacity increases were not planned for the
export of cars to the United States. This was welcome.

But the general picture with respect to production capacity is disquieting. Accord-
ing to the Department ¢ Transportation, the Jaﬂfmese will increase production
capacity by approximately 20 percent by 1983. addition, the Department of
Transportation points out that with overtime and accelerated line s, Japanese
production, on an annualized basis, has the potential to reach 12 million units,
although current plant capacity is rated at only 9.4 million units.

One might legitimately ask where these cars will go. Europe is unlikely to take
greater numbers of Japanese cars, and, in fact, may cut back. Many of the develop-
ing country auto markets are supplied from assembly plants in those countries. And
the Japanese market is not growing vigorously. Clearly, careful watch will have to
be kept to ensure that the open American market is not seen by others as the outlet
for autos produced with excessively expanded plant capacity and is not harmed by
diversion from less open markets. This involves close scrutiny of Japan’s investment
gx"‘ospechs and efforts to ensure that the highly protectionist measures of some

ropean nations do not result in more cars entering the U.S. market.
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CONCLUSION

I hope that this brief summary of auto trade developments has proved helpful to
the Committee. As I said at the outset, I have intentionally avoided making, or
implying, specific policy recommendations. I am impressed by the degree of commit-
ment of the U.S. auto industry to building cars which American consumers want. I
am also impressed by the enormous difficulties they face in achieving this end. In
addressing these difticulties, and seeking appropriate ways to assist the industry
and its workers, this Committee has an enormously important task. I look forward
:g .work{,rlng with you in the coming months to help fashion a successful approach to

is problem. :

Senator DANFORTH. The next witness was to be Mr. Douglas
Fraser, president of the United Autoworkers. However, as the
morning paper indicates, he has been engaged literally around the
clo~} in negotiations. Therefore, he is represented today by Mr.
Steve Schlossberg.

STATEMENT OF STEPHEN 1. SCHLOSSBERG, DIRECTOR OF
GOVERNMENT AND PUBLIC AFFAIRS, UNITED AUTOMOBILE
WORKERS :

Mr. ScHLOSSBERG. Mr. Chairman, I am Stephen I. Schlossberg. I
am director of government and public affairs for the United Auto-
mobile, Aerospace, and Agricultural Implement Workers, common-
ly known as the UAW. I am accompanied by Dick Warden, UAW
legislative director. :

wish, first of all, Mr. Chairman, to thank you for these hear-
ings, and to give you the most sincere apologies of Douglas Fraser,
our president, who has, as you know, been in all-night negotiations,
and is still engaged under a deadline that time and affairs impose
on Chrysler and UAW with respect to the loan guarantees. He
would like to have been here. He asked me to convey his very deep
regrets to the committee for his absence.

r. Chairman, with geour indulgence, we would like to ask that
our entire statement entered into the record. I will try to
summarize that very briefly for the committee.

First of all, we say that this committee knows the importance of
the automobile industry to the economy of this country, and to this
country. Some 1 in 6 people, normally employed in t