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' In this article, the "Southeast' refers to the six states all or partially within 
the Sixth Federal Reserve District: Alabama, Florida Georgia, Louisiana, 
Mississippi and Tennessee 
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Southeastern Motor 
Vehicle Sales: 

On the Road 
Again 

Automobile sales have been growing rapidly in 
1983, climbing during the first seven months by 
14.4 percent over a year ago. Thafs an encourag-
ing rebound from 1982, when new motor vehicle 
sales in the Southeast and the nation slumped to 
their lowest level in almost two decades. The 
nation's sluggish economy, higher lending rates, 
and higher oil prices combined to depress the 
market for new cars. Domestic car sales in 1982 
lagged almost 40 percent below the high levels 
of 1978. At the same time, consumers continued 
to show strong preference for foreign models. 
Imported car and truck sales enlarged their 
shares of the U. S. market from only 15.3 and 3.6 
percent, respectively, in 1970 to 28 and 16 
percent in 1982. 

But it appears that the nation's automobile 
industry is finally shifting out of low gear. In the 
Southeast the new models introduced in the 
latter part of 1982 and early 1983 have lured 
crowds into showrooms and boosted dealers' 
optimism. Surprisingly, the recovery in the south-
eastern region's automobile markets has been 
largely attributable to consumers' increased de-
mand for full-sized cars and light trucks. 

The United States is currently far and away the 
world's largest market for motor vehicles, ac-
counting for 38 percent of the world's automobiles. 
The Southeast region, in turn, accounts for more 
than 14 percent of the nation's car market1 

Although the region's automobile buying trends 
have been determined largely by swings of the 

Auto sales, stalled in 
recent years, suddenly are 

off and running again— 
with full-size cars providing 

much of the momentum. 
What"s more, the Southeast 
is showing up as a bright 

spot in the industry's 
recovery. 
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national business cycle, market characteristics of 
some areas stand out in sharp contrast to the 
nation's overall trend. 

How special is the Southeast market? How has 
demand for new vehicles changed over the 
years? What do dealers in the region have to say 
about recent buying trends? What are the reasons 
behind the surge in full-sized cars, light trucks, 
and foreign car sales? And finally, how will 1983's 
auto sales recovery affect the region's economy? 

The Southeast s Automobile Market 
Motor vehicles in the region have enjoyed a 

sales recovery that has outpaced even the nation's 
sales growth during the first five months of 1983. 
Southerners registered 657,550 new cars and 
trucks from January through May, reflecting an 
increase of 1 3 percent from a year earlier and 2 
percent above the nation's comparable rise. 

But in 1982 new car registrations in the South-
east were the lowest in seven years (Chart 1). The 
region's motor vehicle market dropped 30 per-
cent in 1982 from the most recent peak in 1978. 
Three major economic factors depressed sales 
performance during 1982: (1) personal income 
growth decelerated, reflecting the weak economy; 
(2) potential buyers were clearly disturbed by 
economic uncertainties and rising unemploy-
ment which reached a postwar record high of 
10.7 percent in the third quarter of 1982; and(3) 
many consumers apparently could not afford the 
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Table 1. Automobile Loans at Southeastern Commercial Banks 
millions) 

Percent Change 
June 1979 March 1983 In Current® In 1979 Í 

(Amount Outstanding at the end of period) 

Alabama 1,252.5 961.8 -23.2 -43.6 

Florida 2,919.5 3,370.6 15.4 -15.2 

Georgia 1,632.9 1,970.2 20.6 -11.3 

Louisiana 1,079.4 1,088.3 0.8 -25.9 

Mississippi 833.6 731.7 -12.2 -35.5 

Tennessee 1,595.8 1,213.9 -23.9 -44.1 

Total Southeast 9,313.8 9,336.5 0.2 -26.3 

Source: Federal Reserve Bank of Atlanta 

higher costs. Interest rates charged by com-
mercial banks on new car loans stayed around 16 < 
percent throughout the year, and new car sticker 
prices advanced sharply from 1981. Conse-
quently the monthly payments for auto loans , 
soared beyond the reach of many buyers. 

Conversely, moderating credit terms proved 
to be a key to the recent turnaround. Recently, 
buyers found that more attractive financing deals 
were available in dealerships than in some banks | 
and other financial institutions. Promotional fi-
nancing offered by domestic car manufacturers 
effectively undercut the rates offered by most J 
commercial banks, normally the prime source of 
auto financing. Total auto loans at commercial 
banks actually declined since June 1979 after ^ 
they were adjusted to a comparable automobile t 
price index (see Table 1). Much of this decline | 
was a result of the weakened car market rather 
than the competition from nonbank financing, j 

But the news isn't all bad for the region's 
commercial banks. Some banks' loan portfolios 
are tied to prospering local foreign car dealerships. t 
Other banks that had entered loan participation 
agreements with auto manufacturers' finance 
companies (GMAC, for example) have experienced < 
growth in loan portfolios as demand for domestic-
made autos has revived. Despite the recent 
slowdown, southern bankers are optimistic about 
the future of the automobile credit market that at 
the end of 1982 totaled almost $9.5 billion, more I 
than one-tenth of the total outstanding or new 
loans of regional banks. * 

But before looking further into the statistics of 
the region's car market, lets examine the two 
sides of this market—consumers and dealers. 
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Chart 2. New Car Registrations in the Southeast 
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During the last decade, rapid population growth 
in most southeastern states has made the region 
a good market for automobiles. The region's 
potential car buyers, measured in terms of the 
number of people with valid driver's licenses, 
were estimated at 21 million at the end of 1982. 
The number grew at an annual rate of4.5 percent 
during the 1970-1982 period, almost two per-
centage points above the comparable national 
rate Much of the increase reflected new residents 
who have converged on cities such as Miami, 
Atlanta and New Orleans. These cities, in turn, 
have developed as the region's strongest car 
marketing spots. The number of cars and trucks 
in circulation was estimated at 23.1 million. 
Theoretically, each qualified driver in this region 
owned at least one vehicle during 1982, slightly 
above the nation's average car-ownership rate. 

Car dealerships traditionally have been among 
the retail operations most sensitive to changing 
business conditions. Rising interest rates, for 
example, often have a negative effect on car 
dealerships because of their direct impact on the 
cost of maintaining vehicle inventories, in addition 
to the negative impact on sales. In the Southeast 

the recent recession forced 11 6 new car dealer-
ships out of business in 1982 alone (see Box on 
the performance of car dealerships in the South-
east). In some areas of the region, dealership 
attrition rates exceeded the nation's average. 
The greatest number of dealers closed in states 
with significantly high unemployment and severely 
depressed business conditions. 

Car and Truck Sales Trends 
At the State Level 

Differing economic conditions from state to 
state and even from city to city have produced a 
variety of special market trends within the region. 
For example, auto sales peaked in 1977 in 
Alabama and in 1978 in Louisiana, Mississippi, 
and Tennessee, whereas in Florida and Georgia 
sales peaked in 1973 (see Chart 2). A major 
construction boom during the early 1970s in 
Georgia and Florida coincided with the peak in 
auto sales in those areas. The burst of oil activity 
in the Gulf States accounted for brisk car sales in 
the late 1970s. A look at sales patterns within 
individual states reveals other differences among 
states: 

Alabama During 1982, Alabamians bought 
101,000 cars and 39,000 trucks, a 44 percent 
drop from the peak levels registered in the state 
six years earlier (Table 2). The level of car sales in 
the state in 1982 was the lowest in 20 years, 
down 10 percent from 1981. Despite the de-
clining trend of earlier years, truck sales in the state 
rebounded in 1982 with an 11 percent jump 
from 1981. Both car and truck sales look brighter 
for 1983. During the first five months of 1983, 
registrations were up 15 percent from the year-
ago level. Alabama's car dealers report that full-
sized cars are likely to lead sales growth in both 
1983 and 1984. 

Florida During the recent recession, car and 
truck sales in Florida declined less dramatically 
than in the Southeast and the nation. In fact 
Florida's automobile sales in 1982 were down 
only 21.4 percent from 1973, when auto sales 
reached an all-time peak. Florida's car and truck 
sales have shown significant improvements during 
1983. Registrations during the January May period 
were 11 and 9 percent higher, respectively, than 
a year earlier. Dealers are confident of a strong 
sales turnaround in 1983 and 1984, based on the 
recent performance of domestic full-sized models 
and some foreign cars. 
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Dealership Count 
Dealerships 

as of 
1-1-83 
(units) 

Percent 
Attrition Rate 

81/82 82/83 

New Car Sales 

1981 1982 
($ millions) 

Percent 
Change 

Alabama 346 -3.6 -12.4 1,995 1,873 -6.1 

Florida 715 -1.5 -1.4 8,502 8,586 1.0 

Georgia 593 -1.6 -1.2 3,381 3,086 -8.7 

Louisiana 375 -3.1 -1.3 3,026 2,915 -3.7 

Mississippi 336 -3.1 -3.2 1,262 1,191 -5.6 

Tennessee 451 -6.7 -7.0 2,941 2,895 -1.6 

Southeast 2,816 -3.1 -4.0 21,107 20,546 -2.6 

United States 24,725 -3.4 -3.8 146,555 143,920 -1.8 

Auto Sales 
as Percent 

of Total 
Retail Sales 

13.1 
16.4 
1 2 . 6 

15.8 
13.3 
14.7 
14.3 
13.4 

Source: National Automobile Dealers Association, Industry Analysis Department. 

DEALER SURVEY 

The wheels of the nation's auto industry are really 
turned by what happens inside dealers' showrooms In 
fact, nothing moves in the industry until a new deal is 
struck and a new order is placed to rebuild inventory. 
But buying decisions and inventory levels are highly 
dependent on business conditions and market strength 
for individual cars In recent years, for example, the 
sputtering national economy discouraged consumers 
and car sales dropped dramatically. Automobile dealer-
ships throughout the country suffered one of the worst 
crises in years from high interest rates and deteriorating 
economic conditions. Fortunately dealership traffic and 
sales have recently begun to revive as sales incentives 
and improved consumers' attitudes brightened the car 
market. 

Auto dealerships throughout the region were surveyed 
to obtain current dealer perspectives on the following: 

1) recent sales performance; 
2) important new market developments; and 
3) sales outlook for 1983-1984. 

Southeastern 1 9 8 2 car sales down; more dealers 
out In 1982, car dealerships in the Southeast declined 
4 percent from the year before. The attrition rate was 
particularly high in Alabama and Tennessee. In addition, 
the region's total auto sales in dollars declined faster 
than the nation's because of large drops in Georgia and 
Alabama Areas with depressed business conditions in 
particular, reported that consumers' lack of confidence 
about their future earning power was a major contributor 
to weak auto sales This was especially true in Alabama 
and in some rural counties in Georgia, where unemploy-
ment soared during 1981-1982. A spokesman for 
Georgia's automobile dealers stated that in some rural 
areas of the state—south Georgia counties in partic-
ular—the dealership attrition was unusually grave, re-
sulting in significant losses to local business communities 

However, most dealerships managed to stay afloat, 
thanks to strong sales of used cars, parts, service, and 

repairs To battle the weakened economic conditions 
car manufacturers provided dealers with several sales 
incentives packages designed to make new models 
more attractive to buyers According to dealers in the 
region, below-market rates of financing turned out to be 
the most attractive sales incentive. Dealers credited the 
bargain financing rates at times nearly 4 points below 
conventional bank lending rates for much of the improved 
showroom traffic and sales during 1982. 

New market developments: Full-sized models' 
sales booming Despite the sluggish economy, sales 
of full-sized and luxury models held steady during 1982 
and have surged so far this year as the economy gained 
strength. These models have been the prime beneficiaries 
of consumer rebates and low financing deals Full-sized 
automobiles which usually carry the highest profit 
margins are credited with having saved many dealer-
ships during 1982. 

Large cars are now accounting for a higher portion of 
the region's car market—dealers estimate as much as 
25 to 30 percent, up from 15 to 16 percent in 1980-
1981. Dealers agree that large and luxury models were 
the only units showing substantial improvements from a 
year earlier during the first part of 1983. However, the 
demand for foreign-made vehicles, particularly Japa-
nese-made, has also continued strong Gasoline prices 
undoubtedly will determine the future size of cars sold 

The Sales Outlook Southeastern car dealers believe 
the sales outlook in the region is quite promising. They 
feel large and luxury car sales are likely to lead much of 
the sales growth during 1983-1984. Dealers believe 
there is a pent-up demand in this region that is awaiting 
the appropriate time to be satisfied Demand will be 
augmented by an above-average population growth 
rate in the Southeast as well as the relatively large 
number of licensed drivers under40 years old. Dealers 
believe that drivers within the 29-40 age bracket will be 
the dominant force in the future automobile market in 
the region. 
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Table 2. New Motor Vehicle Registrations 
(in thousands of units) 

Change in 1982 Registrationsfrom the 
Peak of the most recent 10-year period Registrations during January-May 

Percent Change 
from 

1982 Registrations Cars Trucks January-May 
(in thousands) Percent Percent 1983 1982 
Cars Trucks Year Change Year Change Cars Trucks Cars Trucks 

Alabama 101 39 1977 -43.6 1978 -44.3 47.0 18.5 15.4 13.2 
Florida 466 117 1973 -21.4 1973 -14.6 215.1 54.6 11.0 9.3 
Georgia 163 58 1973 -42.0 1973 -33.3 81.8 29.8 33.4 39.4 
Louisiana 142 71 1978 -24.9 1978 -16.5 58.5 28.5 -3.3 -10.4 
Mississippi 57 29 1978 -44.7 1978 -44.2 26.8 13.7 19.5 13.3 
Tennessee 131 47 1978 -41.3 1978 -48.9 61.0 22.2 14.4 18.4 
Total 1,060 361 1973 -30.5 1978 -30.3 490.3 167.3 13.5 11.3 
U. S. Total 7,754 2,430 1973 -31.7 1978 -38.7 3,390.1 1,090.0 10.8 11.3 

Source: R L Polk Company and Motor Vehicle Manufacturers Association Facts and Figures '82 and Earlier Years. 

Georgia Motor vehicle sales in Georgia were 
unusually depressed in 1982. Car sales were 
down 42 percent from the peak in 1973, reaching 
the lowest level in 19 years. Sales in rural areas 
were particularly hard hit as some localities were 
hurt not only by the recession but by an unusually 
troubled agricultural sector. Truck sales were 33 
percent below the peak of 1973 but grew by 3.6 
percent over 1981 's level. 

The outlook for car and truck sales in 1983 and 
1984 is more promising. Georgia's car and truck 
registrations increased dramatically in the first 
five months of 1983. The respective 33 and 39 
percent increases in registrations from a year 
earlier reflect, by and large, the performance of 
the Atlanta car market Large-sized models as 
well as imported subcompacts and trucks are 
leading much of the state's 1983 sales growth. 

Louisiana. The best year for motor vehicle sales 
in Louisiana was 1978, when the state registered 
189,000 new cars and 85,000 new trucks. In 
1982, however, the state's new car registrations 
dropped 25 percent from 1978's level, while 
new truck sales fell nearly 17 percent Louisiana's 
1982 sales slump was, in fact less severe than the 
nation's and the region's declines. Louisiana's 
1983 sales have been hampered by severe 

flooding and the continuing recession in the oil 
industry in the Gulf Coast area New motor vehicle 
registrations during the January-May period 
dropped almost 6 percent from the comparable 
period in 1982. Despite recent adverse circum-
stances, however, the dealers' outlook for the 
1983-84 period is promising; they predict that 
full-sized and subcompact models will lead much 
of the upcoming sales growth. 

Mississippi Mississippians bought 45 percent 
fewer cars and trucks in 1982 than during the 
peak year of sales in 1978. Serious problems in 
the state's economy, battered by high unemploy-
ment and weak economic growth, were clearly 
reflected in motor vehicle sales. Truck sales in 
1982 plunged 11 percent from 1981. In early 
1983, the state's motor vehicle market improved 
moderately. Through May, Mississippi's car and 
truck registrations were 19 and 13 percent higher, 
respectively, than a year ago. 

Tennessee. Last year, 41 percent fewer new 
cars were registered in Tennessee than during 
the state's best sales year in 1978. In 1981 and 
1982 consecutively, car sales in the state dropped 
to their lowest levels in 18 years. Truck sales in 
1982 were down nearly 49 percent from 1978 
levels, the largest percentage decline of any 
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state in the region. However, the new truck 
markets showed improvement from 1981 to 
1982, thankstotheincreasingdemand forlight 
economy trucks. New motor vehicle registrations 
are rising rapidly during 1983. Year-to-date car 
and truck registrations through May were up 
15 percent from a year ago. 

Is the Consumer Switching 
Back to Full-Sized Models? 

According to the U. S. Department of Commerce, 
public preference for smaller cars has cooled 
from the steady growth pattern of recent years.2 

Increased gasoline prices in the late 1970s and 
availability of fuel-efficient vehicles—both do-
mestic and foreign—weakened the demand in 
the Southeast for full-sized and intermediate 
models. Prior to 1982, sales of those larger 
models had plummeted while small car sales 
grew. In 1982, however, the full-sized group out-
sold all other models. In contrast sales of com-
pact cars (both domestic and foreign-made) 
dipped, although they continued to account for 
fully half of the region's total auto sales. 

The nation's car industry radically altered the 
capacity of passenger car engines in its move to 
smaller, fuel-efficient vehicles. For the model 
year 1981, for example, eight-cylinder engines 
accounted for only 22 percent of the engines 
installed in new cars, down from approximately 
76 percent four years previously. In contrast, 
four-cylinder engines were installed in about 38 
percent of the industry's new vehicles, up from 
only 6 percent in 1977.3The extensive retooling 
and restructuring of automobile factories required 
to produce small cars is now almost complete. 
The huge expenses involved in these changes 
took a heavy toll on manufacturers' earnings. 
Thus, it is unlikely that the industry will again 
revert to producing mostly full-sized autos. An 
increasing number of the new vehicles designed 
by Detroit will be relatively lighter front-wheel 
drive (FWD) cars. F W D cars, featuring a lighter 
engine and drive train—which maximize the 
car's fuel efficiency—continue to be the industry's 
hope to deter the growing competition from 
overseas. 

Full-sized models, of course, will not be excluded 
totally from industry drawing boards. These heavier 

2U. & Department of Commerce, Bureau of Economic Analysis, Survey of 
Current Business, October 1982. 

3 Motor Vehicle Manufacturers Asssociation, Facts and Figures'82, pp. 18 
and 38. 

cars also have benefited from engineering ad-
vances that have improved gas mileage signifi-
cantly. Recently, one of the Chevrolet division's 
large models delivered 31 mpg at a steady 55 
mph test drive, thanks to devices such as fuel 
injection, a computer-controlled engine, and a 
four-speed automatic transmission with overdrive 
gearing.4 

Full-sized models traditionally have sold quite 
well in the Southeast Southerners' recent de-
mand for full-sized and intermediate vehicles 
reportedly has exceeded the comparable de-
mand for large cars at the national level. In 
addition, dealers in the Southeast reported sub-
stantial sales gains for the large and luxury 
models and a weakened demand for subcompact [ 
models in 1982. 

Dealers indicated that auto markets were boosted, 
particularly for larger cars, when manufacturers 
introduced sales incentive programs such as 
cash rebates and below-market finance rates. 
Affluent consumers discovered that 1982 and 
1983 were good years for buying larger cars. In 
addition to rebates and subsidized financing, 
lower gasoline prices and an approximate 15 * 
percent cut in the marginal tax rate during those j 
years also have stimulated demand for larger 
automobiles. ) 

The incentives apparently were less success- \ 
ful at stimulating sales in other categories. Most '' 
reports indicated that sales of other models { ' 
generally fluctuated from "same as" to "worse j 
than" performance in previous years. 

The divergence of sales is dramatized by the j 
southern region of Ford Motor Company's Lincoln- < j 
Mercury Division. That division reported that its „ , 
large car sales have surged dramatically in recent 
months, following a year in which sales of large * 
models such as the Lincoln Mark VI, Continental, 
and Mercury Grand Marquis rose34 percent Yet 
Lincoln-Mercury's small car sales were down 20 
percent in 1982. 

Sales of domestic-made subcompacts, how- -
ever, face a challenge from the growing market 
penetration of high-quality, relatively low-priced 
Japanese cars. Sales of imported cars currently <* 
amount to nearly 50 percent of the total volume 
of subcompacts. Four-fifths of that volume origi-
nates in Japan. In the future, the U. S. automobile 
industry will face much greater challenges as the 
car market gradually converges into a more 

"Consumer Reports, April 1983, p 191. 
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Table 3. The Number of Autos in Circulation 
for Each New Car Purchased1 

Percent 
Change 

1970 1973 1977 1981 1982 1970-82 
Alabama 13.9 10.7 11.2 19.1 22.2 59.7 
Florida 10.2 7.6 10.7 12.6 14.1 38.2 
Georgia 11.0 9.0 10.9 15.2 18.2 65.4 
Louisiana 11.2 9.2 9.6 12.4 14.0 25.0 
Mississippi 13.6 10.2 11.4 19.8 21.0 54.4 
Tennessee 11.8 9.1 11.8 18.8 22.2 88.1 
Southeastern States 11.3 8.8 10.8 14.8 17.0 50.4 
United States 10.6 9.0 10.5 14.7 16.1 51.9 

'These ratios reflect the total number of cars registered, and thought to be in 
circulation, divided by total new cars registered each calendar year. 

Source: R. L Polk S Company and Motor Vehicle Manufacturers Association 
Facts and Figures 1983 and Earlier Years. 

Chart 3. Average Annual Consumer Price Indexes 
for New and Used Cars (1970-1983) 

Source: Bureau of Labor Statistics 

homogeneous product The downsizing trend of 
new domestic-made models, for example, coin-
cides with Japanese manufacturers' attempts to 
size-up new design models to bid for other 
segments of the U. S. car market Future com-
petition more than ever will be based on factors 
such as cost quality, and vehicle performance. 

Used Car Market 
While the new car market suffered from the 

effects of a weaker economy, used car sales 
flourished, particularly during 1982. The nation's 
used car market, which is estimated to be about 
twice the size of the new car market in vehicles 
sold, performed well during the recession even 
though the typical used car sold in 1982 had 
logged higher mileage than in previous years.5 

It was the 40 percent drop in new car volume 
in 1982 that fueled much of the sales activity for 
used cars. Slow new car sales usually mean a low 
volume of tradains. Dealers are then forced to 
purchase additional used cars to balance their 
inventory; and prices rise as a result of additional 
bidding at wholesale auctions scattered through-
out the country. 

Used cars were an especially hot sale item in 
the Southeast during 1982. Taxable sales reported 
by revenue departments in Georgia and Tennessee 
indicated that used car dealerships outperformed 

Hertz Corporation's annual survey of auto expense estimates reported 
that the typical used car sold in 1982 had about 15,000 more miles than 
corresponding units three years ago. 

dealerships that specialized in new cars. Used 
car sales in these states increased an average of 
11 percent in 1981-1982, while new car sales 
rose by only 6 percent Because motorists are 
keeping cars longer, the nation's average vehicle 
age moved up from six years in 1 977 to about 
seven years in 1982. Increased attention to 
proper care and maintenance is likely to further 
lengthen automobile life. Areas of the Southeast 
hardest hit by the economic slowdown show a 
relative increase in the number of older cars on 
the roadways. 

For each new car registered in the region in 
1982, there were 17 cars in circulation compared to 
a ratio of 11.3 cars in 1970 (see Table 3). The 
ratios of old to new cars were much higher in 
Alabama, Mississippi, and Tennessee, where the 
average car age far exceeded both the region's 
and the nation's comparable ages. In Georgia, 
cars in circulation per new car registered increased 
by a whopping 65 percent from 1970 to 1982. 

Prices of late model used cars have risen with 
the accumulation of older models still in service. 
According to the Bureau of Labor Statistics, used 
car prices during the 1979-1982 period rose 2V2 
times faster than new car prices (see Chart 3). In 
1982, the nation's average used car price jumped 
15.3 percent from 1981, whereas the corre-
sponding rise for new cars was only 3.9 percent6 

6Unlike the used car index, the new car index often is adjusted downward 
for quality reasons These adjustments, however, narrow the gap between 
new and used car price trends only slightly. 
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However, as new car sales revived duringthe first 
months of 1983, used car prices began to steady. 
The growth in receipts from taxable sales at new 
car dealerships recently has also matched the 
sales growth of dealerships handling used cars. 

As in the new car market, full-sized models 
dominate used car sales in the Southeast Factors 
such as the automobile's role as a status symbol, 
the region's larger family size compared to the 
nation, the desire for a more powerful and 
comfortable car for long-distance commuting, 
and large cars' superior crash protection have 
made this size more appealing to southerners. 
According to a large used car wholesaler in 
Atlanta most full-sized models, excluding those 
with diesel engines, are selling extremely well. 
He expects this trend to continue as long as 
gasoline prices remain low. In contrast sales of 
smaller models are weak, particularly for domestic 
cars, although the movement of small sporty 
models recently has picked up some steam. 

The future of the used car market also will 
depend also on how fast aging cars are replaced 
or scrapped. Factors such as real incomes of 
middle-class people, gasoline prices, the cost of 
service and repairs, and the pace of new car sales 
will influence market trends. Within the region 
and in some hard-pressed areas in particular, 
used car sales will continue to be important as 
long as the cost of new car ownership keeps 
rising faster than income levels. 

Truck Sales in 1982: Small is Beautiful 
The rebound in light truck sales has been one 

of the few pleasant surprises in the nation's 
motor vehicle industry. The enthusiastic ac-
ceptance of the domestic industry's new com-
pact pickups is the primary reason for the strong 
performance. 

The sales increase of 13.6 percent for all truck 
models in 1982 lifted dealer profits and compen-
sated for losses in other sale units. The sale of 
domestically produced light trucks went up 53.7 
percent in 1982 from the previous year's level.7 

Foreign-made trucks, which accounted for 88 
percent of the compact pickup category in 1981, 
ended up 1982 with only 53 percent of the 
market 

In the Southeast the turnaround in truck sales 
began late in 1982. Some district sales offices 

'Automotive News January 17, 1983. 

reported that compact pickups were clearly their 
leading sales unit during 1982. The increase in 
truck sales in the region even outpaced the 
nation's rise. The Atlanta sales district area, which 
encompasses most of Georgia and Alabama and 
parts of Tennessee and North Carolina was one 
of the strong markets in the region. According to 
a regional spokesman with Ford Motor Company, 
buyers in this part of the country now view light 
trucks as excellent utility units and as a second 
family vehicle. 

Renewed interest in dual or multipurpose 
vehicles also has stimulated the market for vans, 
classified by the industry within thetruck market 
The decline in gasoline prices and the availability 
of a new fleet of well-equipped domestic vans 
have made this vehicle another hot selling item. 

The truck market's attractiveness has inspired 
some foreign manufacturers to design new strat-
egies to compete with domestic producers for a 
greater share of the U. S. market Nissan Motor 
Company of Japan, for example, has built a new 
truck plant in Smyrna, Tennessee, that just began 
production in June. When the Smyrna plant 
reaches full production, it will employ 2,100 
workers. The plant has made Smyrna the state's 
fastest-growing town. 

Future light truck sales will be stimulated by 
the improved national economy and the fact that 
trucks are gaining public acceptance. Future 
sales, however, are dependent on favorable 
financing rates, a factor that has proven to be a 
major determinant of truck sales volume. 

Southeastern Demand for Imports 
On the Rise 

The Southeast has witnessed a deep penetration 
by foreign cars into domestic markets in recent 
years. Besides being one of the nation's fastest-
growing automobile markets, the region has also 
become an important international distribution 
center. Imported cars have virtually flooded into 
the Port of Jacksonville, now the nation's largest 
car import center. Officials report that cars repre-
sent about 60 percent of the Florida ports total 
import tonnage and are responsible for about 
6,000 jobs.8 

In 1982, weak consumer spending and Japan's 
voluntary import agreement caused foreign car sales 
in the Southeast to drop from a year earlier. 

"Jacksonville Port Authority, Annual Report for Fiscal Year 1982. 

5 6 SEPTEMBER 1983, E C O N O M I C REVIEW 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

September 1983



Chart 4 . Foreign Car Dealerships 
in the Southeast 
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However, the import share remained high in 
most states of the region. In Georgia and Florida, 
two of the best automobile markets, imports 
accounted for a larger share than they did in the 
nation. Several foreign car dealerships reported 
that they have problems obtaining an adequate 
supply of cars. In Florida, for example, some 
dealers have complained that they can't get 
enough additional vehicles allocated to them 
each year. These dealers consider annual 
supply increases of 10 percent too small for 
adequate service to a market that has shown 
tremendous growth. 

A bright outlook for import sales in the region 
produced a dramatic increase in the number of 
foreign car dealerships from 1970 to 1982 (see 
Chart 4). Total foreign car dealerships in the 
region increased 64 percent from the 1970 
count, with Japanese models leading much of 
that growth. Dealers for Japanese autos increased 
from236 in 1970 to613 in 1982. Currently, more 
than one third of the region's total foreign car 
dealers handle Japanese models exclusively. That 
portion would be even higher if domestically-
sponsored import outlets such as Chrysler-Mitsu-
bishi were included. 

Most experts agree that cost differentials and 
quality remain Japan's clearest advantages, even 
though American manufacturers have improved 
quality substantially. Many consumers also feel 
that American-made cars offer superior safety 
features. Costs for Japanese cars at port-side in 
the United States recently were estimated to be 

26.8 percent lower than comparable U.S. models9 

These important cost advantages are not based 
solely on Japan's lower wage structure; they also 
reflect a highly efficient managerial system and 
technological advances in automated manu-
facturing. 

The large and growing penetration of Japanese 
cars into U. S. markets has stimulated pressures 
from labor organizations and the U. S. auto 
industry to limit shipments. In April 1981, Japan 
agreed to limit shipments of cars to the U. S. to 
1.68 million per year. This agreement has slowed 
the flow of new units into the Port of Jacksonville. 
However, the leading Japanese manufacturers 
have expanded their product lines to include 
more expensive luxury and sport models, which 
yield higher per unit profits. The increase in these 
higher-priced models has kept many Japanese 
car dealerships profitable while some other foreign-
car dealers were closing due to poor sales. These 
new models are competing with domestic full-
sized and luxury vehicles, and have triggered 
new competition in the sports car market 

The Outlook for Motor Vehicle Sales 
Improved economic conditions and lowergas-

oline prices have brightened the short-term out-
look for motor vehicle sales. A recent auto 
industry forecast predicted that nearly nine million 
cars will be sold in the nation in 1983 and over l 0 
million in 1984.10 These projections represent 
sales gains of approximately 12 and 14 percent 
respectively, from previous yeaKs levels. Sales 
through July indicate that this year's projections 
should be met easily. However, the auto industry 
will still be a long way from full recovery and far 
below the peak sales levels achieved in 1973 
and 1978. The domestic industry can take some 
comfort in the fact that the additional one million 
cars projected to be sold in 1983 will come 
largely from American manufacturers. With Japan 
still restricted to a 1.68 million quota, total 
imports will continue to be limited to only 2.2 
million cars this year. 

In June, sales of domestic new cars reached an 
annual rate of 7.5 million units, the highest level 
in 22 months.11 This annual rate was 6 percent 
higher than the industry itself had projected for 
calendar year 1983. 

9 Jose Gomez-lbanez and David Harrison, Jr., Imports and the Future of 
the U.S. Automotive Industry, May 1982 American Economic Review. 

"Automotive News June 20, 1983 
'The Wall Street Journal, July 1983. 
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The increased demand for large, luxury type 
cars is responsible for much of the brightened 
outlook for domestic automobiles. With stable 
gasoline prices, the market for full-sized cars is 
expected to grow steadily through 1984. How-
ever, sales growth in full-sized cars may be 
constrained by limited manufacturing capacity. 
Responding to earlier demand for small cars, 
some domestic car producers now have twice 
the small car capacity they need but only limited 
capability to increase full-sized car output quickly.12 

Manufacturers who plan to increase their output 
of large-sized models must consider potential 
problems in complying with federal regulations 
such as the "corporate average fuel economy" 
(CAFE). CAFE standards require that the fleet 
average for new U. S.-made cars attain a mini-
mum fuel economy of 27.5 miles per gallon by 
1985. In order to comply with CAFE standards, 
car makers need to preserve the share of fuel-
efficient small autos in their total manufacturing 
mix. Keeping small cars in proper balance to 
maintain overall fuel economy has proved diffi-
cult in times of stable or declining gasoline prices 
and weakened demand for small fuel-efficient 
vehicles. 

What about the southeastern car market? The 
region's recent car buying spree is outperforming 
the nation's car sales growth so far in 1983. Based 
on recent data from some sales offices, the 
region seems assured of posting a 15-20 percent 
sales increase in 1983. Most southeastern auto-
mobile dealers see full-sized cars as the leading 

force in future car sales. Demand for large cars 
has been stimulated by financing incentives, by 
the economic recovery, by increased real in-
comes of more affluent buyers, and by stable 
gasoline prices. So far, though, dealers have 
reported only moderate consumer response to 
reduced financing rates offered to purchasers of 
small cars. 

Consumer attitudes toward buying new cars 
will continue to be boosted by several factors. 
Probably the leading influence is the pent-up 
demand for new cars reflected in the number of 
southern vehicles much older than the national 
average. Rising used car prices have also made 
new cars relatively more attractive to potential 
buyers. 

A sustained economic recovery will stimulate 
domestic car sales as employment and personal 
income rise. Reduced interest rates and lower 
gasoline prices also would stimulate sales. After 
years of coping with new environmental and 
safety requirements, manufacturers feel the ab-
sence of additional government regulations will 
allow them time to catch up with current require-
ments and avoid new expenses from further 
mandates. All in all, the auto industry finally 
appears to be entering a smoother stretch of the 
road. 

— Gene D. Sullivan 
and Gustavo Uceda 

2 B u s i n e s s W e e k , Apr i l 18, 1983 . 
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