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PREFACE

The examinations in this study tend to emphasize General

Motors, since this corporation has accounted for between 40 and

50 percent of the total market from the post World War II period

to the present. They have the acknowledged product leaders, the

most dealers, and have the greatest number of vehicles in the

current vehicle population census. Another reason for the emphasis

on General Motors is the working backgrounds of the personnel of

the John Z. De Lorean Corporation.

The Ford Motor Company, which represents another 20 percent

of the market, is also examined closely. Combining General Motors

and Ford Motors gives coverage of over 70 percent of the U.S.

market in these evaluations. The examination does include the

other domestic automotive manufacturers but not in as great detail.

The examination starts with the last traditional year in

the automotive industry - the 1959 model year. The 1960 model

year was the start of carline proliferation and subsegmentation

in the automotive industry.

Our report displays how automotive manufacturers react to

competition both domestic and foreign, dealer influences, con-

sumer preferences, external influences and government regula-

tions. The report shows that the automotive industry, as it con-

cerns the product carline decision-making process, is really

accomplished not as a science but as an art form.
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PRODUCT INTRODUCTIONS AND ALTERATIONS1 .

TABLE 1-1. THE LAST TRADITIONAL YEAR

1959 Model Year Carlines

Segment GM Ford Chrysler Foreign

High Cadillac Continental Imperial

Medium Buick Mercury Chrysler

Oldsmobile De Soto

Pontiac Dodge

Standard Chevrolet Ford Plymouth

Specialty Corvette Thunderbird

Low All

1 . 1 BACKGROUND

The model year 1959 was the last year for the traditional

alignments which had been in effect since the end of World War

II (Table 1-1) . At that time, Oldsmobile meant only one thing --

an Oldsmobile. The purchasing consumer knew which car competed

with which car, even though he may not have known which one of

the "Big Three" corporations produced the car. All foreign cars

were considered in the low segment regardless of size or price.

Foreign cars reached a peak of 10.1% penetration of the

total U. S. market. The only domestic specialty cars with any

appreciable volume were the Chevrolet Corvette and Ford Thun-

derbird

.

Through the years, General Motors had established its family

of offerings, using Chevrolet as the base product and moving

upwards to Pontiac, Oldsmobile, then Buick and Cadillac. In

moving up the ladder, features were added to the product at each

step. Ford and Chrysler Corporations followed the same pattern.

Basically, each carline offered three series (good-better-

best) with minor product differences. The main differences wert

cosmetic exterior features and higher grades of materials and

appointments for the interior. Sometimes items that were option-

al on low series were standard on the high series.

1



TABLE 1-2. TYPICAL-MODEL SERIES LINE-UP

Seg

.

2 Dr
Sedan

4 Dr
Sedan

2 Dr
Hardtop

4 Dr
Hardtop Conv.

4

6

Dr Wagon
Passen.

4 Dr Wagon
9 Passen.

Low X X X X

Medium X X X

High X X X X X X

The line-up shown in Table 1-2 was typical for the standard

and medium segments, with basic vehicles offered in the low

series and more expensive body types in the higher series.

Government regulations were very minimal and consisted

basically of state laws having such requirements as windshield

washers in Michigan, width limits in Pennsylvania, photometric

requirements in California, left outside rearview mirror in Ohio,

and so on.

Very little market research was done by the manufacturers

as to customer preferences or needs. Sales statistics were the

basic guidelines.

1.2 MEETING THE FOREIGN CAR COMPETITION

The year 1960 saw the start of model proliferation and

subsegmentation. That year featured the "Big Three" U. S. auto

corporations response to the foreign car invasion. Each corpor-

ation took a different approach as to their product offering.

Ford, with their Falcon, offered a scaled down, conventional, not

highly styled, basic small car. Chrysler 's Valiant was similar to

the Falcon; however, it was slightly larger and had sculptured

styling

.

The most popular foreign car was the VW with rear engine,

air cooling, and independent rear suspension. Chevrolet's

Corvair was inspired by the VW except that it appeared in a larger

version for improved interior comfort and had more acceptable

styling

.

2



TABLE 1-3. THE FIRST DOMESTIC COMPACTS

Model 1960 Model Year Retail Deliveries

Falcon 417,200

Corvair 215,800

Valiant 164 , 300

Ford's interpretation of the consumers' needs resulted in a

clear sales winner with its Falcon as shown in Table 1-3.

« 1.3 MODEL YEAR ANALYSIS

1961 Model Year

Pressures were building in dealer organizations other than

Chevrolet and Ford for product representation in the compact/low/

foreign segment. These pressures took many forms. However, the

greatest was a threat from dealers that they would deal with a

foreign product offering. Also, the car divisions that did not

have representation in the low end were losing their share of

total market penetration.

This situation was particularly true in General Motors with

Pontiac, Oldsmobile, and Buick Divisions and their dealer bodies.

Hence, in 1961, GM introduced the Pontiac LeMans, Oldsmobile F-85,

and the Buick Special. The line of cars was dimensionally slightly

larger than the Corvair. These carlines were the forerunners of

the current intermediate size cars.

1962 Model Year

In an attempt to meet the dominance in its class which the

Ford Falcon continued to demonstrate, Chevrolet made two moves.

The first was to upgrade the Corvair to the more luxurious Monza

model. The second was to introduce a new, conventionally construc-

ted model, the Chevy II.

Ford Motor Company responded in the compact class with

slightly larger models, the Ford Fairlane and Mercury Comet to

counteract the Chevrolet, Pontiac, Oldsmobile and Buick carline

3



offerings

.

1963 Model Year

No new models were introduced in the low end of the market

by any manufacturers for the 1963 model year. However, Buick

introduced the first of the high priced personal luxury cars, the

Riviera

.

1964 Model Year

During the 1961-1963 period it became apparent to GM that it

was very difficult for the consuming public to think in terms of

compact cars when they thought of Pontiac, Oldsmobile, or Buick.

Therefore, in the 1964 model year, GM introduced the new sized in-

termediates, Chevrolet Chevelle, Pontiac Tempest, Oldsmobile F-85,

and Buick Special.

Ford had determined that there was a large consumer prefer-

ence for a "real" sporty car in the compact market, hence, the

Mustang. Chrysler introduced a car later in the model year, called

the Plymouth Barracuda, to compete in the Mustang class. With

all of its new entries since 1960, GM raised its production pene-

tration from 48.1% in 1959 to 54.1% in 1964 for U. S. domestic

production on a total industry base of 5,568,046 to 7,890,919

units for the same periods. General Motors had to feel they were

on the "right track" with their product offerings.

Ford Motor Company's production penetration dropped from

30.2% in 1959 to 26.2% in 1964, even with the highly successful

introductions of the Falcon, Comet and Mustang.

1965 Model Year

In the 1965 model year, Chrysler' Corporation brought out the

Plymouth Belevedere and the Dodge Coronet to compete against the

GM and Ford entries in the intermediate segment. These two en-

tries gained 3.7% of the total U. S. model year retail deliveries

for a total of 325,900 units.

4



1966
Model Year

In 1966, Oldsmobile introduced the Toronado in the personal

luxury class. It shared its body with the Buick Riviera. However,

it had front wheel drive, which was a product innovation new to

GM ' s domestic production,

1967 Model Year

In the 1967 model year, GM introduced three new carlines, the

Chevrolet Camaro, the Pontiac Firebird, and the Cadillac Eldorado.

The first two offerings were targeted against the Ford Mustana's

growing segment of the market. The Eldorado was a derivation of

the Oldsmobile Toronado. Ford introduced the Mercury Cougar as a

bolster to the Ford Mustang. The sporty car segment declined from

its high sales peak soon after these introductions.

1968 Model Year

In 1968, Ford introduced its personal luxury car, the Con-

tinental Mark III, to compete against the Cadillac Eldorado.

1969 Model Year

In the 1969 model year, Pontiac introduced its medium priced

personal car, the Grand Prix, making personal and/or sporty cars

available in every segment from low to luxury. Ford introduced

the Maverick as a slightly smaller version of the Fairlane.

Ford's intent was to capture as much as possible of the low/

foreign market before the introduction of the 1971 Pinto.

1970 Model Year

In 1970 Chevrolet introduced the Monte Carlo to compete with

the popular Grand Prix.

1971 Model Year

Imports during the late 1960 ' s had been rising at a steady

rate. Model year retail deliveries in 1965 were 5.9% of Total U.S.

Deliveries and had risen to 12.5% in 1970. This was due in part to

5



the U.S. manufacturers abdication at the low price end of the

market by emphasizing more expensive (Chevy II-Nova) and sporty

(Camaro-Firebird) models versus the foreign entries. Also con-

tributing to the foreign car success was the sizing up by GM's

Buick, Oldsmobile, Pontiac Divisions from the compact to the in-

termediate segment.

With the foreign car's continued success, Chevrolet and Ford

introduced the Vega and Pinto in an attempt to stem the tide in

the 1971 model year.

Even with Vega and Pinto selling a combined 560,300 units for

the 1971 model year for 6.2% of the U. S. total retail deliveries,

foreign car penetration continued to increase. This was more

than likely due to the heavy emphasis by all manufacturers,

both domestic and foreign, of the advantages of small/sub-compact

cars

.

At the same time that the Vega was introduced, Pontiac was

given a version of the Nova to sell, the Ventura. The Nova was

Chevrolet's lowest priced car prior to the Vega introduction.

1972 Model Year

No new carlines were introduced in 1972 model year.

1973 Model Year

In 1973, Oldsmobile and Buick introduced entries in the

growing compact market which were similar to the Nova. These

models were the Omega and Apollo. These dealer bodies wanted

representation in this market.

1974 Model Year

By the time the Mustang was introduced in April 1964, all

vehicles classified as small specialty/sporty had grown in size

and weight from approximately 2,5000 to 3,400 pounds in 1973.

The weight was even higher when considering increased optional

equipment installation rates, such as air conditioning and power

steering, brakes, and optional larger, higher performance engines.

Many studies had shown that a return to a smaller, lower

6



weight specialty/sport car would be a success. This market had

been declining from 10.7% of the total U. S. retail deliveries in

1967 to 3.0% in 1973. The introduction of a new, down—sized Mus-

tang II in 1974 increased Ford's unit sales for the model year from

121,900 in 1973 to 285,000 for 1974. This increased the market

share from 3.0% in 1973 to 5.5% in 1974.

1975 Model Year

The 1975 model year was the earliest year that the U. S.

industry could react to the oil embargo of late 1973 and early

1974. It had become evident that fuel economy was becoming of

increasing importance to new car buyers.

The 1975 model year introductions featured eleven new car-

lines, against a total production of fifteen carlines by all

U. S. manufacturers in 1959. Ford introduced two new carlines to

compete in the compact market, the Ford Granada and Mercury Mon-

arch. This segment had grown from 11.7% in 1971 to 16.2% in 1974

model year total U. S. retail deliveries. Ford, in its desire to

gain penetration into the low-end/compact segment, introduced its

entirely new vehicles to go along with the still offered Maverick

and Comet. Consumers at times perceived the Granada and Monarch

to be in the intermediate segment closer to the Torino than to the

Maverick. Ford also introduced the Mercury Bobcat as a companion

to the Ford Pinto in the growing sub-compact segment.

General Motors introduced their version of the down-sized

compact specialty/sport models--the Chevrolet Monza, Oldsmobile

Starfire, and Buick Skyhawk. These additional offerings increased

the market share of this segment 2 percentage points from 1974 to

1975. In addition, Pontiac introduced its version of the Vega,

called the Astre, to compete in the sub-compact segment.

AMC introduced the Pacer to compete in both compact and com-

pact specialty/sport segments. Chrysler Corporation introduced

their versions of the intermediate personal luxury segment, the

Chrysler Cordoba and Dodge Charger. These vehicles were to compete

against the Pontiac Grand Prix and the Chevrolet Monte Carlo.

7



1976 Model Year

In 1976, Chevrolet brought out its mini/sub-compact, the

Chevette, to compete with vehicles priced lower than the Vega.

This car was also a delayed result of the OPEC embargo. Dontiac

introduced its version of the Monza, the Sunbird.

Chrysler Corporation reacted to Ford's 1975 double entry

in the compact market. Plymouth introduced the Volare to go with

its Valiant and Dodge introduced the Aspen to accompany the Dart.

This market segment increased to 19.4% for 1976 total U.S. model

year retail deliveries.

1977 Model Year

The 1977 model year introductions displayed two different

approaches to down-sizing. GM took the bold approach in risking

possible volume loss by completely reducing in both exterior size

and weight their traditional standard carlines, the Chevrolet Ca-

price, Pontiac Bonneville, Olds 88-98 and Buick LeSabre and Electra

and Cadillac's models except for the Seville and Eldorado.

Even at this early date, it can be said that the new car-

lines have been a complete success. Ford, on the other hand,

directed its efforts to the intermediate class and introduced the

new LTD II, Thunderbird, and Mercury Cougar, to replace the

Ford Torino and Mercury Montego in the intermediate segment. This

move of maintaining the standard car size and weight and re-

positioning the intermediate has been a success for Ford so far.

8



TABLE 1-4. 1977 GENERAL MOTORS BODY TYPES

Type Chevrolet Pontiac Oldsmobile Buick Cadillac

A Chevelle Le Mans Cutlass Century

As Monte Carlo Grand Prix

B Caprice Pontiac 88 LeSabre
Riviera

C 98 Electra DeV ille

D Limo

E Toronado Eldorado

F Camaro Firebird

H Vega Astre

Hj Monza Sunbird Star fire Skyhawk

K Seville

T Chevette

X Nova Ventura Omega Apollo

Z Corvette

1.4 BODY SHARING BY DIVISIONS

Another aspect to be considered is the sharing of body

sizes by the producing divisions; Table 1-4 shows the body size

line-up for General Motors for 1977. When the Chevrolet Caprice

was down-sized for 1977, it also affected the other four divi-

sions. The same practice of body sharing by divisions exists

with Ford Motor Company and Chrysler Corporation.

1.5 INFLUENCES ON NEW MODEL DECISIONS

Mainly, the manufacturers react to developing market sit-

uations. Among the chief influences on new product decisions

are the following:

1. Individual dealer bodies may exert pressure for new

product offerings.

2. Individual manufacturing and selling divisions may

have certain ideas for product features.

3. In the past, the new vehicle was designed, engineered

and built without market research, but today, product decisions

rely heavily on market research and analysis.

9



1.6 PRODUCT ALTERATIONS

Basically, in the past, the automobile industry was gov-

erned by a system of cyclical change. The product was intro-

duced, followed by an appearance change for the second year, a

minor change in the third, a major change in the fourth year,

an appearance change the fifth year and a new product in the

sixth year.

This condition has somewhat changed especially with manu-

facturers reacting to consumer preferences in developing sub-

segments of the total market. These many subsegments have

produced tremendous carline proliferations. For example, in

195S Chevrolet had only the standard car plus the Corvette, but

today offers eight separate carlines. It would be very diffi-

cult and expensive to adhere to the traditional cvcle of change

with this many models. Indeed, in recent years a certain body

of consumers has reacted unfavorably to arbitrary style chances

on the domestic models. When Chevrolet introduced the Vega in

1971, they stated that they would make changes in the car only

to improve its function or reliability. We may also see the

manufacturers carry on a particular body design for more than

the traditional five years in the future.

Indeed, the automobile manufacturers, particularly General

Motors, have not held to the five year pattern, particularly if

a carline has not sold well. For example, the Pontiac Tempest,

Oldsmobile F-85, and the Buick Special introduced in 1961 and

based on the Corvair , lasted only through 1963 before being in-

creased in size with all new models.

Ford fo 1 low s a pattern basically similar to General Motors'

approach to product alteration. Chrysler has been hampered by

its economic situation as to its product offerings and entries

into sub-segments. For example, rather than domestically pro-

ducing a vehicle in the sub-compact segment opposite the Chev-

rolet Vega and Ford Pinto, it has imported four separate car-

lines ( Simca-Rootes , Cricket, Arrow and Colt) since the 1971

model year.

10



Time Constraints

The time required to produce a "new" model varies consid-

erably. A completely new vehicle including power train takes

approximately three to five years for production after design

approval. A completely new vehicle less power train usually can

be completed from design state approval to factory build in

two years. A reskined vehicle with same power train and wheel-

base can be produced in one and one-half years. All other

body changes including face-lifts, new roofs, new front and rear

ends, and the like, can be accomplished in approximately one year.

1.7 ECONOMIC PROJECTIONS

Projections of a long-range nature of the future economic

climate are not used in product decisions. The automobile in-

dustry is of the opinion that for every economist, there is

a different future economic climate. However, economic fore-

casts are used on a quarterly basis for one year projections

and are correlated to sales forecasts. General Motors has re-

cently led the industry with the most optimistic sales fore-

casts. In the last two years, they have exceeded their annual

predictions of sales volume.

1.7.1 Future Competition

General Motors is not greatly influenced by what it thinks

competition might do in the way of product offerings in the

future. General Motors presently relies on its vast amount of

marketing research (attituainal
,
probability and product clinics)

to determine product requirements and consumer intentions. This

is not to say that General Motors does not follow competition,

since the Camaro and Firebird were introduced several years

after the Ford Mustang. It took GM that long to be satisfied

as to the total potential of the market segment. However, the

foregoing example is the exception rather than the rule. General

Motors, with its five car divisions, can be below, meet head-on,

or over-lap any of its competition with its product offerings.

11



General Motors, as well as all automotive manufacturers,

purchase their competitors' products. These vehicles are fre-

quently subjected to extensive performance and durability tests

and are compared on an equal basis with GM ’ s vehicles. These prod-

ucts are also torn down and analyzed to determine manufacturing

and design savings possibilities.

1.7.2 Future Design

The automotive industry's future designs traditionally

have been created by the designer/stylist. However, the auto-

motive fuel economy, environmental and safety regulations are

taking the prime role in the design of future vehicles. After

the future design and basic marketing strategy are established,
the only constraint is the corporation's financial capability to
provide capital equipment and tooling. The basic plan is usually
never terminated, but only compromised if there is a lack of funds
or if the funds become directed towards other projects.

A classic example is AMC which desired to have another

entry in the compact segment, the Pacer. They wanted this to

be a distinctive model, but could not support tooling for special

assemblies and components other than the structure and exterior

sheet metal. Hence, the compromise resulted in having a vehicle

in the compact segment weighing approximately 3,200 pounds with

poorer gas economy than others in this segment.

Other examples are the 1975 Chevrolet Monza, Oldsmobile

Starfire and Buick Skyhawk . It was originally intended that

these vehicles have their own separate chassis, suspension,

wheelbase, etc.. The compromise, dictated by economic considera-

tions, was to use the Vega Monza package for them instead.

1.8 PRODUCT PLANNING

The increasing complexity and costs associated with bringing
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a new model car to the market have resulted in the establishment

of a new discipline - that of a formalized product planning

operation now practiced by all manufacturers. Ford is credited

with originating the techniques of modern product planning, star-

ting in about 1957. Generally, product planning is concerned

with the analysis of data pertaining to market research, sales,

manufacturing, government requirements, and the like. From such

analysis, formalized requirements for each car model's features

are established. These requirements serve as the control docu-

ments for the designers, engineers, and manufacturing and marketing

specialists during the development of a new model. Both Ford and

Chrysler established centralized product planning operations be-

fore General Motors. General Motors delayed until the early 1970's

before becoming convinced of the usefulness of a formalized product

planning function.

The product planner's role is largely one of coordinating

the efforts of others in new model development. Product planners

are not responsible for the execution of the development tasks.

These are left to others to accomplish - the designers, draftsmen,

computer programmers, tooling engineers, and test engineers actu-

ally carry out the myriad tasks involved in the production of a

new model. But the product planner is charged with the establish-

ment of realistic criteria with a high probability of success

which directs the entire enterprise.

The product plans for each model include the establishment

of interior and exterior dimensions, engines, transmissions,

suspensions, accessories and features to be offered. A considerable

amount of trade-off analysis must be done and preliminary cost

targets are established in the product plans. The development

of computer based data storage techniques has proven to be of

inestimable value to the product planning function.
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INDUSTRY PRICING2 .

2.1 GENERAL MOTORS - INTRA-DIVISIONAL

It can be generally stated that General Motors has been the

major influence in the establishment of automotive industry

pricing since the 1950's. Also, it can be concluded that

Chevrolet's product offerings are the bench mark within General

Motors. There are a few exceptions, like Ford's desire to price

closer to actual competition when introducing a new vehicle in a

segment where it had no previous representation. For example,

when Ford introduced the Falcon in 1960, they positioned the base

price closer to the VW than the Chevrolet Corvair. The same posi-

tion held true for the Pinto introduction prices.

TABLE 2-1. 1965 INTRODUCTORY LIST PRICES - GM STANDARD CARS

Car 4 Dr. Sedan 8 Cyl

.

Chevrolet Impala $2,539

Pontiac Catalina $2,553

Oldsmobile Jetstar 88 $2,678

Buick LeSabre $2,682

Cadillac Calais $4,779

Table 2-1 illustrates how Chevrolet is the base vehicle

within General Motors and how the list prices increase up the

line to the Cadillac entry. It should be noted that some equip-

ment is standard on the more expensive product offerings that is

optional on the Chevrolet.

TABLE 2-2. 1965 INTRODUCTORY LIST PRICES - GM INTERMEDIATE CARS

Car 4 Dr. Sedan 6 Cyl.

Chevrolet Chevelle 300 $2,002

Pontiac Tempest $2 , 108

Oldsmobile F-85 $2 , 186

Buick Special $2 , 186
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Table 2-2 illustrates the same trend as the previous table

which shows Chevrolet to be the base point for General Motors.

The four models listed employed a commonly shared body; the

price increases are justified by providing more luxurious in-

teriors and appointments in the Pontiac, Oldsmobile and Buick

models. Since Chevrolet is the base point for General Motors and

is traditionally the largest selling division, it is therefore

assumed to be the base point for automotive industry pricing.

2.2 PRICING - COMPETITIVE

TABLE 2-3. 1965 INTRODUCTORY PRICES - COMPETITIVE STANDARD CARS

Car
4 Dr. Sedan 6 Cvl

Chevrolet Ford Plymouth

Biscayne/Custom/Fury I $2,202 $2,1^8 $2,214
BelAir/Custom 500/Fury II $2,297 $2,292 $2 , 309
Impala/Galaxie 500/Fury III $2,439 52,442 $2,451

Table 2-3 illustrates how closely the competitive products

are priced. The automotive industry uses two types of aricine

for analysis. In the first instance the base vehicle with its

standard equipment is compared with a competitive vehicle with its

standard equipment. This is called comparable vehicle comparison.

The other price analysis is the typical vehicle comparison. A

hypothetical example appears in Table 2-4.

TABLE 2-4. 1965 INTRODUCTORY PRICES - TYPICAL VEHICLE PRICING

Car Chevrolet Ford

Impala/Galaxie 500 (base) $2,439 $2,442

Automatic Transmission 225 2 30

V-8 Engine 100 100

AM Radio 56 54

Power Steering 110 105

W/S/W Tires 40 39

$2,970 $2 , 970
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A typical option included in this type of comparison is one

that has over 50% installation rate on the particular vehicles.

The foregoing illustrates that not only is the base vehicle price

important but also the typically purchased options when compared

with competition.

In the past, it has been said in the automotive industry

that the options make the profits and that the car is sold only

to sell the options. However, today's practice is to install

more optional equipment as standard at the lower end of the

offerings. For example, power steering and power brakes are

standard on the Chevrolet Caprice. This is done for many reasons

1) safety and durability reasons; 2) during price regulation

period; 3) deproliferation of options or accessories; and 4) EPA-

ability of the manufacturer to qualify fewer variations of power

trains. However, the options are added in at close to list price

and allow 100% installation rates, thus increasing profits.

2.2.1 Discounts

Dealer discounts for domestically produced vehicles are

basically the same in each segment. For example, the same dis-

count from the list price applies to the Chevrolet Caprice, Ford

LTD, and Plymouth Grand Fury. The same holds true for other

segments. Although the absolute percentage of the discount may

vary, generally it is greater for the higher priced models.

2.2.2 Concept Pricing

Concept and image pricing is done in the automotive indus-

try but mostly in the high end of the market where pricing lat-

itude is available. Probably the most noteworthy recent exam-

ples is the recently introduced Lincoln Versailles and the

Cadillac Seville. The Versailles model is derived from the Ford

Granada 4 door sedan and Table 2-5 compares the pricing of the

standard and optional equipment of the two models.
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TABLE 2-5. PRICE COMPARISON GRANADA VS VERSAILLES

Size/Equipment

V-8 4 Dr.

Ford Granada

Sedan

Lincoln Versailles

Wheelbase 109.9" 109.9"
Overall Length 197.7" 200.9"
Overall Height 5 3.2" 54.1"
Curb Weight (lb.) 3 , 360 3 ,922
Base Vehicle List Price $4,088.00 $11 , 500 . 00

Equipment Comparison

V-8 350 Engine $ 247.00 Std

.

Automatic Transmission 186 .00 Std

.

Power Steering 137.00 Std.
Power Four Wheel Disc Brakes 246 . 00 Std.
Power Windows 145.00 Std.
Air Conditioning 500 .00 Std.
Tinted Glass 51.00 Std.
W/S/W Steel Belted Radials 40 . 00 (e) Std.
Space Saver Spare Tire N/C Std.
Intermittent Wipers 25.00 (e) Std.
54 AMP Hr. Battery 17 .00 Std.
Illuminated Entry System 47.00 Std.
Triple Note Horn 20.00 (e) Std

.

Coolant Recovery System 5 .00 (e) Std.
Inside Hood Release 5.00 (e) Std.
Vinyl Roof 101.00 Std.
Remote Control Left & Right

Hand Outside Mirror 47.00 Std.
Bumper Protection 65.00 Std.
Forged Aluminum Wheels 213.00 Std.
Cornering Lamps 40.00 Std.
Side Protection Moldings 36 .00 Std

.

Digital Clock 42.00 Std.
Light Group 40.00 Std.
Illuminated Vanity Mirror 42 . 00 Std.
Power Seat 4-Way 131.00 Std.
AM/FM/MPX 349.00 Std.
Luxury Decor 618.00 (b) Std.
Metallic Glow Paint 57 . 00 Std.
Automatic Parking Brake Release 7.00 Std.

TOTAL OPTIONS $3,459.00

TOTAL PRICE $7,547.00 $11 ,500.00

Differential $3,953.00

(e) Estimated Prices
(b) Includes some of the other options used for illustration

purposes

.
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The foregoing comparison results in two functionally similar

models of the Ford Granada and the Lincoln Versailles. Dimen-

sionally there is very little difference. The difference in

weight is basically caused by the greater amount of standard

equipment on the Lincoln Versailles. For example, air condition-

ing weighs approximately 70 pounds; power steering 30 pounds;

the V-8 engine is about 100 pounds heavier than the basic six

cylinder, and so on. With all of these options added to the

base vehicle, vehicle weight increases closely to the 562 pounds

differential. In addition, the Versailles has additional weight

in insulation and sound deadening materials. The same frame,

power train, inner panels, etc., are common to both vehicles.

The only real differences are minor changes to the exterior skin

of the two vehicles.

Tooling for the specific exterior parts of the Versailles

could not cost over $1,000 per vehicle over a three-year period

at planned sales volumes of approximately 100,000 units for each

year. Therefore, with a specific allocated tooling bill of $1,000

per vehicle, and an additional estimated $500.00 for special items

on the Versailles, the differential is approximately $2,500 pure

net profit to Ford Motor Company.

The same analysis can be made between the Chevrolet Nova

and Cadillac Seville. However, it is more difficult since the

Cadillac Seville has its own unique body (inner and outer) with

a different wheelbase and an electronic fuel injected engine

not offered as optional anywhere in General Motors. The base

list price of the Cadillac Seville is nearly $2,000 over the

Lincoln Versailles, and this amount should more than pay for

amortization for uniqueness of body and engine.

It can then be assumed from the foregoing that at worst

these two vehicles, the Cadillac Seville and Lincoln Versailles

have at least $2,500.00 "pure" profit per vehicle over their

most basic counterparts. It can therefore be concluded that the

automotive industry establishes prices on image and concept

rather than cost-value relationships in this instance. Indeed,

when Cadillac introduced the Seville, three basic philosophies

came into focus:
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1. First was a desire by General Motors to avoid what

happened to Packard when they introduced the "Baby Packard"

which was priced considerably lower but carried the Packard

nameplate. This smaller version destroyed the prestige of the

larger Packard, and eventually hastened the demise of the Packard

Motor Car Company.

2. The second consideration was the Cadillac Seville's

targeted competition, the Mercedes-Benz type vehicle offerings.

The Mercedes-Benz models are generally priced well above the

Cadillac price range.

3. The third was Cadillac's desire to offer this carline

not as a substitute for their current offerings, but for incre-

mental sales.
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3. MARKETING SEGMENTATION

3 . 1 SEGMENTATION OF THE PRODUCT

Product segmentation has taken many forms in the last decade.
It has been based on vehicle size, seating capacity, and price.
Today, segmentation has taken on the additional aspects of product
image and market positioning.

TABLE 3-1. MARKET SEGMENTATION - SMALL AND ABOVE

Percent
Model Year

of Total
Retail

Industry
Deliveries

Size 1971 1972 1973 1974 1975 1976
Total Small 40.0 37.1 40.4 45.9 51.8 47.9

Intermediate
and Above 60.0 62 .

9

59.6 54.1 48.2 52.1

Total 100.0 100.0 100.0 100 .

0

100.0 100.0

The above Table 3-1

customer ' s preference to

tion of the intermediate

illustrates the product

the smaller vehicles,

segment and those above

swing of the

A closer examina

it follows

.

TABLE 3-2. MARKET SEGMENTATION - INTERMEDIATE AND ABOVE

Percent
Model Year

of Total
Retail

Industry
Deliveries

Size 1971 1972 1973 1974 1975 1976
intermediate 19 .

9

22.2 22 .

5

24 .

3

23.2 26 .

8

Economy Bus 1.3 1.1 1.2 1.2 1.4 1.4

Standard
Full Size 20 .

9

19 .

7

17.2 13.5 9.6 9 .

0

Medium 13.8 15.1 13.6 10 .

1

8 .

3

9.3

Luxury 4.1 4 .

8

5.1 5.0 5.7 5.6

Total 60.0 62.9 59 .

6

54.1 48.2 52 .

1
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While the above total group of segments have declined

7.9% over the six year period, Table 3-2 clearly illustrates the

gaining strength of the intermediates and the decline of the

standard full-size cars; the Chevrolet Impala/Caprice
, Ford

LTD and Plymouth Grand Fury. To a lesser degree, the medium

segment has followed the same pattern of consumer acceptance

as the standard segment. A closer look at the intermediate

segment is required to determine its rise in penetration.

TABLE 3-3. INTERMEDIATE SEGMENT

Percent of Total Industry - Model Year Retail Deliveries

TYPE 1971 1972 1973 1974 1975 1976

Torino 3 .

5

4.4 3 .

8

3 . 3 1.9 1.8

Elite - - - .9 1 .

3

1.4

Montego . 6 1.1 1.2 1.0 .6 . 5

Cougar - - - .8 .6 .3

Chevelle 3 .

8

3 .

8

3 .

0

3 .

8

3 .

4

3.4

Monte Carlo 1.5 1.7 2 .

4

3.1 3.1 3.6

LeMans 1.7 1 .

7

1.9 1.7 1.1 1.0

Grand Prix .6 .9 1.2 1.0 1.0 2.2

Cutlass 2 .

7

3.1 3 .

1

3.2 3.5 4.9

Century 1.8 2 .

1

2 . 3 1.8 1.9 2.9

Cordoba - - - - 1.4 1.8

Fury 1 .

5

1.4 1.6 1.6 1.3 1.0

Coronet 1.7 1.5 1 .

5

1.3 .9 . 6

Charger - - - - .4 . 5

Matador . 5 . 5 . 5 . 8 . 8 .4

Total Segment 19.9 22 .

2

22.2 24 .

3

23.2 26 .

8

New carline introductions such as the Ford Elite, the

Mercury Cougar, the Chrysler Cordoba , and the Dodge Charger

account for 4.5% of the increase in thi s segment

.

A closer

examination shown in Table 3-•4 shows the consumers 1 growing
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preference for the sub-segment within the intermediate segment

which is classified as intermediate sized luxury cars.

TABLE 3-4. INTERMEDIATE SEGMENT - LUXURY

Percent of Total Industry - Model Year Retail Deliveries

Type 1971 1972 1973 1974 1975 1976

Elite - - .9 1.3 1.4

Cougar - - .8 . 6 .8

Monte Carlo 1.5 1.7 2.4 3.1 3.1 3.6

Grand Prix . 6 .9 1.2 1.0 1 .

0

2.2

Cordoba - - - 1.4 1.8

Charger - - - .4 . 5

Total Segment 2 .

1

2.6 3.6 5 .

8

7 .

8

10 .

3

The real increase of 8.2% for these models in the six

years is more than the 6.9% increase for the total interme-

diate segment, illustrating the consumer preference for this

type of vehicle image. Additionally

,

the Oldsmobile Cutlass

and Buick Century have taken on a luxury connotation which

may be the reason for their increases of 2.2% and 1 . 1% of

the total market.

These segments and sub-segments are in a constant state

of change, especially with repositioning and sub-entries.

In the 1977 model year, Ford down-sized its Thunderbird and

priced it competitively in the intermediate luxury market.

Each manufacturer segments differently according to its own

product offerings. For example, Chevrolet, with its Chevette,

might be thought to have a segment called sub-subcompact or

mini since it already has a sub-compact offering with its

Vega. Ford, on the other hand, with only the Pinto, places

both the Vega and Chevette in the same segment. However, Ford

placed its base Pinto list price at a position between the

Chevrolet offerings. The list price of the Chevrolet Chevette

for 1977 is $2,999; the Ford Pinto is $3,099; and the Chevrolet

Vega is $3,249.
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3.2 POSITIONING IN THE MARKETPLACE

How the automobile manufacturer merchandises and advertises

the product has a considerable influence on how the consumer

categorizes a product offering. The manufacturer tries to

place the vehicle in the most advantageous position to realize

its volume potential.

Ford's marketing approach with the Granada has taken two

forms. First, Ford, by advertising, has placed the Granada

against the Cadillac Seville to depict the size and style com-

parison. The television advertisements have illustrated people

getting confused and entering the wrong car. Secondly, the

television advertising has depicted the quality of the Granada

versus the Mercedes-Benz. A Ford Granada is shown being road

tested for sound and tightness in Germany by German engineers with

a Mercedes alongside. Throughout both of these promotional

television spots. Ford has emphasized the low price of the Granada.

In size, the Granada compares favorably with the Chevrolet Nova.

TABLE 3-5. PRICE POSITIONING

4 Dr. Sedan 1977 Retail Price

Nova Concours $4,066

Granada $4,088

Malibu Classic $4,475

Granada Ghia $4,518

In Table 3-5, the Granada price positioning is shown rela-

tive to two competitive Chevrolet models. With this type of

positioning, Ford was able to place their low series Granada

just over the high series Nova. Also, they placed their high

series Ghia over the high series Chevelle Malibu Classic. Ford

was very successful with this approach by selling over 404,000

units for the 1976 model year. Positioning alone was not the

entire reason for success; timing and the proper styling were
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large contributors. Timing was important in that the Granada

was introduced not much later than the Cadillac Seville. As

for styling, the vehicle does resemble the Cadillac Seville and

Mercedes-Benz

.

Another example of positioning is the all new, down-sized

General Motors standard-sized cars offered for 1977. GM has

taken approximately 700 pounds in weight out of their vehicles

and has increased the price approximately $700. The new Chevrolet

Caprice is now closer in size to the Chevrolet Chevelle. Chev-

rolet, in its advertising of the new Caprice, is saying, "Now that's

more like it." This positioning move by General Motors has been

highly successful. We will see more of this as down-sizing con-

tinues in future model years.
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4. DEALER RELATIONS

4.1 DEALER INCENTIVES

4.1.1 Dealer Incentives-Cash

Dealer incentives usually take two forms: direct cash re-

bates, and award trips and merchandise prize points. Automotive

manufacturers seldom want to make cash payments to the dealers.

However, sometimes it becomes necessary to make rebates to reduce

inventories or keep certain plants in production. The manufac-

turer would rather make additional cash payments than reduce the

base price of the vehicle. For example, Chrysler Corporation

has a desire to keep a certain plant in production which is

building a product for which few dealer orders are being received.

This particular plant keeps producing vehicles without orders

and places them in finished product inventory. In this situation,

Chrysler Corporation tells the dealers that for each of these

vehicles they order, the dealer price will be reduced by a stated

amount. This has been known to be as much as $150.00 per vehicle

for a stated time period. Also, in some instances Chrysler will

add an additional dollar rebate for each of these cars sold and

delivered by the dealer during a certain time frame. Generally,

these programs last no more than three months. The cost of these

programs can be considerable, but when weighed against plant shut-

down or sales cut-backs and loss of penetration, they may be the

preferred course of action.

Another form of cash payment which is made, but is not con-

sidered an incentive, is the end of the year rebate. It is

industry practice to pay the dealer a 5% rebate on all unsold

vehicles in dealer stock carried over from one model year into the

next model year.

4.1.2 Dealer Incentives - Awards

The other dealer incentive is the award trips and so-

called "pots and pans" merchandising gifts. The duration of

these programs is usually 60 to 90 days. A typical example or
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this type incentive is the recent Chevrolet "Take Charge 'll"

campaign, which started April 25, 1977 and lasted through July 10,

1977 for a total of 77 days. Each dealer was assigned a retail

delivery objective for new cars and trucks for the period.

Depending upon his prior sales experience and volume, he was

placed in competition with dealers of similar objectives. Each

dealer was required to pay an enrollment fee depending upon his

classification in competition with other dealers. This varied

from $150 to $300.

The winning dealers had their choice of three travel

destinations fully paid by Chevrolet. They were:

Jerusalem/Tel Aviv (10 days/9 nights)

Montreux/Interlaken , Switzerland (8 days/7 nights)

Ocean Reef Club, Key Largo, Florida (8 days/7 nights)

As many as 1,000 dealers out of approximately 6,000 could

have won these group trips.

There was similar competition for the dealership's Sales

Managers. However, their objectives were slanted towards meeting

or exceeding small car and truck objectives (Vega, Monza,

Chevette, and Luv truck units) since these types were not meet-

ing factory sales objectives. The enrollment fee for the Sales

Manager was $25.00. Their reward for meeting or exceeding the

objective was a zone-sponsored Honor and Recognition Award.

Salespersons also participated at the dealership. For each

car that he sold during the campaign, the salesperson was awarded

prize points. These prize points were used for redeeming merchandise,

cash or personal travel to places like San Salvador for four days

and three nights. The dealer paid for the prize points at $5.00

for 1,000 points.

These types of incentive campaigns have been going on in

the automotive industry for the last twenty years. Usually,

there are two programs each model year for each car division,

especially Chevrolet and Ford. The dealership body has come

to expect this type of incentive as a common practice. For

years Chevrolet has had incentive campaigns for the periods
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January-February and May-June and the same approximate periods

have been true for Ford Division. There is doubt by some auto-

motive management personnel whether these programs are worth the

cost involved but they have become institutions in their own right.

4.2 CONSUMER INCENTIVES

4.2.1 Consumer Incent ives-Cash

Cash incentives are also provided to the consumer and are

usually offered on phased-out carlines or extremely slow selling

vehicles. An example of a phase-out payment is the $400 credit

certificate given when an Edsel was purchased after announcement

of its discontinuance. This certificate was good toward the

purchase of another Ford product. The same basic offers were

applied to the DeSoto and Corvair carlines when they were dis-

continued .

Another cash incentive is a direct payment from the manu-

facturer when a person purchases a vehicle. For example when, a

1977 Vega was purchased, the customer had the choice of applying

the cash amount towards the down-payment or receiving cash a short

time later from Chevrolet. The manufacturer does not like to make

these payments; however, it is much preferred over sticker price

reduction

.

AMC recently announced another example of cash incentive, a

$200 rebate to a new-car buyer who purchased air-conditioning

with the car. This type of incentive is usually tied in with

high list price, high profit options.

4.2.2 Consumer Incentives-Awards

Consumer incentives usually take the form of merchandising

gifts. These awards are usually of promotional nature, such as

a household knife set for taking a test drive in a certain car.

Most of this is accomplished on a direct-mail basis, usually to

a car owner of the competitive, similar type vehicle being promo-

ted. For example, if a Chevrolet Camaro were being promoted, the

direct mail literature would go to Ford Mustang owners of vehicles

two or three years old. Possibly the largest incentive of this
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type is the current promotion by AMC to the consuming public. This

promotion has been highly publicized on television in conjunction

with American Airlines. Fully paid trips are offered for the

purchase of certain AMC models.

4.3 SALES TRAINING

Sales Training Programs normally educate the dealer salesmen

in order that the product be intelligently presented. With the

high attrition rate of salespersons, the manufacturers frequently

introduce a mini-screen presentation of its products. When a

customer desires knowledge about a certain product, the sales-

person shows the customer a cassette television tape featuring a

comprehensive presentation of the product. One reason that such

a presentation is necessary is because of the proliferation of

carlines within a dealership which makes it very difficult for

salespersons to know all of the features of all of the carlines

versus the competition.

4.4 DEALER FRANCHISE - PLANNING POTENTIAL

Each car division of the automotive manufacturers has

departments which study population location, area demographics,

and vehicle usage. New car registrations are also analyzed for

each area. These departments are sometimes called Dealer Repre-

sentation or Dealer Development Departments. The analysts also

establish the performance of the competition in the area. These

departments, or others called Sales Analysis, establish the

Planning Potential for the area. Planning Potential is based

on national penetration of the particular carline, the Zone/

District penetration of the carline, and total registrations

within the area.
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TABLE 4-1. DEALER PLANNING POTENTIAL

A hypothetical

Area

example for Ford

Penetration

is :

Weight Total

National 20 . 0% 1 20.0%

District 22.0% 2 44.0%

All Units in
Operation (U.I.O.) 21.0% 7 147.0%

Dealer Planning Potential 211.0% t 10 = 21.0%

211.0%

The example shown in Table 4-1 is oversimplified, but is

basically how the Planning Potential is established. The Planning

Potential becomes very complex in major metropolitan markets

where many dealers are responsible for the total potential of

the area.

The Planning Potential is part of the Dealers Sales Agree-

ment with the manufacturer, whereby a dealer agrees to the vol-

ume implications. Also, part of the Sales Agreement is the

facilities requirement of the dealership. For example, a po-

tential of 600 new units must have so many service stalls, so

much quantity of spare parts in inventory, and a quantity of

selected vehicles offered for sale from stock, etc..

When the Area Planning Potential is greater than the sum

total of that of the dealers within the area an "open point"

is established. This can be filled in two ways: 1) by estab-

lishing a new dealer in the area to pick up the potential , o:

2) by having existing dealers realize the potential most fre-

quently through facility expansion.
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5. SUMMARY AND CONCLUSIONS

5.1 NEW MODEL INTRODUCTIONS

Since 1959, the last year for the traditional align-

ment of producers models, the market has featured a prolifera-

tion of models that have segmented the total market. Indeed,

by 1964, the Chevrolet Division alone had as many carlines as

all of General Motors in 1959. Until recent years the intro-

duction of a new model has been a reaction on the part of a

manufacturer to a perceived market opportunity. Considering the

time necessary to develop a new model, its introduction has fre-

quently lagged by several years behind the opening up of the

market possibility. In recent years, new model introduction has

relied heavily upon the results of formalized market research

efforts which seek to identify market areas in which the sales

volume potential is great enough to allow production of a spe-

cialized model. Also, product planning operations are presently

practiced by all manufacturers and are directed at defining

the exact nature of each newly developed model - its dimensions,

performance, accessories, and features. In contrast to twenty

years ago, the new models introduced today are targeted to well

defined, recognized segments of the auto buying public. The old

"art" of new model introduction has become a new "science" as

presently practiced by manufacturers.

5.2 PRICING

The general level of automobile retail prices has generally

been controlled by General Motors, particularly the Chevrolet

Division which has historically been the largest selling divi-

sion. Competitive models are priced very near each other;

their spread usually falls within a $200 range on the base

car. Optional accessory equipment is also priced competi-

tively; the same item will vary only 10 dollars or so among the

various manufacturers. Some gain in profitability is made by

including traditionally optional equipment as standard on luxury

models. The manufacturer gains in production volume on the options

that are included as standard and profits are very much a function
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of production volume.

The most latitude in pricing is afforded in the upper,
luxury end of the model spectrum. The Cadillac Seville and
Lincoln Versailles, both based on basic compact car models, are
priced so that very large margins of profit are obtained even
at the relatively modest volumes that these cars are sold.

5.3 MARKET SEGMENTATION

Whereas two decades ago the automotive industry offered

only two model size ranges, there are now at least five sizes:

sub-compact, compact, intermediate, standard, and luxury. As

a general trend over the last ten years, the total of smaller

cars sold has been increasing while the total of intermediate

and large cars has been decreasing. This trend is expected

to continue in the years ahead as selling prices, fuel, and

operating costs continue their inevitable rise. Whether or not

some of the size classes disappear in the ensuing years is not

clear; certainly all classes of cars will become slightly smaller

and much lighter as the emphasis on fuel economy continues.

Manufacturers today attempt to position new offerings very

carefully in the marketplace. An advantage is believed to be

achieved when a car can be priced relatively low but associated

in size, appearance, or features with cars of a higher price

class. Thus, Ford has attempted to associate their relatively low

priced Granada with the much higher priced Cadillac Seville and

Mercedes-Benz line.

5.4 DEALER RELATIONS

The manufacturers offer various sales incentives to their

dealers which take two basic forms--cash or awards. In extrc-c

cases, cash rebates are offered on models which are selling

poorly. However, the manufacturers much prefer to offer awards

for outstanding performance in carefully established sales

contests. The awards may go to dealers or to their sales mana-

gers or salesmen.
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Sometimes the incentives are extended to the final

consumers. Again, they are in the form of cash rebates or

awards. The generally poor selling rates of 1975 resulted in

an unusually large number of consumer incentives during that

model year.

The sales performance of each dealer is compared with

a Planning Potential established for it by the manufacturers.

The establishment of the Planning Potential has become quite

sophisticated. It serves as the basis for evaluating the need

for additional dealerships, their location, and their size. The

entire investment made in a dealership, including sales and ser-

vice facilities, is based on the Planning Potential.
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