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FOREWORD

Delphi IX is a detailed analysis of forecasts by three separate panels of automotive industry
executives, directors, managers and engineers who are expert in automotive technology, materials
or marketing. These individuals were selected because they occupy positions of responsibility
within the automotive industry and have strategic insight into important industry trends. In many
cases they are in a position to influence these trends. This report, published in three volumes, is
ninth in a series of in-depth studies of long-range automotive trends, which began with Delphi | in
1979 and continued with Delphi 1l in 1981, Delphi lil in 1984, Delphi IV in 1987, Delphi V in 1989,
Delphi VI in 1992, Delphi VII in 1994 and Delphi Viil in 1996.

The Office for the Study of Automotive Transportation (OSAT) collects the data and
analyzes, interprets and presents the results. Since the forecasts are those of the panelists, Delphi
IX is essentially the industry's own consensus forecast. These forecasts are not "crystal ball"
predictions but, rather, well-informed estimates, perspectives and opinions. Such forecasts present
an important basis for business decisions and provide valuable strategic planning information for
those involved in all areas of the North American automotive industry: manufacturers; service,
component and materials suppliers; government; labor; public utilities; and financial institutions. We
believe these to be the most authoritative and dependable North American automotive forecasts
available.

A key point to keep in mind is that the Delphi forecast presents a vision of the future. It
obviously is not a precise statement of the future but rather what the industry thinks the future will
likely be.

As an industry-wide survey, the project also allows individual companies to benchmark their
vision and strategy against consensus industry opinions.

The Delphi method: general background

The study is based on the Delphi forecasting process. This process requires that experts
consider the issues under investigation and make predictions about future developments.
Developed by the Rand Corporation for the U.S. Air Force in the late 1960s, Delphi is a systematic,
interactive method of forecasting based on independent inputs regarding future events.

The Delphi method is dependent upon the judgment of knowledgeable experts. This is a
particular strength because, in addition to quantitative factors, predictions that require policy
decision are influenced by personal preferences and expectations. Delphi forecasts reflect these
personal factors. The respondents whose opinions are represented in this report are often in a
position to influence events and, thus, make their forecasts come true. Even if subsequent events
result in a change of direction of a particular forecast, this does not negate the utility of the Delphi.
This report's primary objective is to present the direction of technological, materials, and marketing
developments within the industry and to analyze potential strategic importance.

Process

The Delphi method utilizes repeated rounds of questioning, including feedback of earlier-
round responses, to take advantage of group input while avoiding the biasing effects possible in

face-to-face panel deliberations. Some of those biasing effects are discussed in this excerpt from a
1969 Rand memorandum:

The traditional way of pooling individual opinions is by face-to-face decisions.
Numerous studies by psychologists in the past two decades have demonstrated
some serious difficulties with face-to-face interaction. Among the most serious are:
(1) Influence, for example, by the person who talks the most. There is very little




correlation between pressure of speech and knowledge. (2) Noise. By noise is not
meant auditory level (although in some face-to-face situations this may be serious
enough) but semantic noise. Much of the "communication” in a discussion group has
to do with individual and group interest, not with problem solving. This kind of
communication, although it may appear problem-oriented, is often irrelevant or
biasing. (3) Group pressure for conformity. In experiments at Rand and elsewhere, it
has turned out that, after face-to-face discussions, more often than not the group
response is less accurate than a simple median of individual estimates without
discussion (see N. C. Dalkey, The Delphi Opinion. Memo RM 5888 PR, p. 14, Rand
Corp., 1969).

In the Delphi method, panelists respond anonymously, preventing the identification of a
specific opinion with any individual or company. This anonymity also provides the comfort of
confidentiality, allowing panelists to freely express their opinions. Among other advantages, this
process enables respondents to revise a previous opinion after reviewing new information
submitted by other panelists. All participants are encouraged to comment on their own forecasts
and on the combined panel results. The information is then furnished to the panel participants in
successive iterations. This procedure reduces the effects of personal agendas or biases and
assists the panelists in remaining focused on the questions, issues and comments at hand.

Panel characteristics and composition

The very essence of a Delphi survey is the careful selection of expert respondents. The
selection of such experts for this Delphi survey is made possible by the long-standing association
between The University of Michigan's Office for the Study of Automotive Transportation and
representatives of the automotive industry. Lists of prospective experts were assembled for
Technology, Marketing and Materials panels. Members were selected on the basis of the position
they occupy within the automotive industry and their knowledge of the topic being surveyed. They
are deeply knowledgeable and broadly experienced in the subject matter.

The names of the panel members and their replies are known only to our office and are
maintained in the strictest confidence. Replies are coded to ensure anonymity. The identity of
panel members is not revealed. Upon publication of the final Delphi report, all questionnaires and
lists of panelists are destroyed.

The characteristics of the 266 panel members are as follows: 21 percent of the Technology
Panel was composed of CEOs, presidents, or vice presidents; 18 percent were directors; 37
percent were executives, managers or supervisors; 16 percent were engineers (chief, assistant
chief and staff); and 8 percent of the panel was made up of academic specialists and consulting
technical-engineering specialists. ~ The Marketing Panel was composed of 33 percent CEOs,
presidents, or vice-presidents; 30 percent directors; 29 percent managers; and 8 percent academic
and consulting marketing specialists. Among Materials panelists, 6 percent were CEOs, presidents
and vice presidents; 26 percent were directors; 41 percent managers and supervisors;16 percent
engineering specialists; and 11 percent academic and consulting materials specialists.
Approximately 29 percent of the Delphi IX panelists were employed by vehicle manufactures; 63
percent by components and parts suppliers; and 3 percent were others (i.e. specialists, consultants,
academics, and representatives of associations and publications).

Presentation of Delphi forecasts and analyses

Data tables. When a question calls for a response in the form of a number, responses are
reported as the median value and the interquartile range (IQR). The median is a measure of central
tendency that mathematically summarizes an array of judgmental opinions while discounting
extremely high or low estimates; it is simply the middle response. The IQR is the range bounded at
the low end by the 25th-percentile value and at the high end by the 75th-percentile value. For
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example, in a question calling for a percentage forecast, the median answer might be 40 percent
and the IQR 35-45 percent. This means that one-quarter of the respondents answered 35 percent
or less, another one-quarter chose 45 percent or more, and the middle half of all responses ranged
between 36 percent and 44 percent, with 40 percent as the middle response. That narrow
interquartile range would indicate a fairly close consensus among the respondents.

In contrast, the percentage forecast for a different question might show a similar median
forecast of 40 percent, but with an interquartile range of 20-70 percent, indicating less consensus
and a considerable degree of uncertainty about the issue in question.

Uncovering differences of opinion is one of the major strengths of the Delphi method. Unlike
other survey methods, where differences of opinion among experts are often obscured by statistical
averages, the Delphi highlights such differences through the presentation of the interquartile range.

Discussion. Narrative discussions are presented to highlight and explain a particular set of
data.

Selected edited comments. Selected, edited comments from the Delphi panélists are
shown following each data table in order to provide some insight into the deliberative process by
which panelists arrived at their forecast.

In a Delphi survey, respondents are encouraged to contribute comments to explain their
forecast and to perhaps persuade other respondents to change their positions. Many of these
edited comments are included. These replies may provide important information which is not
evident in the numerical data. An individual panelist may have unique knowledge that planners
should carefully consider. However, readers should be careful not to overemphasize a particular
comment. It is possible for a well-stated contrary opinion to mislead the reader into ignoring an
important majority opinion which is accurately reflected in numerical data.

Manufacturer/supplier comparison. Delphi IX panelists include respondents from the
North American automotive manufacturers; the major suppliers of components, parts, and materials
for the industry; as well as consultants and academics. A concerted effort is made to obtain a
relatively equal distribution of manufacturer and supplier panelists. Within the context of this
survey, categorizations will refer simply to either Manufacturers (or for brevity in tables, OEMs—
Original Equipment Manufacturers) and Suppliers.

For obvious competitive reasons, the automotive manufacturers seek to maintain a degree
of secrecy regarding their design, engineering, and marketing plans. While the relationship
between the manufacturer and supplier is moving toward an increasingly closer degree of
cooperation and integration, a considerable element of proprietary concern remains. Additionally,
the very size and complexity of the automotive industry works against optimum information transfer.
Therefore, where it is considered relevant to a better understanding of or perspective on the
forecast, our analyses include a comparison of the forecast from manufacturer and supplier
panelists in an attempt to illustrate where significant agreements or differences exist.

Comparison of panels. The three groups of Delphi panelists (Technology, Marketing and
Materials) are asked questions that specifically focus on their respective areas of expertise.
However, a few questions are considered common to two or more panels. For example, the fuel-
price question (see MAR-1) is considered so basic that it was submitted to all three panels.

At times, the panels will give differing responses to these questions. This may reflect the
makeup of a particular panel and the panelists' subjective perception of the issue in question.
Where differences do exist between the panels, serious consideration should be given to whether
the difference reflects the composition and proprietary interest of that particular panel or whether
there exists a substantial degree of uncertainty regarding the issue in question. We try to highlight
both the differences and similarities.
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Trend from previous Delphi surveys. A single Delphi survey is a snapshot which collects and
presents the opinions and attitudes of a group of experts at a particular point in time. Some
questions, in various forms, were asked in previous Delphi surveys, and thus provide trend data.
The fact that forecasts for a particular question may exhibit considerable variation over the years
does not diminish their relevance and importance to strategic planning. The forecasts reflect the
consensus of expert opinion at the time. These opinions and forecasts are predicated on the best
information available at the time. However, market, economic, and political factors do change.
Trend data can reveal the stability or volatility of a particular market, material, or technology issue.
A careful analysis of trend data is an important consideration in strategic business planning
decisions.

Strategic considerations. Based on the replies to a particular question, other relevant Delphi
IX forecasts, other research and studies, and OSAT's extensive interaction with the automotive
industry, this report makes inferences and interpretations as to the core issues in questions and
their potential impact on the industry. By no means are they exhaustive statements of critical
issues. Rather, they are points that the reader might consider useful.
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EXECUTIVE SUMMARY

The 1998 Delphi IX Forecast and Analysis of the North American Automotive Industry
Volume 1: Marketing combines the predictions of nearly a hundred automotive industry participants
to describe a model of the future of the industry. These participants, who participate as panelists in
a series of questionnaires about the industry’s future, come from both manufacturers and suppliers,
and occupy positions from lower management to chief executive officer, with a focus primarily on
sales and marketing. Consequently, these panelists are knowledgeable about future marketing
trends and changes and may even be in a position to influence events in the industry. More than
just a forecast, however, this survey attempts to build a consensus opinion among industry thought
leaders of where the auto industry is headed. Using 2002 and 2007 as base years, this forecast
examines strategic planning factors, purchase and ownership, design and engineering, sales and
production, and vehicle attributes.

I. STRATEGIC PLANNING FACTORS

In both the short and long terms, panelists predict that, among other things, energy prices,
GNP, and industry research and development expenditures are expected to increase.
Manufacturers believe the trade deficit will decrease while suppliers think it will increase (MKT-1).
Of the factors that affect new vehicle demand, quality, age of vehicles in use, pricing, and styling
are among the ones considered likely to increase the most. The largest increase in these factors
between 2002 and 2007 is seen in technology advances (MKT-2). The price of gasoline is
predicted to increase by about 17% in the short term and 12% in the long term, with 40% of the
amount of the increase accounted for by taxes in 2007 (MKT-3). Panelists also predict that the
number of passenger car models selling fewer than 50,000 units will increase (MKT-7).
Government regulation of emissions is forecast to increase significantly and there will be a slight
increase in alternative fuel regulation (MKT-6).

Il. VEHICLE PURCHASE AND OWNERSHIP

Consumer purchasing decisions vary by vehicle segment. Entry level vehicle buyers, for
example, are expected to look for low purchase price and good fuel economy in the coming
decade. Intermediate buyers will look for interior space and comfort/convenience, while luxury
buyers will look for exterior styling as well as comfort and convenience (MKT-8). In general among
cars, panelists think interior and exterior styling, and pricing offer the greatest opportunities for
product differentiation (MKT-26a). Panelists see truck buyers tending to look for similar attributes
even in different segments: interior space, purchase price, exterior styling, and
comfort/convenience (though sport utility vehicles (SUVs) have a high degree of status appeal)
(MKT-9). The future growth of the light truck market has its supporters who see the versatility,
utility, and status appeal, but detractors see Baby Boomers moving to more comfort, possibly in the

form of hybrid (car/truck-like) vehicles. They also see potential safety, emissions, or fuel price
challenges (MKT-10).

Panelists foresee prices for both cars and trucks increasing in the future, but the predictions
show a smaller percentage increase compared to our previous Delphi forecast. A particular
challenge for manufacturers is expected to be the competition between entry level vehicles and
nearly new off-lease vehicles (MKT-11). Buyers are predicted to increase, by 10 percent, the
amount they finance for their new vehicles by 2002, and by another 10 percent by 2007. Twice as
many people are expected to finance their vehicles through loans than through leases in 2002.
Panelists see 30 percent of buyers leasing by 2002 and 35 percent by 2007 (MKT-13). Panelists
agreed that in terms of affordability, consumers were less concerned with the retail price of a
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vehicle and more concerned with the monthly payment, and that leasing permits a consumer to
drive a more expensive vehicle than they could with conventional financing (MKT-14). Loyalty
(previous experience with the current make and model) continues to be the most important factor
influencing the consumer buying decision (MKT-15). In terms of sales and marketing strategies,
incentives such as rebates are predicted to continue to be used as they are today, but panelists
see more use of longer warranties and no-cost maintenance packages (MKT-36).

At the retailer, there are expected to be a number of changes. For one, panelists predict
greater use of “one-price, no negotiating” selling (MKT-17). To some buyers, that will be an
improvement in the buying process. Other improvements at the dealer include extended sales and
service hours, greater efforts to retain existing customers, and shorter delivery times (MKT-18).
Panelists see the Internet being used extensively in all phases of relationship marketing, though to
a lesser extent in conducting the sales transaction (MKT-19). By 2007, panelists see the dealer
landscape to be composed of more mega-dealers, motor malls, and multi-franchise dealers, but
with fewer sales people, new car dealerships, and lower domestic and foreign inventory levels
(MKT-20). As product quality played a lesser role in vehicle differentiation, the same experts think
that customers will not pay for higher quality because it is a given. No manufacturer will survive
with poor quality scores (MKT-24).

lll. VEHICLE DESIGN AND ENGINEERING

Although it differs by segment, design cycle times are shortening. By 2007, most vehicles
are expected to require a facelift every two years and a complete redesign every four to five,
according to panelists (MKT-28). A redesign is thought to be most important for luxury models and
SUVs, slightly less important for intermediate vehicles and minivans, and the least important for
entry level vehicles and pickups (MKT-28). Panelists see increases in the number of models that
share platforms with vehicles from another market and the number of models within a company that
share a platform or major components. They also see a reduction in the number of platforms within
a company (MKT-29). Exterior styling of the future is anticipated to continue to emphasize
aerodynamic themes, cab-forward design, new materials, and hybrid cars that have car and truck-
like features. Interior design is forecast to offer improved ergonomics, especially improved seating,
greater use of electronic devices for improved safety and re-designed instrument panels. Interior
design is expected to allow people to do more of what they usually do at home including complete
communications. (MKT-48).

IV. LIGHT VEHICLE SALES AND SEGMENTATION

Panelists predict modest growth of about 5% for the North American market over the next
decade. The U.S. car market is expected to grow at a lower rate (3% for 2002 and 5% for 2007)
than the truck market (6% for 2002 and 8% for 2007). The Big 3 passenger car growth is
anticipated to be less than light truck growth, while the Japanese manufacturers are forecast to
make gains in light trucks and the Europeans in passenger cars (MKT-31). Panelists also believe
that new vehicle buyers will keep their vehicles only slightly longer than in the past, but the average
age of the vehicles on the road will increase by almost a full year by 2007 compared to today
(MKT-35).

V. WORLDWIDE PRODUCTION AND EXPORTS

North American production is predicted to be stable over the next ten years, though Delphi
IX panelists are less optimistic about production levels than Delphi VIII panelists were. The Big 3 is
expected to increase their North American production of trucks and decrease their production of
cars for both 2002 and 2007. Both Japanese and European manufacturers are predicted to
increase their North American production of both cars and trucks (MKT-37). In the U.S. and
Canada, panelists think the Big 3 will build 77% of the vehicles assembled in 2007, down slightly
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from 81% in 1996. Many of these manufacturers are expected to export vehicles to the U.S. from
other countries. Of the five million vehicles expected to be imported into the U.S. in 2007, 43
percent are forecast to come from Canada, 28 percent from Japan, and 15 percent from Mexico.
The balance is forecast to come from Korea and several European countries (MKT-38). Slightly
over half the exports from the U.S. are expected to go to Canada, 12 percent to Japan, 10 percent
to Latin/South America and about 9 percent each to Europe and other Asian countries (MKT-39).
To promote sales in potential export markets, panelists recommend designing vehicles for local
preferences, improving distribution systems and developing smaller displacement engines that will
be untaxed (MKT-40).

VI. VEHICLE ATTRIBUTES AND FEATURES

Many vehicle features or equipment are expected to become more common in the future.
Multivalve engines, already common today, are forecast to reach 50 percent usage by 2007, and
anti-lock brakes are predicted to reach 70 percent usage for both cars and trucks by 2007.
Traction control is also anticipated to double its current application rate, reaching 21 percent (MKT-
41, 42). Keyless entry systems, anti-theft devices, CD players, and automatic climate control
systems are all forecast to significantly increase their penetration as factory-installed options (MKT-
46). Tire technology is expected to improve over the next ten years so that there will be more tires
that are self-repairing, have longer life, and have better water-shedding designs (MKT-47).
Intelligent Transportation System (ITS) features, such as in-vehicle message systems, navigation
and collision warning systems, and adaptive cruise control, are forecast to reach 10 to 15 percent
application rates by 2007, though panelists’ predictions varied by significant amounts (MKT-43).
This uncertainty of the panelists also occurs in what they believe buyers are willing to pay for ITS
features and “Green” marketing issues. They predict buyers would be willing to pay $250 for
collision-avoidance and navigation systems, $200 for near zero emission vehicles, and $50 for near
100% recyclable vehicles, but the range of responses for these questions runs from $0 to $500
(MKT-45). '

Understanding the automotive consumer will continue to be a challenge for the
manufacturers as they focus on building vehicles for the next century. Trying to anticipate the
wants and needs of consumers four or five years from the present demands that automotive
marketing and product development managers apply as much art as science to their potential
designs. This 1998 Delphi IX Forecast and Analysis of the North American Automotive Industry

Volume 1: Marketing shows some of the results of what managers are thinking about as they look
to the future.
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MKT-1. Many factors affect strategic planning. The following table presents a partial list
of political and economic factors affecting the business environment. Please
indicate your trend forecast for each factor considering the periods 1998-2002
and 2003 - 2007. Unless otherwise indicated all factors refer to the United

States.
Scale: 1=sharplyincrease 3 =nochange 5 = sharply decrease
Trend Affecting Strategic Planning Mean Response
Political and Economic Trends Short term: Long term:
1998 - 2002 2003 - 2007
Energy prices 22 1.9
Annual producer price index 23 22
Manufacturing competitiveness 21 2.2
Annual GNP 24 24
Industry R & D expenditures 26 24
Corporate cost of capital 26 26
Unemployment rate 26 26
Personal savings rate 2.7 2.7
Personal taxation rate 3.1 2.7
Business taxation rate 2.8 2.8
Government investment incentives 2.7 2.8
Trade deficit 2.7 2.8
Federal budget deficit 3.0 29
Political stability 3.0 3.0
Value of U.S. dollar relative to other currencies 29 31
Other responses

Education and training of 21% century workforce: short term: rated 2; long term: rated 1
Personal debt: rated 3

Trade volume — short term: rated 4; long term: rated 4

Unemployment: rated 2

Selected edited comments

e Due to utility deregulation, energy costs will go down, and petroleum/gas prices will continue to
increase.

¢ Education and training of 21* century workforce will be very important in the future.

e | would expect the trade deficit to widen based on both the expected strength of the dollar
slowing export activity as well as the importation of oil.
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e Monetary union in the EC will be a factor. Opening markets in Eastern Europe and Asia will
fuel global growth. Political volatility in the Middle East will threaten oil supplies to the west and
reinvigorate increases in CAFE.

Discussion

Short term

Panelists forecast that some trends will change significantly in the next five years, while others
will not. The biggest changes will occur in annual GNP and producer price index, thought to
increase significantly. Energy prices too are forecast to increase significantly as will manufacturing
competitiveness (perhaps for some companies more than others). Only modest increases are
forecast for some of the traditional economic measures, such as tax rates, cost of capital and
unemployment. Not likely to change are the federal budget deficit and political stability. The
personal tax rate is forecast to decrease very slightly.

Long term

In the long term, panelists predict largely the same outcomes as they predict in the short term.
The exceptions are that they expect industry R & D expenditures to increase slightly more in the
long term, as well as the personal taxation rate. They predict that the value of the U.S. dollar will
decrease very slightly in the long term compared to the slight decrease they forecast for the short
term.

Manufacturer/supplier comparison

Short term

Manufacturers and suppliers are in general agreement about most planning factors. However,
in some cases manufacturers are more optimistic than suppliers. Statistically significant differences
exist for the corporate cost of capital, for which manufacturers forecast no change and suppliers
forecast a moderate increase; energy prices, for which suppliers predict a greater increase than
manufacturers; personal savings rate, where manufacturers believe the rate will increase more
than suppliers do; and the trade deficit, which manufacturers forecast will decrease slightly and
suppliers predict will increase slightly.

Long term

The only trend about which manufacturers and suppliers disagree is the trade deficit, which
manufacturers predict will decrease and suppliers predict will increase.

Trend from previous Delphi surveys

Short term

The current forecast is very similar to the previous one. However, panelists in the 1994 Delphi
VIII forecast, whose short term was 1996-2000, predicted that the federal budget deficit would
decrease slightly.

Long term

The current forecast is very similar to the previous one. Differences occur in three areas: the
federal budget deficit, the trade deficit, and the value of the dollar. Panelists in the current survey
predict that the budget deficit will stay about the same as today, while Delphi VIII panelists
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predicted it would decrease significantly. Today's panelists also predict that the trade deficit will
stay about the same as today, whereas the previous panelists predicted a significant decrease.
Finally, Delphi IX panelists predict the value of the dollar to remain about the same as today. Delphi
VIII panelists predicted the dollar would increase slightly in value.

Strategic considerations

For the most part, panelists foresee no huge shifts in political and economic trends that could
adversely affect the industry. The biggest changes are forecast to occur in both the short term and
the long term. These changes include increases in the annual GNP, a good thing, but also an
increase the producer price index, not so good. Energy prices, too, are predicted to go up, which
has both good and bad affects on the industry: bad if high operating costs foster use of alternate
forms of transportation, or fewer vehicle miles; good if consumers trade in their vehicles for more
fuel-efficient ones.

Like energy prices, the unemployment rate can have an effect on vehicle purchases. If more
consumers become unemployed, there are fewer available vehicle buyers. In fact, even if the
unemployment rate increases only slightly, some buyer confidence in general may waver, with
employed persons postponing purchases until economic stability returns.

In the longer term, panelists predict that industry R & D expenditures are likely to increase

significantly. This could be due to the cost of developing increasingly high tech vehicle systems and
components.
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MKT-2. Many factors influence the level of new vehicle demand. The following table
presents a partial list of economic, social and consumption factors affecting
new vehicle sales volumes. Please indicate your trend forecast for each factor
(as in MKT-1) considering the periods 1998-2002 and 2003-2007.

| 1=sharply increase 3=no change 5=sharply decrease |

Mean Response
Trends Affecting Vehicle Demand Short term Long term
1998 - 2002 2003 - 2007
Price of gas 2.2 1.9
Technology/technological advances 2.3 1.9
Vehicle quality/reliability/durability 2.0 1.9
Age of vehicles in use 23 21
Real transaction price of new autos 23 2.2
Styling 23 2.2
Real transaction price of new light trucks 2.3 23
Vehicle insurance premiums 2.3 2.3
Personal loan/lease interest rates 24 25
Used car prices 26 25
Used light truck prices 25 25
Maintenance/operating costs 2.8 2.7
Use of mass transportation 2.9 27
Average annual miles traveled per vehicle 26 2.8
Consumer economic confidence 3.2 29
Real disposable personal income 29 29

Other responses
Domestic market share: rated 4
Recyclability: Short term: rated 2; Long term: rated 1

Selected edited comments
o | think that shortening design time has the potential to change the auto industry in a major way.

o Styling will be influenced by hybrid and electric power plants.

Discussion

Panelists predict that a number of trends affecting vehicle demand will change at least slightly
in the future. Nearly all factors are predicted to increase at least slightly, although consumer
economic confidence is predicted to decrease very modestly.
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Manufacturer/supplier comparison

Short term

Manufacturers and suppliers agree on most vehicle demand trends. The exceptions are used
car prices, which manufacturers predict will stay the same while suppliers predict a moderate
increase and vehicle insurance premiums, which manufacturers predict will increase less than
suppliers do.

Long term

Manufacturers predict increased consumer economic confidence while suppliers predict it will
not change; manufacturers predict only a slight increase in personal interest rates while suppliers
believe interest rates will increase significantly; suppliers forecast that personal income is unlikely
to change but manufacturers predict an increase; and manufacturers do not predict as great an
increase in insurance premiums as do suppliers.

Trend from previous Delphi surveys
In both the short and long term, the current forecast is very similar to the previous one.

Strategic considerations

Somewhat amazingly, panelists are forecasting a significant increase in the level of quality of
vehicles in the future. Considering how troublefree so many vehicles are today, it almost seems
hard to imagine what more carmakers can reasonably do to enhance quality, reliability and
durability. Moreover, incremental improvements might be more expensive to achieve than the
previous one. At some point, customers will probably prove unwilling to pay for higher quality levels.

Panelists are predicting that the costs of buying and owning vehicles are likely to increase also.
The price of gas, insurance, even interest rates are thought to increase at least somewhat. These
rising costs would presumably have a dampening effect on sales. On the plus side, with the
number of vehicle miles traveled increasing and the forecast changes in styling and technology,
there are forces conspiring to increase vehicle sales. Fortunately, the collective opinion is that cars
and trucks will remain a primary transportation choice for most people: the use of mass
transportation is unlikely to change much.

The forecasts for the short term and the long term are fairly similar. Two exceptions stand out.
First, panelists predict that the cost of gasoline is likely to increase more in the long term than in the
short term. Please see MKT-3 for additional information about future gasoline prices. Second, it is
predicted that near term technology advances will be surpassed by long-term advances.

Based on these responses, industry marketing executives expect a reasonably stable future. It
would be impossible to summarize the net effect on vehicle demand of all these factors. Readers

should consider their own research and position in the industry to determine how they will be
affected. '
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MKT-3a. Please estimate U.S. retail fuel prices, per gallon, for 2002 and 2007, including

fuel tax. (Please use constant 1997 dollars without adjusting for inflation.)

Median Response Interquartile Range
Unleaded Gasoline Est. 2002 2007 2002 2007
1996*
Regular $1.23 $1.45 $1.65 $1.32/1.50 $1.50/1.99
Premium 1.41 1.65 1.90 1.50/1.75 1.65/2.20

*Source: U.S. Energy Admin., National Average Jan.-Oct. '96

Selected edited comments

Alternative fuels/energy sources will affect demand. Gas prices will increase to be competitive
with alternative fuel costs and reach a “mature product’ life stage status

Developing countries such as China and India will push demand for fuel resulting in higher
prices.

Gas prices will increase mainly because of higher taxes to pay for road repair and because of
EPA mandated alterations to the fuel. There will be no fundamental changes in underlying
energy supply and demand in the planning period

| fully expect alternative fuel technology to be available in the 2005 — 2007 timeframe to exert
downward pressure on petroleum prices. Oil will be remarketed to other uses.

Increases in gas prices will be tax-driven

No political will exists in Congress to raise gas taxes to European levels. Green concerns may
or may not become a factor again. The biggest influence will be the reliability of supply from the
Middle East.

There is potential for shortages further out in the planning period. One big oil shock is likely.
We will likely see some government action to raise prices for environmental and consumption
reasons, tempered by political reality. (e.g., 5-10 cents/gallon).

Tax increases will drive this movement largely to pay for overdue road maintenance.
U.S. fuel prices are currently artificially low and will rise over time

Discussion

Panelists predict that the price of gasoline, excluding inflation, is likely to increase about 17 to

18% between 1996 and 2002, and 14 to 15% between 2002 and 2007, depending on the grade of
fuel. The cause of such increases is thought to be due to political forces, such as tax increases,
rather than market forces. Such tax increases could be the result of government attempts to raise
revenue for transportation improvements and maintenance, to curb the use of fossil-based fuels for
environmental reasons, or to just to raise money.

Manufacturer/supplier comparison

There is no statistical difference in responses between manufacturers and suppliers.

10
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Comparison of forecast: TECH-1a and MAT-1

There is no statistically significant difference in responses between the technology, marketing
and materials panelists.

Trend from previous Delphi surveys

Retail Fuel Price Expectations: Previous and Current Delphi Forecasts

Unleaded Regular Unleaded Premium
Median Response Median Response

Year Delphi VIl | Delphi Vill | DelphiIX | Delphi Vil | Delphi Vil | Delphi IX

1998 1.45 1.60

2000 1.30 1.54

2002 1.45 1.65

2003 1.70 1.90

2005 1.50 1.75

2007 1.65 1.90

Delphi IX respondents predict a rise in prices for both regular and premium gas for both 2002
and 2007. Their predictions are very similar to the price Delphi VII respondents predicted for 1998
and 2003. Though their predictions vary about 10 percent, they do not represent dramatic changes
in the future.

Strategic considerations

Gasoline prices, for both low and premium grades, are forecast to increase over the next ten
years. However, the increases will probably not be so great as to cause a change in driving habits
or buying behavior. In fact, given the recent shift in purchases from passenger cars to light trucks,
consumers have demonstrated a certain lack of concern about fuel prices.

A portion of the increase in fuel prices can be attributable to increased taxes (see Mkt-3b).
There are several factors that could affect the level of gas taxation and therefore the price of
gasoline. First, the condition of roads in many places is unsatisfactory. Tax increases may be
permissible if the funds generated by those increases are earmarked for infrastructure
improvements. Secondly, government-prodded fuel economy “stretch” programs, such as PNGV,
may promote the development of technologies that improve fuel economy. If so, more fuel-efficient
vehicles could offset the increased operating costs resulting from higher taxes.

All things considered, panelists forecast only modest increases in fuel prices suggesting
reasonable stability in fuel prices as a driver of product design, vehicle use, and other factors. Of
course, policy actions could still change things significantly in the interest of preserving energy
supplies, reducing climate, or whatever else policy makers might feel is important. We must
remember that voters are consumers which will undoubtedly keep our elected officials from too
much policy indiscretion.
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MKT-3b.  What percentage of the change from the previous period forecast in MKT-3a will
be attributed to state and federal taxes?

Percent Change Attributed to Taxes

Median Response Interquartile Range
2002 — 25% 2007 — 40% 2002 — 10/55% 2007 — 15/64%

Selected edited comments

* | see greater emphasis on nonauto infrastructure development. | think that as they age, baby
boomers will demand ways to get around when they can no longer drive a car.

* | would expect large increases in tax rates to fund the development of needed infrastructure to
keep pace with technology.

o States will raise taxes before the federal government does because of the need to restore
infrastructure

o The extremely high bill of reconstruction of the infrastructure has to be paid.

Discussion

Panelists forecast that a quarter of the increase in gas prices predicted in Mkt-3a for the period
1996 to 2002 will be due to increased taxes. From 2002 to 2007, it is predicted that taxes will
account for 40%, on average, of the increase.

Manufacturer/supplier comparison
There is no statistical difference in responses between manufacturers and suppliers.

Comparison of forecast: MAT-2 and TECH-1b

Responses from materials panelists are not statistically significantly different from technology
panelists. There is a statistically significant difference in responses between technology and
marketing panelists. Mean responses for the two panels are summarized in the following table.

Percent Change Attributed to Taxes

Technology Marketing
2002 47% 36%
2007 53 42

Trend from previous Delphi surveys
This question was not asked in prior Delphi surveys.

Strategic considerations

Panelists predict that significant portions of increased gasoline costs will be due to higher taxes.
They believe that the revenues collected from higher taxes will be used for two major purposes.
First, government will spend to restore a deteriorating transportation infrastructure. Second,
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government will spend to develop a nonautomotive public transportation system, possibly to
alleviate environmental concerns but also to provide transportation to an aging and often disabled
population.

Note the broad interquartile range. There is not a strong consensus here on the magnitude of
tax increases in the future. This is not surprising, considering the strongly political nature of taxation
in general, and fuel taxes in particular. Motorists are usually very sensitive to changes in fuel prices
(possibly more on principle than because of how it affects their pocketbooks). Combined with a
general perception that government revenues are sometimes squandered, taxpayers who drive

have little appetite for higher gas taxes. They may make an exception if fuel taxes are used to
improve transportation infrastructure.

In addition, several years of economic prosperity and modest government downsizing have
resulted in dramatic drops in the national government’s budget deficit. Consequently, there is less
pressure to use gasoline taxes as a source of revenue.
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MKT-4. The U.S. market continually evolves as new manufacturers enter or exit, new

divisions appear or disappear, and new models are introduced or canceled.
Please indicate the trend of these three processes through 2007.

Scale: 1 =sharply increase 3 =nochange 5 = sharply decrease
Industry Structure, 1998 - 2007 Mean
Response
Number of model/nameplate offerings_ (e.g., Expedition, Malibu) 2.6
Number of manufacturers marketing_vehicles (e.g., Kia) 2.7
Number of marketing divisions_ (e.g., Saturn, Lexus) 3.0

Selected edited comments

Acquisition among the world automakers will become reality, thus reducing the number of
manufacturers and marketing divisions

European manufacturers may re-enter the U.S. market (e.g., Fiat, PSA, Renault). New Asian
manufacturers, some of which are currently unknown, may enter. The number of
manufacturers’ marketing divisions should decrease, but would be offset by new retail brands
(e.g., AutoNation).

Every nation considers the automotive industry a pillar of its economy. Developing nations will
encourage automakers with protection and incentives which skew the open market. This
creates many, perhaps inefficient, manufacturers to enter the market, thereby increasing model
nameplates. Consolidation and rationalization in the global market will occur later in developing
countries. It has already happened in the U.S. Europe (excluding Central and Eastern Europe)
is undergoing further consolidation, and it is starting to happen in Japan. Next will be Taiwan,
then..?.

Most OEMs are seeking to reduce platforms. Most marketing divisions are trying to consolidate

The expectation is that manufacturers will attempt to further segment the market with various
niche strategies in order to preserve profitability

There are too many models and too many manufacturers. Some are in trouble today, evenin a
healthy market; when the downturn occurs, some will perish.

There are too many brands today—it's confusing customers.

There will be only modest increases in the number of manufacturers and divisions, but large
increases in the number of models, as all manufacturers seek to meet competitive pressures by
offering new models to compete in new segments.

With an anticipated 20 million units of global overcapacity, the industry cannot continue to
expand as it has for the last 30 years.

14
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Discussion

Panelists predict that the number of models (nameplates) and the number of manufacturers
marketing vehicles in the U.S. will increase slightly during the next ten years. However, they predict
that the number of manufacturer marketing divisions will stay about the same.

Manufacturer/supplier comparison
There is no statistical difference in responses between manufacturers and suppliers.

Trend from previous Delphi surveys

In the prior Delphi survey, this question was asked in slightly different form, making
comparisons difficult. However, the stem relating to the number of nameplates remained essentially
the same. For that response, panelists forecast that the number of models would remain nearly
unchanged, compared to the slight increase forecasted in this survey.

Strategic considerations

Panelists predict that there will likely be a slight increase in the number of manufacturers
marketing vehicles in the U.S. over the next ten years. The source of such growth is probably from
European or Asian-based manufacturers. Several European manufacturers, such as Fiat or
Renault, used to participate in the U.S. market, but withdrew due to dwindling sales. Finding the
huge U.S. market hard to ignore, and with revitalized products selling well in Europe, these
manufacturers could attempt a comeback during the next ten years. In addition, newly emerging
Asian manufacturers, often encouraged by government support, may make significant efforts to
penetrate the U.S. market, particularly with entry-level vehicles.

Panelists predict that there will be no change in the number of marketing divisions. It is unclear,
whether this is the net result of additions and subtractions or no actual change. In either case,
panelists seem to be saying, using the additional insight of their accompanying comments, that the
market is accommodating all the makes it can. Opportunities for luxury divisions, a la Japanese
within the past decade, or other dedicated divisions, may be slim.

Panelists predict a slight to possibly moderate increase in the number of nameplates. This is an
interesting finding, given that the last few years have seen a pruning from the market of some
venerable nameplates (Thunderbird, for instance). The source of new nameplates could be a result
of additional competitors in a hot segment. The sport utility segment provides a good example of
this, as Dodge, Lincoln and Mercedes added such models to their lineups. These compete with
models from other manufacturers already there, with Cadillac due to enter the fray in the '98 model
year.

When considering the possibility of new entrants to the U.S. market, changing distribution
systems could not only facilitate entry but, if the promise of lower costs comes true, could also be a
catalyst to encourage entry. New entrants could choose an untraditional distribution method, as
Daewoo has in the UK, and achieve a significant advantage over entrenched marketing
organizations. Could new distribution methods, with their potential for substantially reduced cost,
be the competitive advantage for newcomers to the market that high quality and fuel economy were
for Japanese manufacturers 20 years ago?
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MKT-5. Many countries have the potential of achieving enough importance in vehicle
and component manufacturing that they offer significant market opportunities.
Please indicate your opinion of the manufacturing and marketing environment

in these countries by 2007.
Scale: 1=strongly agree 3 = neither agree nor disagree 5 = strongly disagree
Mean Response
Will Approach 2007 World Cost Will Be a Profitable
and Quality Standards 2007 Market
Country Vehicle Component Vehicle Sales
Production Production
Mexico 2.0 1.9 2.1
Korea 1.9 20 24
Thailand 2.5 24 26
Hungary ] 3.0 2.7 2.8
India 3.0 27 29
China, Peoples Republic of 3.4 - 3.0 3.1
Confederation of 3.5 3.2 3.3
Independent States (CIS)
Other responses

Central Europe: rated 1, 1, 2

Brazil: rated 2, 2, 3

Brazil or Mercosur/Argentina: rated 1, 1, 1
Mercosur (Argentina): rated 2, 3, 3

Selected edited comments

¢ Globalization of the industry and improved market access under the free trade policies of the
World Trade Organization will ensure a highly competitive market.

Discussion

Panelists believe that Mexico and Korea show the greatest promise in the opportunity for world
class standards in both manufacturing and marketing by 2007. Manufacturing and marketing
opportunities show equal promise in Mexico, while Korea is forecast to be a bit stronger in its bid to
approach world-class standards for manufacturing than for the potential of its market. Thailand is
considered somewhat less promising. For the most part, panelists neither agree nor disagree that
the remaining countries, Hungary, China, India and the CIS, will approach world class standards for
manufacturing and marketing. If there is any deviation from this it is in panelists’ mild disagreement
that China and the CIS could approach world class standards for vehicle production by 2007.
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Manufacturer/supplier comparison

Manufacturers and suppliers differ in the forecasts for component production in Hungary and
Mexico. Manufacturers believe more strongly that those two nations will approach world-class
standards in 2007.

Trend from previous Delphi surveys

Not much has changed from the previous Delphi forecast. Of these countries, only the
Confederation for Independent States shows a change, with panelists believing more strongly that
that country would approach world-class standards for component production or for being a world-
class market.

We did not include Korea in the previous Delphi forecast.

Strategic considerations

In an industry already considered glutted with capacity, it is important to track both
manufacturing and marketing developments in emerging countries. There are implications for all
manufacturers if even more capacity comes on stream. Developing countries, of which the ones in
this question represent a small sample, continue to fascinate companies based in developed
countries. This is primarily because of huge numbers of unserved consumers.

We have continued to ask this question of panelists for several reasons. First, many persons in
the auto industry are interested in emerging economies, whether for marketing or manufacturing.
With a great many potential customers in these countries, it is hard to ignore the potential sales.
Second, the responses here demonstrate that, from survey period to survey period, some of these
countries have not made great progress in moving to world-class levels. Many of these countries,
notably China, have been on the verge of industrial and consumer “greatness” for a number of
years. Finally, many readers of this forecast want to gauge the relative merits of going global and
where to do so. Survey panelists believe that some countries offer greater potential than others
during the next ten years.

Panelists fairly mild agreement about Korea’s potential for world-class status is interesting in
that, despite current economic woes, at least three vehicle manufacturers are producing and selling
vehicles at home and abroad. Although not considered on par with the world’'s best, these
manufacturers, especially Hyundai, have made considerable quality and performance
improvements in recent years. Hyundai may not require another ten years before it is considered a
world-class manufacturer.

If these countries are typical, it is probably good news that productive and market capabilities
seem to be fairly commensurately matched. It seems reasonable to believe, then, that newly
developed production capacity, and capability, will largely be absorbed by growing consumer
needs. While established manufacturers may fear the competition of increased world capacity, and
be attracted to the appeal of huge populations on the verge of rampant consumerism, the end
result might be a case of home-grown capacity feeding home-grown wants and needs.
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MKT-6. Please indicate your view of the trend in U.S. federal regulation and legislation
over the short term (1998 - 2002) and long term (2003 - 2007). Also, please list
any likely new areas of legislative and/or regulatory activity.

Scale: 1 =much more restrictive 3 = no change from 1996
5 = much less restrictive

Mean Response

LEGISLATION/REGULATORY

ACTIVITY Short Term Long Term

1998 - 2002 2003 - 2007

Alternate fuel/power source

Passenger car 2.8 2.3

Light truck 2.8 22
Anti-theft

Passenger car 2.8 2.6

Light truck 2.8 26
Fuel economy (CAFE)

Passenger car 24 1.8

Light truck 22 16
Occupant restraint safety

Passenger car 2.3 20

Light truck 22 1.9
Product liability

Passenger car 26 24

Light truck 26 2.5
Regionalization of nat'l standards

Passenger car 2.7 26

Light truck 2.8 26
Vehicle integrity/crashworthiness

Passenger car 22 1.9

Light truck 21 1.8
Vehicle emissions

Passenger car 2.2 1.8

Light truck 21 1.8

Other responses (new areas)

Antilocking braking (passenger car and light truck) — Short term: rated 3; Long term: rated 2
Light truck—other safety—Short term: rated1

Light truck: space/passenger seating size (Suburban Fighter, etc, so big!)

Passenger car and light truck—recyclability— Short term/Long term: rated 2 (2 responses)
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Passenger—post-usage recyclability—Short term: rated 2. Passenger car and light truck — post-usage
requirements—Long term: rated 1

Usage regulations for passenger cars and light trucks: both rated 2 in both short term and long term.

Selected edited comments

o As the line between passenger cars and light trucks continues to blur with SUVs, etc., there will
eventually be requirements for light trucks and SUVs to perform more closely to passenger cars
with respect to CAFE, engine emissions, five mph bumpers (on minivans) and other safety
issues. Congress may eventually reclassify minivans as passenger cars. Maybe all 4-door
vehicles will be classified as passenger vehicles, leaving only two-door truck, vans and SUVs
classified as trucks

o | see a “crackdown” on light trucks across the board, including the danger they represent to
cars. | hope for some steps controlling usage (e.g., miles driven) versus product design only
(e.g., CAFE).

Discussion

Panelists predict that government regulation is likely to become more restrictive in both the
short and long terms. While there are varying degrees of predicted restrictiveness, no legislative
area listed is projected to become less restrictive. Government legislation is predicted to become
even more restrictive in the long term than in the short term.

Short term

In the short term, panelists predict that fuel and safety related legislation is likely to be
measurably more restrictive in the future. Fuel economy standards and emissions standards are
predicted to be tougher, as well as occupant restraint and vehicle crashworthiness. Interestingly,
alternate fuel legislation is not forecasted to be much more restrictive than today, while fuel
economy and emissions are. Anti-theft legislation may become only very modestly more restrictive.
The same holds true for regionalization of national standards.

Long term

In the long term, overall, panelists predict that all vehicle legislation is going to get tougher.
Among the toughest are the same four predicted in the short term. The remaining legislative areas
will be more restrictive, but not to the extent of the above “Big 4.”

Manufacturer/supplier comparison

Panelists differ statistically by group only in their predictions for short-term regionalization of
standards pertaining to light trucks: manufacturers forecast more restrictive standards than do
suppliers, who predict only a slight increase in standards.

Comparison of forecast: TECH-16

Responses from technology and marketing panels were statistically significantly different from
the activities shown in the following table:
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Scale: 1 = much more restrictive 3 =nochange 5 = much less restrictive

Mean Response
Short Term Long Term
Legislation/Regulatory Activity 1998 - 2002 23039_ 2%r07
Technology Marketing Technology Marketing
Vehicle emission standards
Passenger car 26 22
Light truck 24 21 20 1.8
Anti-theft equipment
Passenger car 3.0 2.8 29 26
Light truck 3.1 2.8 3.0 26
Regionalization of national standards
Passenger car - - 29 2.6
Light truck - - 2.9 26
Product liability
Light truck - - 27 2.5

In all cases where there is a difference, Technology panelists forecast less restrictive
legislation/regulation than marketing panelists. The differences in responses were small in all
cases, however.

Trend from previous Delphi surveys

Short term

Forecasts for Delphi IX and Delphi VIII are nearly the same in the short-term periods for each
forecast.

Long term

This forecast differs from the prior one in that current panelists predict that anti-theft legislation
for cars will not be as restrictive as was forecast in Delphi VIII. In addition, the current panel
predicts ‘that light truck fuel economy standards will be more restrictive than was previously
forecast.

Strategic considerations

Monitoring legislative trends remains an important activity for the industry. In prior Delphi
forecasts, we have been concerned with the costs associated with meeting government
regulations, both to corporations and individuals. While that remains a concern, it is heartening that
much joint, precompetitive research is being performed by and for the industry, lessening the
burdens of research for any one company. Government mandates have a significant impact on the
use of industry resources, since meeting legislated standards consumes considerable amounts of
time and money. Joint research, could, in part, provide better and possibly lower cost solutions. In
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addition, with so many technical advances made in areas like emissions, additional gains are likely
to be harder to come by.

Interestingly, alternate fuel legislation is not forecast to be much more restrictive than today.
Instead, it is forecast that vehicle emissions regulations will be tougher. Panelists may believe that
the government prefers to legislate an outcome, instead of the means to an outcome.

For areas that are not likely to get more restrictive, it is uncertain whether the government is
unconcerned or whether the industry has addressed the issue on its own, without legislation. The
auto industry has made substantial efforts to reduce theft in vehicles, such as widespread
availability of car alarms from the factory and ignition keys with resister pellets imbedded in them.
Such efforts may have obviated the need for government interaction although that notion is purely
speculative.

Panelists do not predict great differences between cars and light trucks in that for each activity,
the anticipated degree of increased restrictiveness is almost equal. That may mean that today’s
differences, however slight, may remain, even as light trucks continue to erode passenger car
market share.

Overall, there seems to be no letting up in the role the government has assumed in regulating
the design and performance of light vehicles. The role is often controversial and usually costly.
Cost/benefit analysis when applied to public welfare remains an inexact science, largely due to the
difficulty of placing values on human life and environmental integrity, as well as determining the

appropriate degree of personal responsibility the individual must bear if he or she chooses to
operate a motor vehicle.
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MKT-7. In 1996, more than 100 passenger car models (i.e., Firebird, Tracer) sold fewer

than 50,000 units in the United States and Canada. Please forecast how the
number of models selling fewer than 50,000 units annually will change by 2002
and by 2007.

1 = increase: 5 or more models over 1996,

2 = increase: 2 to 4 models over 1996

3 = no change: 1 more model to 1 fewer model
4 = decrease: 2 to 4 fewer models

5 = decrease: 5 or more fewer models

Year Mean Response
2002 22
2007 1.9

Selected edited comments

Electric vehicles are likely to sell in smaller numbers.
| predict a few more new entrants offset by rationalization of existing lines.

| would expect to see more entries into the niche markets in an attempt to fully utilize flexible
and agile manufacturing concepts, while maintaining profitability by further segmenting (if only
in appearance) the marketplace

Manufacturers are likely to find ways to build lower-volume cars profitably. More platform-
sharing may be the key.

Manufacturers will become better at commonizing part sets and differentiating bodies to appeal
to niches and offer more selection.

Model variations will proliferate as OEMs adapt lean manufacturing techniques allowing them to
profitably exploit smaller market segments.

More models will be available from a reduced number of vehicle platforms because of
increased assembly flexibility due to the involvement of suppliers who have modular system
assembly capability. Product differentiation will become tougher.

Discussion

Panelists predict increases in the number of models in the future, more so in the distant future

than in the near future.

Manufacturer/supplier comparison

There are no statistically significant differences in responses between manufacturers and

suppliers.

Trend from previous Delphi surveys

The responses in this year’s survey closely correspond to those from Delphi Forecast VIII.

22
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Strategic considerations

Panelists forecast that there will be more low-selling nameplates, sometimes called “niche”
models, available for sale in the U.S. and Canada. From their comments, it appears that the basis
for this belief is the participation of new or returning companies in the marketplace, but also
because improved manufacturing flexibility permits assemblers to build distinct (or at least
differentiated) models off of the same platform. Panelists seem to be saying that more models will
be developed or introduced but only because it is possible to do so with no great price penalty to
consumers.

Model proliferation can also be the result of manufacturers expanding the trim level range of
some of their models. For example, Pontiac has enjoyed great success with its Montana variant of
the TranSport minivan. Subaru developed the Legacy Outback initially as a variation of its Legacy
station wagon. That model, with its full-time all-wheel drive and raised suspension, is often
described as a hybrid of a passenger car and a sport utility, and its success in the marketplace has
earned it a place as a separate model in Subaru’s product line.

At the extreme, manufacturers could strive to build cars that are unique. The common wisdom
is that consumers are unique and therefore have unique needs and wants. Evidence for such a
claim is seen in the lack of high volume (i.e., 500,000 or more annually) models compared to many
years ago and the increasing number of nameplates. Such a hypothesis deserves scrutiny though
and the fact that there are successful, high-volume (albeit on a reduced scale) models belies the
necessity for highly-customized models.
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MKT-8.

Please select from the following list the five most important considerations that

will influence passenger-car-buying decisions in each segment. Please do not
attempt to rank these attributes. Simply check the five characteristics you
believe will be the most important considerations to the customer in 2002 and

2007. (The shaded boxes indicate the five highest ranked items)

Frequency Selected
2002 2007
Passenger Car Attributes Entry Intermediate | Luxury Entry Intermediate | Luxury
Level Family Level Family
1. | Cargo space 2% 8% 1% 2% 9% 1%
2. | Comfort/convenience 5 11 14 6 10 14
3. | Company's country of origin 0 0 0 0
4. | Corporate reputation 2 3 1
5. | Country where vehicle is 0 0 0
assembled
6. | Dealership experience/relationship 2 6 2 5
7. | Division reputation 2 1 2
8. | Exterior styling 9 16 8 7 14
9. | Fuel economy 14 5 1 16 6
10. [ Incentives/rebates 10 3 0 2
11. | Interior styling 2 4 10 4 10
12. | Nameplate (model) reputation 4 2 3 6
13. | Operating cost 1" 3 12 4 0
14. | Passenger space 6 14 13
15. | Performance 2 2 1 4 10
16. | Previous experience with make or 1 3 2 2 1
model
17. | Product quality 7 8 8 7
18. | Product technology 0 0 5 0 1 6
19. | Purchase price 16 8 1 15 9 1
20. | Resale value 2 - 1 0 2 1 0
21. | Safety 2 8 2 4 7 3
22. | Status appeal 2 0 9 0 0 0
23. | Other 0 0 0 0 0 0
100% 100% 100% 100% 100% 100%
Other responses

Many entry level buyers want to stand apart from their bosses and parents.

Uniqueness—Entry level: 2002 and 2007

©Copyright The University of Michigan 1998. Al rights reserved.
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Selected edited comments

e | think many of today’s entry-level buyers will migrate to used cars. Manufacturers may stop
producing the smallest entry-level cars (at least for North America). The profile of new car
buyers, in general, will shift slightly upscale.

e Quality is diminishing as a buying factor because every maker is approaching sub-100/100
vehicle quality levels—it is important, but not a distinguishing factor. Safety is expected, not a
distinguishing factor...possibly some backlash. Rebates/incentives are subsumed within
purchase price.

Discussion
Panelists predict that consumers will value criteria differently when selecting vehicles from
different segments.

For entry-level vehicles, in the near term, fuel economy and purchase price are the two most
important criteria. Operating costs, incentives or rebates, and exterior styling are also considered
important, but less so. In the long term, these attributes remain the same, although initial financial
considerations, such as purchase price and incentives or rebates, may become relatively less
important compared to fuel economy and operating costs.

For intermediate/family vehicles, in the near term, the most important criterion for purchase is
passenger space, followed by comfort and convenience. Exterior styling and cargo space are also
important, and purchase price and safety tie for fifth place in importance. In the long term, panelists
forecast a slight shift away from exterior styling, replaced by product quality.

For luxury vehicles, exterior styling and comfort/convenience take precedence, with interior
styling, performance and status appeal also considered important, in the short term. Longer term,
those same attributes remain most important.

Manufacturer/supplier comparison

Entry-Level Vehicles

Five most important purchasing decision attributes by type of panelist

Ranked in descending order by number of mentions

2002

2007

Manufacturers

Suppliers

Manufacturers

Suppliers

Fuel economy
Operating costs
Incentives/Rebates

Purchase price

Product quality

Purchase price
Fuel economy
Exterior styling
Operating costs

Incentives/Rebates

Fuel economy
Operating costs
Incentives/Rebates (3)
Passenger space (3)

Product quality

Purchase price
Fuel economy
Operating costs
Exterior styling

Incentives/Rebates

*Parenthesis indicates a tie.
Entry level vehicle: For both 2002 and 2007 suppliers reported purchase price as one of the five
most important purchasing decision attributes more often than did the manufacturers. Suppliers
also see the exterior styling as more important than the manufacturers; whereas manufacturers see
the product quality as more important than the suppliers do.
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Intermediate/Family Vehicles

Five most important purchasing decision attributes by type of panelist

Ranked in descending order by number of mentions

Product quality
Interior styling (5)

Purchase price (4)

Cargo space (4)

Product quality

Interior styling

2002 2007
Manufacturers Suppliers Manufacturers Suppliers
Passenger space Passenger space Passenger space Passenger space
Comfort/Convenience (2) Comfort/Convenience Comfort/Convenience Cargo space
Exterior styling (2) Exterior styling Exterior styling Comfort/Convenience

Purchase price

Product quality

Cargo space (5)

*Parenthesis indicates a tie.

Intermediate/family vehicles: For 2002, manufacturers and suppliers agree that passenger
space, comfort/convenience, and exterior styling are the three most important purchasing decision
attributes. For 2007, manufacturers chose the same three attributes, but suppliers replaced
exterior styling with cargo space.

Luxury Vehicles

Five most important purchasing decision attributes by type of panelist

Ranked in descending order by number of mentions
2002

2007

Manufacturers Suppliers

Manufacturers Suppliers

Exterior styling Exterior styling Exterior styling Exterior styling

Comfort/Convenience Comfort/Convenience Comfort/Convenience (2) Comfort/Convenience
Interior styling (3) Performance Interior styling (2) Performance
Performance (3) Status appeal Nameplate reputation (4) Status appeal

Product quality Interior styling Performance (4) Interior styling

*Parenthesis indicates a tie.

Luxury vehicle: For 2002, manufacturers and suppliers agree that exterior styling,
comfort/convenience, and performance are the three most important attributes, but manufacturers
see the interior styling as more important than performance in 2007.

In general, manufacturers and suppliers agree about attributes that affect vehicle decisions,
though there are a few differences. For entry-level vehicles, suppliers think exterior styling will play
a greater role in both 2002 and 2007. For intermediate/family vehicles, suppliers predict that cargo
space will be important both in 2002 and 2007, with safety being important in 2002 and purchase
price being important in 2007. For luxury vehicles, suppliers rated status appeal as important for
both 2002 and 2007, while the manufacturers did not. Manufacturers noted division reputation and
nameplate reputation as important in 2007, while suppliers did not.
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| Trend from previous Delphi surveys

In general, panelists from both Delphi VIII and Delphi IX agree about the most important
considerations for passenger car-buying decisions except for the intermediate/family segment. In
this segment, Delphi VIII panelists rated price, quality, and passenger space as the most important
criteria, while Delphi IX panelists think passenger space, comfort and convenience, and exterior
styling will be more important. The decreased importance of product quality certainly does not
reflect a decrease in consumer interest in high quality products, but rather an equalization or
leveling of quality across manufacturers leading to its decreased importance as a differentiator.

Strategic considerations

It goes without saying that people who purchase in different vehicle segments have different
wants and needs. Panelists have taken a variety of potential attributes and identified the ones they
believe are most important. For one of the vehicle segments considered here, panelists predict that
desired purchase attributes may change over the long term. A potential shift in the entry-level
segment from initial purchase-related costs to operating costs could signal a change in vehicle
design in the segment as manufacturers opt for possibly more expensive parts or designs that
result in lower operating costs.

For years, manufacturers have bought or conducted research about customer wants and
needs. All too often, such research has been ignored or compromised in the give and take between
different groups within the corporation, or because of financial considerations. Brand management
should help clarify the focus on customer desires, rather than on competing products. All
manufacturers want to create market pull with their products. This can only be achieved with
excellence in the top-rated factors in a given segment.

It is interesting to note that not only do the attributes differ by product segment, they differ in the
“functionality” of the attributes by segment. For example, in the entry-level segment, the practical
concerns of price, fuel economy and operating costs dominate. However, in the luxury segment,
more subjective attributes are deemed important: exterior styling; comfort and convenience; even
status. These differences between segments have important implications for marketers attempting
to distinguish their brands and differentiate their products.
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MKT-9.

Please select from the following list (as in MKT-8) the five most important

considerations you believe will influence personal use light truck-buying
decisions in each segment. Please do not attempt to rank these attributes.
Simply check the five characteristics you believe will be the most important
initial considerations to the customer in 2002 and 2007. (The shaded boxes
indicate the five highest ranked items)

Frequency Selected

2002 2007
Light Truck Attributes Minivan Sport Pickup Minivan Sport Pickup
Utility Utility
1. | Brand reputation 4% 6% 10% 3% 6% 9%
2. | Comfort/convenience 12 7 3 14 9 3
3. | Company’s country of origin 0 0 2 0 0 1
4. | Corporate reputation 2 -1 1 1 0 1
5. | Country where vehicle is assembled 0 0 1 0 0 0
6. | Dealership experience/relationship 4 3 2 3 2 2
7. | Exterior styling 7 12 9 8 12 9
8. | Fuel economy 4 2 3 7 4 5
9. | Gross vehicle weight 0 0 3 0 0 2
10. | Incentives 3 1 1 2 2 1
11. | Interior styling 8 6 3 7 6 3
12. | Nameplate (model) reputation 2 4 3 2 3 3
13. | Operating cost 1 0 3 3 2 3
14. | Passenger/cargo space 15 10 11 13 8 10
15. | Previous experience with make or 4 2 6 5 2 6
model
16. | Product quality 9 9 7 8 7
17. | Product technology 0 3 1 2 5 3
18. | Purchase price 12 7 12 12 7 12
19. | Safety 9 2 1 7 3 2
20. | Status appeal | 13 2 2 9 2
21. | Towing capacity 0 4 7 0 3 7
22. | Vehicle performance 3 8 9 3 9 9
23. | Other 0 0 0 0 1 0
Total 100% 100% 100% 100% 100% 100%

Other responses

Number of cupholders

Selected edited comments

* | don't think price will have that much impact in the pickup truck/SUV market for new vehicles.
The customer demographics are changing so rapidly as the price increases that new vehicle
purchasers won't be that influenced by price.
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Discussion

As with passenger cars, panelists predict differing purchase criteria for different truck segments.
In the near term for minivans, panelists predict that passenger/cargo space and
comfort/convenience are the two most important criteria. Following these are purchase price,
quality and safety. Longer term, passenger/cargo space and comfort/convenience switch places,
and exterior styling supplants safety in the top five most important attributes.

Buyers will choose sport utility vehicles because of their status appeal and exterior styling,
followed by interior space, quality and performance. Longer term, they will still choose them based
primarily on status appeal and exterior styling, but comfort and convenience supplant product
quality as a primary buying concern.

The important purchase attributes of pickup trucks, perhaps the most purpose-specific vehicles
on the list, are forecast to remain the same for both the near and long terms. Those important
attributes are: purchase price, passenger/cargo space, brand reputation, exterior styling and
performance. In the long term, however, brand reputation becomes less important relative to the
other four.

Manufacturer/supplier comparison

Minivans
Five most important purchasing decision attributes by type of panelist
Ranked in descending order by number of mentions
2002 2007
Manufacturers Suppliers Manufacturers Suppliers
Passenger/Cargo space Passenger/Cargo space Comfort/Convenience Purchase price
Product quality Purchase price Passenger/Cargo space Comfort/Convenience (2)
Comfort/Convenience Comfort/Convenience Product quality Passenger/Cargo space (2)
Exterior styling (4) Safety Exterior styling Interior styling (4)
.| Purchase price (4) Interior styling (5) Safety Product quality (4)
Safety (4) Product quality (5) Safety (4)

*Parenthesis indicates a tie.

Minivans: For 2002, manufacturers and suppliers agree that passenger/cargo space is the most
important purchasing decision attribute. But manufacturers see product quality and
comfort/convenience as the second and third most important attributes while suppliers chose
purchase price and comfort/convenience. For 2007, suppliers and manufacturers agree -that
comfort/convenience and passenger/cargo space are two of the top three attributes, but suppliers
see purchase price as the most important attribute while manufacturers think comfort/convenience
is the most important with product quality third.
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Sport Utility Vehicles
Five most important purchasing decision attributes by type of panelist
Ranked in descending order by number of mentions
2002 2007
Manufacturers Suppliers Manufacturers Suppliers
Status appeal Exterior styling Exterior styling Exterior styling
Product quality (2) Status appeal Status appeal (2) Status appeal
Exterior styling (2) Passenger/Cargo space Vehicle performance (2) Comfort/Convenience (3)
Comfort/Convenience (4)  Product quality (4) Interior styling (4) Vehicle performance (3)
Vehicle performance (4) Vehicle performance (4) Product quality (4) Passenger/Cargo space

*Parenthesis indicates a tie.
Sport utility vehicles: For 2002 and 2007, exterior styling and status appeal are the two most
important purchase attributes for both manufacturers and suppliers. The rest of the top attributes

include product quality, comfort/convenience, vehicle performance, passenger/cargo space, and
interior styling.

Pick-Up

Five most important purchasing decision attributes by type of panelist

Ranked in descending order by number of mentions

2002 2007

Manufacturers Suppliers Manufacturers Suppliers
Passenger/Cargo space  Purchase price Passenger Purchase price
Product quality (2) Exterior styling (2) fCargo space (1) Exterior styling
Purchase price (2) Passenger Product quality (1) Passenger/Cargo space
Vehicle performance (2) ICargo space 2) Purchase price (1) Brand reputation
Brand reputation Brand reputation Vehicle performance (1) Towing capacity (5)

Vehicle performance Brand reputation Vehicle performance (5)

*Parenthesis indicates a tie.
Pick-ups: For both 2002 and 2007, suppliers place more importance on purchase price than
manufacturers do, while manufacturers think passenger/cargo space is more important. Both

agree on the other important attributes except that manufacturers see the product quality as
important and suppliers see exterior styling as important.

Trend from previous Delphi surveys

In general, respondents to Delphi IX agree with the panelists in Delphi VIII across all three
segments.

Strategic considerations

Differences between consumer wants and needs for light trucks may be even greater than the
differences between consumer wants and needs for cars, which makes sense since trucks may be
used more for specific and very different purposes. Light trucks have typically been acquired to
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perform work, often hauling cargo or people, in quantities greater than cars. To some degree, that
focus on the truck as a workhorse has changed. This appears most strikingly in the sport utility
segment, where status appeal and styling are thought to rank high among buyers.

The reversal of status appeal and exterior styling for sport utility vehicles from 2002 and 2007
shows an important move by the manufacturers possibly to evolve this segment into a more car-like
vehicle combining the styling cues of a car with the functionality and ruggedness of a sport utility
vehicle.

The minivan continues to be the most functional vehicle for families. It epitomizes (along with
pickups) the purchase of a vehicle to fulfill a need with its emphasis on passenger and cargo
space, comfort and convenience, price, quality and safety. Conversely, SUVs and pickups with
high option content are purchased more on the basis of fashion. Despite what is considered the
negative connotation of the minivan as a “mommy wagon”, families are not going out of style and
the need for a vehicle that incorporates all the features a family needs (including better gas mileage
than an SUV) should keep this a high volume segment indefinitely.

In general, as with passenger cars, there are many attributes that carry at least some
importance. Consequently, there appears to be ample opportunity for manufacturers to design
future products emphasizing various combinations of these product attributes. Vehicles with subtle
“variations in the emphasis of these attributes could satisfy quite different customers.
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MKT-10. Sales figures suggest that consumers are buying more trucks and fewer

passenger cars. Please rate the importance of the following attributes of cars
and trucks that could influence a consumer’s purchase decision.

Scale: 1 = extremely important 3 = somewhat important
5 = not at all important
Attributes Mean Response
Styling 2.0
High resale value 21
Multifunctionality/Greater versatility 21
Greater cargo space 22
Higher seating/better visibility 22
Interior room 2.2
Status 23
Perception of independence and toughness 2.6
Four-wheel drive 2.8
Towing ability 3.2

Other responses

Easy ingress/egress: rated 2

Fuel economy: rated 3

Higher seating/Better visibility for women : rated 2
Performance/Handling: rated 2

Perceived safety: rated1 (2 responses)

Purchase price: rated 2 (2 responses)

Safety: rated 2 (3 responses)

Weight: rated 1

Other attribute: rated 3

Do you think this trend will continue? Why?

YES (54% Responses)

Barring some major legislative or fuel crisis, | think it will continue.
Everybody needs one! It's the Feeling of doing something a little on the wild side.

Trends toward trucks will continue and reach 50 percent of the market by 2000. Greater focus
will be used in development of small SUVs. Manufacturers must build brand loyalty with trucks,
or SUVs off car platforms will become more prevalent

Yes, attractiveness for all ages. Multipurpose vehicles fit future lifestyles.

Yes, because the above reasons will remain. CAFE regulation was largely responsible for
reducing the functionality of cars. Consumers naturally turned to “trucks” to fill their needs.
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Yes, because cars can improve incrementally to the personal use buyer, but trucks still can
improve exponentially

Yes, because the perception is that you get more vehicle for your money. It will continue until
gas prices rise substantially. This makes the U.S. automotive market unique compared to
Japan and Western Europe.

Yes, because of versatility and status of SUV.

Yes, but segments are likely to shift toward SUVs from minivans. Upper limit is unclear, maybe
60 percent trucks. The reason is that light trucks have greater versatility and the consumer
gets more bang for their buck. We may see the return of the station wagon.

Yes, families are smaller and have more vehicles.

Yes, for 3 to 5 years. The overcapacity situation will assure high market penetration at lower
average prices. | think the next level of market growth for this segment will combine the
advantages of trucks with the comfort of a passenger car.

Yes, increasing demand for minivans, sport utilities, and cars. The customer now has different
tastes.

Yes. Light trucks allow for more individuality and are still somewhat less subject to regulation
than passenger cars. They tend to be conventional in that they are still RWD (N/A to minivans)
and of body/frame construction. (Not everyone thinks FWD is the best idea!)

Yes, people are getting larger each generation, and have more precious free time.

Yes. People still enjoy the image of the truck. Disposable income from the baby boomers will
prolong the trend.

Yes, the customer continues to demand a more luxurious feel and ride from his light truck (from
the SUV and the minivan: the pickup truck is a bit different). This shows that it's replacing the
luxury car for many. It has luxury appeal and much more versatility—tows, holds more people,
more cargo, people feel safer higher up, can see better. Safety is evermore an issue—kids can
be belted in, they don't sit freely like they used to in the back of a station wagon. It's a family
vehicle, yet “cool” looking for the parents to drive to evening events on their own

Yes. The overall utility of light trucks is far superior to most passenger cars, particularly with
trucks now offering car-like comfort/convenience, ride, and performance qualities.
Multifunctionality/greater versatility a key attribute.

Yes, the trend will continue. The vehicles are bigger, safer, and more convenient for
customers. They are penetrating outside of the typical “family” market due to these factors.

Yes. There will be hybrid vehicles emerging as a cross between a car/truck to take advantage
of the critical characteristics of each and present them in a new vehicle platform.

Yes! “Trucks” are not trucks, the segmentation is out of date. These vehicles suit people’s
lifestyles, not what automakers have traditionally made. Consumers know what they want
without accepting what is made.

NO (36% of responses)

First, affordability will keep many consumers out of the SUV craze. Second, SUVs are
beginning to be perceived as another form of a mom van, so in 5 years the status of an SUV
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will have turned against the vehicle. Instead, there may be a growing interest in station wagons
again in 7-10 years, (e.g., the Subaru Forester).

| think that the market is close to 50/50 car truck and | don't expect it to go much beyond 50/50
unless the aging population decides it must have a truck, minivan, etc.

| think we will see a new trend develop which will be a sport utility vehicle built off a car
platform. Current trends won't continue.

No, already signs are being seen that this trend is coming to an end. Fifty-six percent of
lessees of SUV's are purchasing/leasing passenger cars. Its appeal is starting to wane
(ruggedness, status, trendiness, etc.).

No. After you own a truck for awhile you find out it isn't very useful.
No, as baby boomers get older they will change from sport utilities to luxury cars.
No, as middle age families/parents age, they will shift back with more emphasis on comfort.

No—due to the realization that: 1) 4WD is little used; 2) “high up” seating isn’t worth so much;
3) interior room is not much better than cars in terms of used space; 4) “hybrid” cars will
combine the best of both worlds.

No. Minivans are purchased for utility for people with children. The baby boomers are getting
older and past the family building age. The next generation is much smaller than the baby
boomer generation. Therefore minivan sales have to drop. SUVs appeal to the affluent baby
boomers. They are substitutes for luxury cars. This is a reasonably small market. It has gone
through most of its growth curve, although there is some growth left. Pickups have peaked for
recreational buyers. Work-related buyers are not increasing.

No, no trend continues indefinitely, e.g., light trucks made a strong run in a share of the market
in the late ‘70s and a fuel crisis stopped it in its tracks. No one knows what would derail the
current momentum, but a change is highly likely at some point.

No, people are more concerned about vehicle attributes than a specific vehicle type label, i.e.,
higher seating/visibility coupled with perception of “go anywhere” ability, coupled with
inexpensive operating cost.

No, people will grow tired of the truck ride; products will resemble the Subaru “Outback” and
Audi’'s Quattro models (but a little taller). The new Lexus SUV and Mercedes M Class are
getting close to what people will want in an SUV. It also depends on what the OEMs
call/categorize these new vehicles, since they are tall station wagons on car platforms, | believe
they will call them trucks to get around softer regulations, etc.

No! The prices are getting too high and the customer demographics will change. The boomers
will return to passenger cars.

Not much longer. Distinction is blurring. It will likely be difficult to “car-truck” classify new
entries in the post 2002 time frame.

Other new segments will be created that will bring customers back to cars.
Ride quality and comfort may start to take precedence over utility in the future.

The trend is moving toward multipurpose passenger-type cars, such as sport wagons with all-
wheel drive.
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e Trucks have hit a saturation point that's about one half the market replacing luxury and near-
luxury vehicles. These buyers will probably come back to these vehicles after one or two
rounds of owning an SUV or pickup.

OTHER RESPONSES: Short term/Long term considerations: (9% of responses)

e In the short term, until specific niches are identified and met. Longer term will level off as
lifestyle changes will shift some customers back into car segments or segments that haven't
been identified yet.

¢ Only in the short term until the 98MY or 99MY, and will then level off.

¢ Short term—Yes;utility, luxury trucks/SUVs will be demanded by aging boomers. Long term—
no; nothing lasts forever.

¢ Trend towards SUV sales will level out in three years. Trends towards versatility, durability, and
performance will continue relative to increased demands on light vehicles with higher sticker
prices.

e Until trucks are brought up to passenger car standards 'for safety, fuel economy and
emissions—consumers will continue to purchase light trucks over cars. The trend is already
showing signs of slowing due to product pricing and demographic reasons.

Discussion

Panelists have rated a number of truck attributes for importance to consumers, relative to cars.
Of these, seven emerge as having the greatest influence: styling, high resale value,
multifunctionality, greater cargo space, higher seating/better visibility, and interior room. Panelists
offered other reasons for why light trucks have enjoyed heightened popularity lately; those reasons
are listed above.

Manufacturer/supplier comparison

There is no statistically significant difference in responses between manufacturers and
suppliers.

Trend from previous Delphi surveys

This question was posed as an open-ended question in the previous Delphi forecast. Therefore,
trend comparisons are not possible.

Strategic considerations

Trucks continue to attract buyers in droves, despite predictions that the market is ready to
collapse, as buyers’ tastes change. New truck models, particularly in the sport utility segment, are
introduced regularly, especially in the luxury end.

The latest development is the invention of the hybrid vehicle, a term used to describe vehicles
like the Subaru Forester, which combine attributes of both cars and trucks. Typically based on cars,
they represent a compromise that tries to capture the ride and handling of cars with the functionality
of trucks. Hybrids may turn out to be the “revenge of passenger cars,” since they tend to be
passenger-car-based and modified to look more like trucks. Truck purists might claim that these
vehicles offer the appearance, but not the performance of a truck, but that might be enough to
move some truck buyers into them.
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From a regulatory perspective, success may be the undoing of the truck market. Trucks are
subject to less regulatory interference (emissions, crash, fuel economy) than cars. This may
change as they become the primary vehicle for so many drivers, and their use for transporting
passengers becomes as common as their traditional commercial uses. In addition, there is growing
concern about disparity in size and weight between trucks and cars. There is some evidence that in
a typical accident situation between a truck and a car, the frailer, smaller car absorbs a
disproportionate share of the impact energy. Trucks may come under more and stricter regulatory
scrutiny, and this may force modifications in design that diminish their appeal.

Panelists are divided on whether the truck-buying trend will continue. Those who say it will
continue cite reasons such as:

¢ Greater utility and flexibility
¢ More vehicle for the money
e SUV versatility and status
Those who say it will not continue cite reasons such as:
o Baby boomers will move to luxury/near luxury for comfort
¢ Hybrid vehicles that are a combination of cars and trucks will appear

o Possible changes in fuel prices, safety, or emissions regulations could stifle sales
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MKT-11.

Please estimate in constant 1997 dollars the manufacturers’ suggested retail
prices (MSRP) in 2002 and 2007 for a base model in each of the given segments.

Estimated 1997* Median Response Interquartile Range
MSRP 2002 2002
Tﬁ:ge Japanese | European T::ge Japanese | European T::'ge Japanese European
Passenger
Car
Entry level $11,040 | $11,473 - $12,000 | $12,500 | $13,000 | $11,800/12,500 | $12,000/12,800 | $13,000/14,000
Intermediate/
family 18,904 | 17,162 19,430 20,000 | 19,500 21,000 19,000/20,000 18,688/20,050 | 20,100/22,000
Luxury 35,650 34,859 35,003 38,000 37,500 38,850 37,000/39,054 36,225/39,000 37,000/40,125
Light Truck
Pickup 15,526 | 11,919 16,500 | 14,000 17,000 16,000/17,020 13,000/15,000 { 16,000/18,000
Sport utility 21,222 | 20,979 42,475 23,000 | 23,000 | 40,000 22,000/24,000 22,000/24,000 | 35,000/44,000
Van 18,800 | 22,317 - 20,000 | 22,900 23,000 20,000/20,760 21,375/23,475 | 22,000/24,000
Median Response Interquartile Range
2007 2007
MSRP T::-ge Japanese | European T::'ge Japanese European

Passenger Car

Entry level $13,200 $13,500 $15,000 | $12,270/14,000 | $12,890/14,000 | $13,800/16,000

Intermediate/ 21,200 21,500 22,750 20,000/22,592 | 19,500/22,150 | 21,050/24,000

family

Luxury 40,000 40,000 42,000 38,775/42,375 | 38,000/42,250 | 39,150/44,500

Light Truck

Pickup 18,000 16,000 18,100 17,000/18,875 | 15,000/17,775 | 17,000/20,500

Sport utility 25,000 25,000 42,000 23,000/26,000 | 23,000/26,250 | 35,500/45,000

Van 22,000 24,150 25,000 20,150/22,893 | 22,700/25,000 | 24,000/26,375

Selected edited comments
o Assume 3.0 percent inflation plus added content, both regulatory and consumer driven.

* Source: Edmund’s, Nov. 1996 and Ward’s Automotive Reports,
“U.S. Light-Vehicle Sales by Type and Source,” Jan. 13, 1997.

¢ Cost reductions will continue to force prices down as the market becomes more competitive.

* Increases driven purely by mandated content (e.g., for safety, CAFE) and by mix changes (e.g.
larger Japanese pickups, lower cost European SUVs). Prices should converge as globalization
continues. Europeans should re-enter entry level market and enter van market.

¢ Price increases are due largely to government regulation and consumer demand for increased

content.

e Pricing will be driven as much by demand for technology (personal desire and legislative
requirements) as by economic factors.
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Discussion

Panelists forecast that vehicle prices will rise in the future, by between 3 percent and 17 percent
in the near term, and an additional 5 percent to 14 percent in the long term. There is one instance
where prices in a vehicle segment are thought to actually decrease: in the near term, panelists
forecast that prices for European sport utility vehicles will fall percent.

Interquartile ranges for these price estimates are fairly tight, indicating a strong degree of
agreement among panelists. The exception in both short and long terms is sport utility vehicles,
with an unusually broad interquartile range.

In any given segment, panelists forecast that European makes will have higher list prices than
makes from the United States or Japan.

Manufacturer/supplier comparison

There is no statistically significant difference in responses between manufacturers and
suppliers.

Trend from previous Delphi surveys

In general, the percentage increases panelists predict for Delphi IX are less than those
predicted by panelists for Delphi VIil. Delphi VIII panelists were predicting prices for the years
2000 and 2005 compared to 2002 and 2007 for Delphi IX panelists, but their estimates are based
on constant dollars for the 1995 Delphi VIl and 1997 Delphi IX, respectively. These decreasing
percentages show a marked trend of all manufacturers to make their vehicles price competitive, in
particular because the weak yen makes Japanese imports less expensive.

Strategic considerations

Though consumers are becoming more focused on the monthly payment rather than the price
of the vehicle (MKT-14), the MSRP itself is still one of the factors consumers use to place a vehicle
on their consideration list when shopping for a new vehicle. The forecast for this survey, which
shows a marked percentage decrease for every segment compared to our previous forecast
(Delphi VIII), may be the first response to price reductions announced by some manufacturers
during the 1998 model year.

As manufacturers continue to reduce cost by eliminating excess costs in their supply chains,
engineering, and manufacturing processes, and distribution systems, reducing prices on vehicles
competes with (among other things) spending on new product development that will keep them
competitive in the future. This competition or balance between price reductions and new product
development plays itself out again in the balance engineering must strike between technological
innovation that will truly “surprise and delight” consumers versus innovation that adds cost to the
vehicle without adding commensurate value to the consumer. This challenge is best met with a
cross-functional team that includes marketing personnel who can help engineering understand the
target market and the price point that will make a vehicle serious competition in a segment.

Also, as the price of an entry-level vehicle increases, it begins to compete with larger, better-
equipped nearly new vehicles coming off lease. Their competition is a serous threat to the entry-

level segment, and it will force manufacturers to seriously re-think how to price and sell in this
segment. :

Clearly, with the level of competition today and expected in the future, all costs will be attached
with vigor in order to reduce price increases and improve profitability. We appear to be entering a
period of deflationary pricing, which suggests that competitive environment is entering the next and
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far more challenging stage. This may trigger the shake-out many of us have been expecting for
some time.
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MKT-12. What do you expect will be the average new passenger car loan amount
financed, in constant 1997 dollars, and the average maturity (in months) in 2002

and 2007?
Median Response Interquartile Range
Passenger Car | Est. 1995* 2002 2007 2002 2007
Loans
Average amount $16,210 $18,000 $20,000 | $17,000/19,000 | $18,000/23,000
financed
Average maturity 54 months | 56 months | 60 months | 54/60 months 54/63 months

*Source: AAMA Facts & Figures, 1996 p.59

Selected edited comments

o Affordability is a major issue. The demographics of who can and who is willing to pay for new
vehicles will shift over the next ten years. Auto companies need to pay close attention to who
the real customers are.

o Feature content will increase, driving new vehicle prices higher, which will not be totally offset
by manufacturing efficiencies

o Leasing will continue to grow especially