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AUTOMOBILE FUEL ECONOMY AMENDMENTS
OF 1979

WEDNESDAY, JANUARY 23, 1980

U.S. SENATE,
COMMITTEE ON COMMERCE, SCIENCE, AND TRANSPORTATION,

SUBCOMMITTEE ON SCIENCE, TECHNOLOGY, AND SPACE,
Washington, D.C.

The subcommittee met at 9:35 a.m. in room 235, Russell Senate
Office Building, Hon. Howard W. Cannon (chairman of the commit-
tee) presiding.

OPENING STATEMENT BY THE CHAIRMAN
The CHAIRMAN. The hearings will come to order. A little over 4

years ago the Congress enacted title V of the Motor Vehicle Infor-
mation and Cost Savings Act, over which this committee holds
jurisdiction. Against the continuing crisis of our Nation's depend-
ence on imported oil, the automobile fuel economy program estab-
lished by that law stands out as the only truly effective action
taken in the past decade to reduce that dependence.

I take this occasion to acknowledge and commend the National
Highway Traffic Safety Administration, its Administrator, Ms.
Joan Claybrook, and its staff for dedicated administration and
enforcement of that act.
Today's hearing is set to consider several amendments proposed

for the act. In general those amendments can be viewed as read-
justments of certain provisions of the act in response to changes
within the automobile industry which were not perceivable in 1975
when the act was passed.
Two of the amendments hold promise of added employment op-

portunity, or job preservation in some segments of an industry that
has been hard hit in recent months by production and employment
cutbacks. One amendment provides added flexibility for industry
planning, which may serve to reduce the cost of compliance with
increasingly stringent fuel economy standards—costs which are
ultimately borne by consumers.
Another amendment eliminates several provisions of fuel econo-

my regulation from a sector of the automobile industry wherein
experience has shown that such regulation is nonproductive. That
sector constitutes but a fraction of 1 percent of the total auto-
motive industry.
None of the proposed regulations alter any of the mandated

automobile fuel economy standards now established and applicable
to each model year through 1985. From a study of statements and
comments already received by the committee, we can expect to

(1)
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hear testimony decrying the fact that certain proposed amend-
ments are discriminatory and indeed, they are. They are intended
to provide relief against certain burdens. As such, they can hardly
be expected to provide relief to those not so burdened.
Of course, it is important that such relief not come by adding

new burdens on those not benefited. Accordingly, I urge any party
raising that issue to include specific information as to the nature
and magnitude of any new burden anticipated as a consequence of
any amendment up for consideration.
We have had indications from several out-of-town wtneses who

have other pressing commitments today and would like to leave as
early as possible. Accordingly, we have arranged two panels to
facilitate discussion of all the issues under consideration. I empha-
size, however, that each panelist is scheduled to speak for himself
and I remind them of our collective need that they stay within the
time allotted in the invitation.
[The bills follow:]

..

•
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96TH CONGRESS s, 1583
1ST SESSION

To amend title V of the Motor Vehicle Information and Cost Savings Act.

IN THE SENATE OF THE UNITED STATES

JULY 26 (legislative day, JUNE 21), 1979

Mr. RIEGLE (for himself and Mr. LEviN) introduced the following bill; which was

read twice and referred to the Committee on Commerce, Science, and

Transportation

A BILL
To amend title V of the Motor Vehicle Information and Cost

Savings Act.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 SECTION 1. That section 507 of the Motor Vehicle In-

4 formation and Cost Savings Act is amended to read as fol-

5 lows: "Except as provided in subsection 4, the following con-

6 duct is unlawful.".

7 SEC. 2. Section 507 is further amended by adding the

8 following new subsection (4) to read as follows:
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1 "(4) Notwithstanding the provisions of subsections

2 (1) and (2), the failure of any manufacturer to comply

3 with any average fuel economy standard shall be

4 deemed not to be 'unlawful conduct' unless, following a

5 determination under section 508(a)(2) that the manu-

6 facturer violated either subsection (1) or subsection (2),

7 the Secretary also determines that (A) the amount of

8 any credits calculated pursuant to subparagraph A(ii)

9 or B(ii) of section 508(a)(3), respectively, is not suffi-

10 cient to fully offset the amount of any penalty assessed

11 pursuant to section 508(b)(3) and (B) the time, in

12 which credits could be earned pursuant to subpara-

13 graph A(i) or B(i) of section 508(a)(3), respectively, so

14 as to fully offset the amount of any such penalty, has

15 expired.".

16 SEC. 3. Section 508(a)(3)(A)(i) (I) and (II) is amended to

17 read as follows:

18 "(I) deducted from the amount of any civil penalty

19 which has been or may be assessed against such manu-

20 facturer for a violation of section 507(a)(1) occurring in

21 the three consecutive model years immediately prior to

22 the model year in which such manufacturer exceed

23 such applicable average fuel economy standard, and

24 "(1_1) to the extent that such credit is not deduct-

25 ed pursuant to subclause (-1), deducted from the amount
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1 of any civil penalty assessed against such manufacturer

2 for a violation of section 507(1) occurring in the three

3 consecutive model years immediately following the

4 model year in which such manufacturer exceeds such

5 applicable average fuel economy standard.".

6 SEC. 4. Section 508(a)(3)(B)(i) (I) and (II) is amended to

7 read as follows:

8 "(I) deducted from the amount of any civil penalty

9 which has been or may be assessed against such manu-

10 facturer for a violation of section 507(2) occurring in

11 the three consecutive model years immediately prior to

12 the model year in which such manufacturer exceeds

13 such applicable average fuel economy standard, and

14 "(II) to the extent that such credit is not deduct-

15 ed pursuant to subclause m, deducted from the amount
16 of any such civil penalty assessed against such manu-

17 facturer for a violation of section 507(2) occurring in

18 the three consecutive model years immediately follow-

19 ing the model year in which such manufacturer ex-

20 ceeds such applicable average fuel economy stand-

21 ards.".
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96TH CONGRESS S
1ST SESSION .2010
To amend title V of the Motor Vehicle Information and Cost Savings Act.

IN THE SENATE OF THE UNITED STATES

NOVEMBER 15, 1979

Mr. CANNON introduced the following bill; which was read twice and referred to
the Committee on Commerce, Science, and Transportation

A BILL
To amend title V of the Motor Vehicle Information and Cost

Savings Act.

1

2

3

4

5

6 and Cost Savings Act (15 U.S.C. 2002(c)) is amended to

7 read as follows:

8 "(c) The requirements for passenger automobiles of this

9 section and subsection 505(a) do not apply to a manufacturer

10 for any model year in which it manufactured (whether or not

Be it enacted by the Senate and House of Representa-

tives of the United States of America in Congress assembled,

That this Act may be cited as the "Automotive Fuel Econ-

omy Amendments of 1979".

SEC. 2. Section 502(c) of the Motor Vehicle Information
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1 in the United States) fewer than 10,000 passenger

2 automobiles.".

3 Sc. 3. The first sentence of section 503(b)(1) of the

4 Motor Vehicle Information and Cost Savings Act (15 U.S.C.

5 2003(b)(1)) is amended by inserting the phrase ", other than

6 a manufacturer whose domestically manufactured production

7 commenced after the effective date of title V of the Motor

8 Vehicle Information and Cost Savings Act," following the

9 word "manufacturer".

10 SEC. 4. Section 507 of the Motor Vehicle Information

11 and Cost Savings Act (15 U.S.C. 2007) is amended by-

12 (1) striking the words "The following conduct is

13 unlawful:" and inserting in lieu thereof the words "Ex-

14 cept as provided in subsection (4), the following con-

15 duct is unlawful:", and

16 (2) adding at the end thereof the following new

17 subsection:

18 "(4) Notwithstanding the provisions of subsections

19 (1) and (2), the failure of any manufacturer to comply

20 with any average fuel economy standard shall be

21 deemed not to be 'unlawful conduct' unless, following a

22 determination under section 508(a)(2) that the manu-

23 facturer violated either subsection (1) or subsection (2),

24 of section 507 the Secretary also determines (A) that

25 the amount of any credits calculated pursuant to sub-
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1 paragraph A(ii) or B(ii) of section 508(a)(3), respec-

2 tively, is not sufficient to fully offset the amount of any

3 penalty assessed pursuant to section 508(b)(3), and (B)

4 that the time, in which credits could be earned pursu-

5 ant to subparagraph A(i) or B(i) of section 508(a)(3),

6 respectively, so as to fully offset the amount of any

7 such penalty, has expired.".

8 SEC. 5. Sections 508(a)(3)(A)(i) (I) and (II) of the Motor

9 Vehicle Information and Cost Savings Act (15 U.S.C.

10 2008(a)(3)(A)(i) (I) and (II)) are amended to read as follows:

11 "(I) deducted from the amount of any civil penalty

12 which has been or may be assessed against such manu-

13 facturer for a violation of section 507(1) occurring in

14 the three consecutive model years immediately prior to

15 the model year in which such manufacturer exceeds

16 such applicable average fuel economy standard, and

17 "(II) to the extent that such credit is not

18 deducted pursuant to subclause (I), deducted from the

19 amount of any civil penalty assessed against such man-

20 ufacturer for a violation of section 507(1) occurring in

21 the three consecutive model years immediately follow-

22 ing the model year in which such manufacturer ex-

23 ceeds such applicable average fuel economy standard.".
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1 SEC. 6. Sections 508(a)(3)(B)(i) (I) and (II) of the Motor

2 Vehicle Information and Cost Savings Act (15 U.S.C.

3 2008(a)(3)(B)(i) (I) and (II)) are amended to read as follows:

4 "(I) deducted from the amount of any civil penalty

5 which has been or may be assessed against such manu-

6 facturer for a violation of section 507(2) occurring in

7 the three consecutive model years immediately prior to

8 the model year in which such manufacturer exceeds

9 such applicable average fuel economy standard, and

10 "(II) to the extent that such credit is not deduct-

11 ed pursuant to subclause (I), deducted from the amount

12 of any such civil penalty assessed against such manu-

13 facturer for a violation of section 507(2) occurring in

14 the three consecutive model years immediately follow-

15 ing the model year in which such manufacturer ex-

16 ceeds such applicable average fuel economy standard.".
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96TH CONGRESS S
1ST SESSION . 2035
To amend the Motor Vehicle Information and Cost Savings Act to modify fuel

economy standards.

IN THE SENATE OF THE UNITED STATES
NOVEMBER 20 (legislative day, NOVEMBER 15), 1979

Mr. NELSON (for himself, Mr. RIEGLE, MT. LEVIN, Mr. EXON, Mr. WARNER, and
Mr. LUGAR) introduced the following bill; which was read twice and referred
to the Committee on Commerce, Science, and Transportation

A BILL
To amend the Motor Vehicle Information and Cost Savings Act

to modify fuel economy standards.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 That (a) section 503(b)(1)(A) of the Motor Vehicle Informa-

4 tion and Cost Savings Act is amended to read as follows:

5 "(A) Passenger automobiles which are domestical-

6 ly manufactured by such manufacturer (plus, in the

7 case of model year 1978 and model year 1979, passen-

8 ger automobiles which are within the includable base

9 import volume of such manufacturer, and in the case of
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1 model year 1980 and before model year 1987, for any

2 manufacturer whose production, by corporate identity,

3 for calendar year 1978, was less than 300,000 passen-

4 ger automobiles worldwide, a number of imports which

5 shall be the lesser of such manufacturer's total number

6 of imports for the applicable model year, or 150,000,i1

7 upon application of such manufacturer to the Secre-

8 tary, containing such information as the Secretary may

9 require by rule, the manufacturer demonstrates and the

10 Secretary finds that-

11 "(i) the ability of such manufacturer to meet

12 the average fuel economy standard for the model

13 year for which the application is made, is primar-

14 ily dependent upon reasonably selected technology

15 (as defined in section 502(d)(3)(A), but for pur-

16 poses of this subsection only, also made applicable

17 to model years subsequent to the 1980 model

18 year), including vehicle design, developed by, and

19 obtained from, other manufacturers; and

20 "(ii) a reasonable and economically practica-

21 ble technology is not within the ability of such

22 manufacturer to develop,".

23 (b) Section 503(b)(1)(B) of such Act is amended by strik-

24 ing "manufacturer.)" and substituting "manufacturer and
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1 which, in the case of model year 1980 and before model year

2 1987, are not included under section 503(b)(1)(A)).".

3 (c) Section 503(b)(2)(F) of such Act is amended by strik-

4 ing "or 1979," and substituting "and subsequent model

5 years,".

The CHAIRMAN. Now we will lead off with Ms. Joan Claybrook,
after my colleague Senator Nelson has been heard unless he pre-
fers to wait until Ms. Claybrook has spoken.
Senator NELSON. I have to be over at the House on the windfall

profits tax conference starting at 10.
The CHAIRMAN. Why don't you go right ahead now, then?
Senator NELSON. If it is all right with the chairman.
The CHAIRMAN. That's perfectly OK.

STATEMENT OF HON. GAYLORD NELSON, U.S. SENATOR FROM
WISCONSIN

Senator NELSON. Mr. Chairman, I would ask that the full text of
my statement be printed in the record as though read, and I can
save some time by not reading all of the detail. Subsequent wit-
nesses will cover some of the same material, in any event.
Then I would ask unanimous consent that at the conclusion of

my remarks an editorial by the New York Times and one by the
Milwaukee Journal endorsing the amendment which is pending
before the committee be printed in the record.
The CHAIRMAN. That will be made a part of the record.
Senator NELSON. Mr. Chairman, I appreciate the opportunity to

appear before the subcommittee today as you hear testimony on
various legislative measures which would reform the Energy Policy
and Conservation Act. I would like to confine my remarks to S.
2035, a bill I introduced on November 20, 1979, which would amend
section 503(b)(1) of the Motor Vehicle Information and Cost Savings
Act as amended by the EPCA.
The amendment I am discussing today proposes an adjustment of

existing fuel economy law for purposes of computation. It modifies
the manner in which the Department of Transportation may allow
the inclusion of domestically produced foreign automobiles for de-
termining measures of fuel economy. At the beginning of my re-
marks I wish to make it clear that this amendment does not—and I
emphasize, does not, seek a Federal subsidy or a loan guarantee. It
does not seek a change in the existing laws governing air quality or
fuel economy achievements.

It does not change the fuel economy capability of any domestic
auto manufacturer and it does not open the doors of the American
automobile market to foreign imports or to domestic manufactur-
ers seeking to avoid the fuel economy standards of the Energy
Policy and Conservation Act.
The only impact of this amendment is to relieve American

Motors from paying a fine for its inability, temporarily, for about a
3-year period—temporarily—to meet a congressionally mandated
deadline on the domestic content level of American produced Re-
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nault automobiles. If this fine were imposed it would not, and I
emphasize, it would not speed up compliance with the law, because
American Motors is proceeding as rapidly as it is feasible to do so.
American Motors only signed its agreement with Renault Motors

last summer. It will not in any way affect the mileage achievement
of American Motors' fleet. And I emphasize that, this amendment
will not change the mileage achievement of the American Motors
fleet by any fraction of a mile, because the same cars will be
marketed whether or not a fine is imposed.

It will only impose a financial penalty for failure to meet a
mileage standard which was beyond their physical capacity to
meet, and the only impact of the fine will be to reduce available
capital at American Motors' disposal for automobile
manufacturing.
S. 2035 would allow a small manufacturer, one who produced less

than 300,000 passenger automobiles in 1978, to have the EPA ad-
ministrator include in its corporate average fuel economy calcula-
tions up to 150,000 nondomestic passenger automobiles during
model years 1980 through 1986; however, the inclusion would not
be automatic. Rather, the manufacturer would have to make a,
yearly application to the Secretary of Transportation for a determi-
nation that (a) the ability of the manufacturer to meet the fuel
economy standard for the applicable model year is primarily de-
pendent upon technology developed by another manufacturer and
(b), that the manufacturer lacks the ability to develop the neces-
sary reasonable and economically practicable technology.
This bill is critical for the continued vitality of an important

entity in the highly competitive automobile industry; namely,
American Motors Corp.
In the case of American Motors, this bill would allow them to

remain in compliance with Federal fuel economy standards which
they otherwise would be unable to do, for a temporary period
estimated to be 3 years. In addition it would provide them with
sufficient time to reach the level of 75 percent domestic content on
the fuel efficient Renaults, which they have recently agreed to
produce in this country beginning in 1982.
The Renault, which AMC will begin producing in 1982, will have

a 50-percent domestic content level for that first year; 60 percent in
1984; and 75 percent in 1985. Clearly, the AMC produced Renault
will comply with the spirit of the existing law in 1983, and increas-
ingly thereafter until it meets the legal requirement of 75 percent
set by Congress.
However, the 75-percent figure might have been established, or

could have been established, at 50 percent. It was an arbitrary
percentage figure established by the Congress at the time, and if it
had been 50 percent, American Motors wouldn't be here today to
seek legislative assistance. This amendment wouldn't be here,
American Motors wouldn't be asking for a temporary modification
to permit them to comply with the law without having to be fined
for it.
The CHAIRMAN. I might say that I generally am in agreement

with a number of the things that you've said; however, twice you
mentioned the fact that they would be in compliance within that 3-
year period, and I'm wondering—as you know, we are considering

58-783 0 - 80 -- 2
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here as one of these amendments the 3-year carry forward-carry
back provision. If they will be in compliance within the 3-year
period, why do you need any additional adjustment?
In other words, why isn't that adequate? And if you're not pre-

pared to address that, perhaps later witnesses from AMC can ad-
dress that question.
Senator NELSON. I would ask that they address it. That issue has

been raised. American Motors says that the carry forward-carry
back is not sufficient to put them in compliance but they will be
witnesses and be prepared to respond to your question.
The CHAIRMAN. Very good.
Senator NELSON. I think it is pretty clear that if they had

reached the agreement with Renault 3 years ago, then they
could've gotten to the 75-percent domestic content in the same span
of time and would be in compliance with the statute. But, of
course, that agreement wasn't made until this summer.
The CHAIRMAN. Senator Schmitt?
Senator ScHmirr. Thank you, Mr. Chairman. And thank you,

Senator Nelson for your comments. I have a statement to make for
the record, Mr. Chairman.
Mr. Chairman, 4 years ago Congress enacted the Energy Policy

and Conservation Act which formalized a national policy that new
automobiles sold in this country meet a schedule of increasingly
stringent minimum fuel economy standards. Passage of this act
followed soon after the 1973-74 oil embargo and the first series of
dramatic increases in the world crude oil price. At that time, the
fleet average fuel economy for 1974 model year cars was slightly
less than 14 miles per gallon. This compares with a 1980 model
year standard of 20 miles per gallon and 27.5 miles per gallon for
1985 and thereafter.
These fuel economy standards were established with the realiza-

tion that this new program would require a major resource com-
mitment by auto manufacturers to improve fuel economy technol-
ogies and that some program modifications could prove desirable as
the program was put into place and administered. The Secretary of
Transportation was therefore directed to submit to Congress an
Annual Automotive Fuel Economy Report recommending any legis-
lative improvements the Secretary believed necessary. The third
annual report was submitted in January 1979 and identified
certain policy issues which the subcommittee will address this
morning.
I am happy that the Commerce Committee is maintaining a

continuing interest in the fuel economy standards. This program
has a major impact on our national energy conservation objectives
as well as ability of U.S. auto manufacturers to compete in the
world marketplace. It is a program that is most worthy of our
continuing oversight, and I look forward to this morning's
testimony.
Many years ago—as a matter of fact, in 1974, when I became

involved with energy research and development in directing
NASA's programs—it was obvious that we had been taking the
wrong approach with respect to environmental standards. That is
we were requiring emissions to be cleaned up in engine exhaust
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rather than having required, or begun the effort a long time ago to
develop more efficient propulsion systems.
Now with these fuel economy standards we actually began to get

on the right track, and it is my hope that we can stay on that
track. I also understand however, that because of these and other
regulations, standards and tax problems we really reduce the eco-
nomic margins for success for any company, not just AMC. It may
be that in the course of these discussions we can get more deeply
into those kinds of issues. Hopefully, though, we're now on track
toward developing more efficient propulsion systems.

Still we're dealing with an internal combustion engine for the
most part, which has some very inherent efficiency and pollution
limitations. I feel very strongly that in our future there are better
propulsion systems than the internal combustion engine, but this
development is going to take some time.
Senator NELSON. Let me say to the committee, I would not sup-

port a proposal that modified the law on the fuel economy achieve-
ment at the fleet level. I introduced the first legislation in the
Congress on mileage achievement and I feel very strongly about it.
The problem here, simply, is that all that would happen to

American Motors is they would be fined during a 2- or 3-year
period because they didn't have, or they couldn't count the foreign
cars that they were assembling and making in this country, be-
cause the domestic content of those cars, was less than 75 percent.
They will be starting out at 50 percent, and then go to 60 and then,
within the third year as I understand it, they will be at 75 percent.
So it would not change the composition of the fleet that went

onto the highway; it wouldn't change the mileage achievement of
that fleet that went onto the highway; it would change nothing
except impose a penalty upon American Motors reducing that
amount of available capital that they have for purposes of putting
automobiles out onto the highway. And that is, in my judgment,
nonproductive, particularly so since there is nothing they could do
about reaching compliance on the statutory deadline, which was
set by the Congress in advance of any agreement—substantially in
advance of any agreement reached between American Motors and
Renault.
So, without this amendment the only thing that happens is they

pay a fine.
The CHAIRMAN. Senator Riegle?
Senator RIEGLE. Thank you, Mr. Chairman. Let me just say at

the outset that I appreciate your leadership in moving forward on
these items, especially so early in the year. Those that Senator
Nelson has spoken about and the others that we will be addressing
later in the morning are complex.
Senator Nelson, I think you make a very compelling case and

argument here, and I would just like to touch on two or three
points with you, so that I'm sure they are clear in the record. As I
understand your testimony here, AMC is on track in terms of
making the best good faith effort they can to meet the require-
ments that we are talking about here, that they are moving as
rapidly as they can. Is that fundamentally the case?
Senator NELSON. That is correct. They will be here to testify as

to the exact specifics, but as I understand it they will have the
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domestic content when they start in 1982 of 50 percent; it will go
the next year to 60 percent; it will go the next year to 75 percent.
And that is as fast as they can tool up to reach a 75-percent
domestic content in that Renault which is going to be built in their
plant at Kenosha, Wis.
And they are prepared to address that question better than I, but

we have discussed it and I think there is no way that physically
they can advance to the 75-percent domestic content any faster.
Senator RIEGLE. That is also my sense for it. I think it is far

preferable that we have domestic manufacturers building the cars
with a maximum percentage of American componentry and work
effort, rather than foreign manufacturers. Today we are seeing a
tremendous inroad of foreign built automobiles, particularly Japa-
nese vehicles, totaling about 15 percent of the total U.S. market.
This is creating enormous economic dislocations, not just with auto
workers, but going on all through our economy.
So let me ask this: Do you have a clear sense for what would

happen to American Motors if we were not able to accommodate
this rather modest adjustment to enable them to make this
transition?
In other words, if they are not able to do this, what will be the

implications for the company, as nearly as you understand it?
Senator NELSON. Since better witnesses are here to testify to

that, I would rather not comment at length. They would be fined
millions of dollars each year, and as we all know, American Motors
is our smallest domestic manufacturer. They have had a successful
year this year and they are the biggest producer of the Jeep—that
is the biggest vehicle of its kind produced in this country and, I
think, in the world. I think AMC is a viable company; and all this
statutory requirement, if held to, would do is to reduce the availa-
ble capital the have, and to that extent reduce their capacity to
compete.
I think the last thing we want to do is reduce the capacity of this

company to compete when it is the smallest of the automakers. I
agreed and voted for the original provision for 75 percent domestic
content, but I am sure if you said at that time, "Now, here is a
company that is going to reach an agreement,"—if we had known
that, and AMC didn't, know that either,—and they will be able to
reach this 75 percent domestic content by X date. I believe that we
wouldn't have passed the statute just arbitrarily, imposing a fine
on firms not able to meet the date that the Congress said they
ought to meet, when we aren't in the business of making auto-
mobiles.
While standard is something they can't comply with in 1982

they're going to meet it in a 3-year period and there is no sense in
us reducing their capacity to compete at any stage in history, let
alone this one.
Senator RIEGLE. I think another statistic that reinforces the ar-

gument that you're making is that our—the second largest item in
the balance of payments deficit is, of course, in the motor vehicle
account. It comes right after oil and our deficit just in motor
vehicles last year will be something approximating $10 billion. This
is a serious national problem I think it is absolutely vital that our
domestic manfacturers make this difficult transition so they can
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stay in business and keep the jobs and the economic strength in
the United States. In going through these companies one by one I
know that the problems that face Ford or General Motors or
Chrysler or AMC are all different. We have to be intelligent in
making sure that we are pursuing broad national objectives that
we all agree on, in a fashion that allows each of these companies to
work way through the particular problems that it face.
So I think your request is a reasonable one, and I hope that we

can proceed along these lines.
Senator NELSON. I would just like to add, in view of our situation

with employment in the auto industry, it is very encouraging that
American Motors is going to be expanding the number of employ-
ees as Renaults are built in Kenosha, Wis. They are going to add to
the number of employees, while you've got other companies reduc-
ing their number of employees.
And though American Motors is a small automobile manufactur-

er, compared to Ford and Chrysler and General Motors, it is a very
significant part of our economy. It employs, right now, directly—
this doesn't count the indirect employees who have suppliers,
equipment materials in Illinois and Indiana and Iowa and other
factories in our own state and elsewhere—they employ now 12,550
people and they're going to increase their employment as they
open up the Renault line in Kenosha.
And their payroll, direct payroll, is $227 million. So I think it is

important that we encourage the expansion and development of a
company like this, if all it requires is a technical modification on
the date that they must reach a standard that we set some time
back.
The CHAIRMAN. Thank you very much, Senator.
Senator ScHmirr. Mr. Chairman, Senator Nelson, I don't know

whether you know the answer to this question or not, but it's my
understanding that Volkswagen has found that the cars manufac-
tured in the United States—are more fuel efficient than those
manufactured in Europe.
Do you know if AMC has yet had any experience along this line?
Senator NELSON. No, I don't, but they have a witness here today,

Senator.
Mr. CHAIRMAN, I want to thank Ms. Claybrook for allowing me

to appear prior to her schedule, so that I can get over to the
windfall profits tax conference in the House. Thank you.
The CHAIRMAN. Thank you very much.
[The statement follows:]

STATEMENT OF HON. GAYLORD NELSON, U.S. SENATOR FROM WISCONSIN

Mr. Chairman, I appreciate this opportunity to appear before the Subcommittee
today as you hear testimony on various legislative measures which would reform
the Energy Policy and Conservation Act (EPCA). I would like to confine my remarks
to S. 2035, a bill I introduced on November 20, 1979, which would amend Section
503(b)(1) of the Motor Vehicle Information and Cost Savings Act (MVICSA), as
amended by EPCA.
The amendment I am discussing today proposes an adjustment of existing fuel

economy law for purposes of computation. It modifies the manner in which the
Department of Transportation allows the inclusion of domestically produced foreign
automobiles for determing measures of fuel economy. At the beginning of my
remarks I wish to make it clear that this amendment does not seek a federal
subsidy or loan guarantee. It does not seek a change in the exiting laws governing
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air quality or fuel economy achievement. It does not change the fuel economy
capability of any domestic auto manufacturer. And it does not open the doors of the
American automobile market to foreign imports or to domestic manufacturers seek-
ing to avoid the fuel economy standards of the Energy Policy and Conservation Act.
The only impact of this amendment is to relieve American Motors from paying a

fine for its inability, temporarily, to meet a congressionally mandated deadline on
the domestic content level of American produced Renault automobiles. If this fine
were imposed, it would not speed up compliance with the law because American
Motors is proceeding as rapidily as it is feasible to do so. It will not in any way
affect the mileage achievement of American Motors fleet because the same cars will
be marketed whether or not a fine is imposed. It will only impose a financial
penalty for failure to meet a mileage standard which was beyond their physical
capacity to meet.
The only impact of the fine will be to reduce the available capital at AMC's

disposal for automobile manufacturing.
Section 503(b)(1) of the EPCA Act provides that the EPA Administrator shall

separate a manufacturer's total number of passenger automobiles into two catego-
ries:

First, passenger automobiles which are domestically manufactured; and second,
passenger automobiles which are not domestically manufactured.
Each category must comply with fuel economy standards. In effect, they are

treated as if manufactured by a separate manufacturer.
Under existing methods for computing fuel economy, an automobile manufacturer

may include nondomestic passenger cars in its domestic fleet if 75 percent of the
value of the car is attributable to value added in the United States or Canada. If 75
percent of the manufacturer's component cost of the vehicle originates in the
United States or Canada, then that vehicle is considered to be domestic, by defina-
tion.
S. 2035 would allow a small manufacturer, one who produced less than 300,000

passenger automobiles in 1978, to have the EPA Administrator include in its corpo-
rate average fuel economy (CAFE) calculations, up to 150,000 nondomestic passenger
automobiles during model years 1980 through 1986. However, the inclusion would
not be automatic. Rather, the manufacturer would have to make yearly application
to the Secretary of Transportation for a determination that (a) the ability of the
manufacturer to meet the fuel economy standard for the applicable model year is
primarily dependent upon technology developed by another manufacturer; and (b)
that the manufacturer lacks the ability to develop the necessary rasonable and
economically practicable technology.

If the Secretary makes these determinations, the Administrator of the Environ-
mental Protection Agency would then be directed to include up to 150,000 nondo-
mestic passenger cars in such manufacturer's domestic CAFE.
Mr. Chairman, this bill is critical for the continued vitality of an important entity

in the highly competitive automobile industry; American Motors Corporation. In the
case of American Motors, the bill would allow them to remain in compliance with
federal fuel economy standards, which they will otherwise be unable to do after
model year 1981. In addition, it will provide them with sufficient time to reach the
level of 75 percent domestic content on the fuel efficient Renaults which they have
recently agreed to produce in this country beginning in 1982.
The Renault which AMC will begin producing in 1982 will have a 50 percent

domestic content level that first year, 60 percent in 1984, and 75 percent in 1985.
Clearly, the AMC-produced Renault will comply with the spirit of the existing law
in 1983 and increasingly thereafter until it meets the legal requirement of 75
percent set by Congress. However, the 75 percent figure might have been estab-
lished by Congress at 50 percent at the outset, in which case the AMC-produced
Renault could have complied with the law initially. Consequently, this legislation
attempts to modify a difference of degree, not a difference of kind. This amendment
adjusts an existing law for purposes of computation; it does not create an exception
where there was none before.
This amendment does not alter the Act's fuel economy standards, nor is it a

means for a manufacturer to seek a waiver of those standards. In fact, the Depart-
ment of Transportation in reviewing this bill concluded that the quantitative impact
of this bill upon the national fuel economy objective is insignificant. Similarly, the
fuel economy of the AMC vehicles is completely unchanged by this amendment
since the bill deals only with fuel economy computation.
This bill is in no way connected to a compromise of air quality standards. No

reduction in air quality will occur as a result of this bill inasmuch as the amend-



19

ment does not include an emission control component. All current air quality
standards will continue to apply in full force.

Moreover, any inclusion of non-domestic passenger automobiles would not be
automatic under this amendment. For each year in which the manufacturer wishes
to have a number of non-domestic passenger automobiles included in its fuel econo-
my calculations, it must apply to the Secretary of the Department of Transportation
for a two-fold determination. First, the Secretary must determine that the ability of
the manufacturer to meet the average fuel economy standard in the model year for
which the application is made, is primarily dependent upon reasonable and eco-
nomically practicable technology which is not within the ability of the manufactur-
er to develop. If the Secretary makes these determinations, the Environmental
Protection Agency Administrator would then be directed to include up to 150,000
non-domestic passenger cars in such manufacturer's average fuel economy.
Mr. Chairman, this bill is critical for the continued vitality of an important

component in the highly competitive automobile industry, namely, American
Motors Corporation. American Motors is committed to playing a crucial role in
United States automobile manufacturing.
Due to its limited resources, American Motors can not assume the role of a

technological innovator in the capital intensive automobile industry. For this
reason, American Motors' engineering efforts must be restricted primarily to tech-
nology application. This process of applications requires "lead time" before available
technology can be applied to American motors' automobiles in order to increase fuel
efficiency. By applying technology gained from others and by following its corporate
strategy, American Motors will contine to be able to meet the federal fuel efficiency
standards through model year 1981. However, its ability to meet the standards
beyond the 1981 model year depends upon permission to include in the fuel economy
calculations those Renault vehicles manufactured in part and assembled by Ameri-
can Motors in the United States.
However, Mr. Chairman, I believe that enactment of this legislation will benefit

not only American Motors, but also the American people in a wide variety of ways.
By permitting American Motors to remain a viable automobile manufacturer, the

amendment will foster continued competition in the auto industry. Moreover, by
allowing AMC to gain from its agreements with Renault, the public will also benefit
from the fuel efficient vehicles which will now be produced in the United States.
Enactment of this legislation will also protect the jobs of current American Motors'
employees, as well as expand future job opportunities within American Motors. It is
for this reason that this bill has received the unqualified support of both the United
Automobile Workers and the National Automobile Dealers Association. American
Motors now employs 30,000 persons, principally in Michigan, Wisconsin, Ohio, Indi-
ana and Ontario. The Corporation has 2,200 dealers who employ an additional
45,000 persons as well. This bill will preserve jobs, ensure the infusion of foreign
capital from Renault, improve the balance of payments, and work to reduce our
dependence on imported oil. This bill represents a combination of benefits for which
the American people will not have to pay a penny. There will be no financial costs
and no federal revenue tax losses. There will be no environmental compromises and
no significant modification of fuel economy. In short, this is a bill which everyone
can support.
Mr. Chairman, I want to submit for the Record two editorials, by The New York

Times and the Milwaukee Journal, which express enthusiastic support for this
amendment.
I thank you, Mr. chairman, for the opportunity to appear before you today.

[From the New York Times, Dec. 11, 1979]

A WAY To PRODUCE SMALL CARS FASTER

There are good ways and bad ways to bend the rules for automakers. Chrysler, for
instance, needs money desperately. One bad way to help would be for Washington to
guarantee it billions of dollars with few strings attached. American Motors, on the
other hand, needs a waiver of the rule that counts only those cars produced largely
in the United States in calculating the average mileage per gallon for an auto
maker's fleet. The company would like to include in its average a new, small,
Renault-designed car that will be assembled in the United States from parts that for
a short time will be imported mostly from France. We think The Government would
be wise to give the waiver. It will provide more high-mileage cars in 1982 and 1983,
and more jobs in American assembly plants.
Present law requires that at least 75 percent of a car, measured by the value of its

parts, be made in the United States before it can figure in a company's average
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mileage. This rule was meant to insure that multinational manufacturers like Ford
and General Motors would build small cars here rather than selling more cars that
they produce abroad.
But since the legislation was passed, the danger has almost disappeared. The

United States is now a relatively cheap place to build cars, with wages and produc-
tion costs below those of northern Europe. Volkswagen is already producing here,
the Japanese are studying the possibilities, and Ford and G.M. are rushing to build
their own domestic small cars. American Motors wants to get into the act quickly.
The company does not want to evade the 75 percent rule for long. It plans to

reach that level of American-made parts by 1984. Considering the cost of French
parts, it would probably be delighted to reach the goal sooner. But it cannot get
French-designed parts build that fast in the United States.
American Motors found a creative answer to the urgent problem of building small

cars when it teamed up with Renault. If the cars that result are included in the
company's average mileage figures, American Motors will meet the standard of 24
miles to the gallon in 1982 and the 26-mile standard in 1983. Washington should be
equally creative in releasing the company from the 75 percent rule for a few years.

[From the Milwaukee Journal, Nov. 18, 1979]

HELPING AMC SURVIVE THE COUNT

American Motors is asking Congress for a break so that the automaker can
comply with the main intent of the federal law that sets auto fuel-efficiency stand-
ards. We believe that AMC deserves relief.
In general, the fuel standards law is reasonable. It exists for an increasingly

important cause—energy conservation. However, a provision of the law could have a
perverse effect on the AMC. The company could be heavily fined for its very
attempt to meet the fuel-economy requirements.
Why is AMC in trouble? As the smallest of the four major domestic auto produc-

ers, it always has had to scramble to keep its head above water financially. Thus, in
order to produce the small, fuel-efficient autos that both the law and the market-
place are demanding, AMC has turned to partnership with Renault, the big French
auto firm. AMC's problems with the fuel-efficiency standards stem from the AMC-
Renault combination.
AMC soon will be assembling little Renaults at its Kenosha plant. These cars will

meet the ever-tightening fuel-efficiency standards mandated by Congress. But there
is a catch. The current law says that AMC can't count those Renaults in calculating
its fleetwide fuel-economy average. Unless it is allowed to do so, it will face fines
beginning in 1982 estimated at between $19 million and $38 million a year.
Why can't AMC count those Renaults? The reason has to do with protecting jobs

in the U.S. auto industry, not with promoting fuel-efficient autos. In writing the
law, Congress wanted to force domestic auto companies to manufacture fuel-efficient
cars in the U.S.—thus saving jobs here. So Congress decreed that imports could not
be counted in the fleetwide fuel-efficiency averages unless the imports were at least
75 percent American-made. That arbitrarily established percentage is AMC's
hangup.
AMC says that even though the Renaults will be assembled in Kenosha, the U.S.

content will not reach 75 percent until at least 1985. The irony is that the Renault
assembly process actually will create jobs in Kenosha and the rest of Wisconsin.
In contrast, the imposition of federal fines would weaken AMC financially and

threaten domestic jobs. Moreover, the auto firm worries, with justification, that the
ensuing image of fuel-efficiency—even though false—would further erode the com-
pany's car sales and competitive position.
The automaker's answer is for Congress temporarily to allow AMC to count up to

150,000 of its Renaults annually in its fleetwide average until the 75 percent content
level can be reached. The company accurately claims that little or no degradation in
fuel economy would occur since the Renaults are efficient and AMC's other models
would be competitive in fuel economy with their GM, Ford and Chrysler counter-
parts.
Admittedly, the present law already has considerable elasticity, which might

allow American Motors to get through the regulatory squeeze. The law, for one
thing, allows a company to "bank" any efficiency savings gathered from exceeding
the fuel standard. These savings can be applied one year forward or backward, thus
helping a company comply in the future or wipe out a past transgression.
One year's savings would not particularly help AMC, but there is a strong chance

that Congress will extend the carry-forward, carry-backward provision to three
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years. The odds are about even that AMC could conform to the fuel-efficiency
standard if it could use the three-year provision. At the least, Congress should
approve that modification.
AMC also has a second option. The law allows penalties for noncompliance to be

reduced or waived if they threaten to wipe out a company or lessen competition in
the industry. AMC can make a strong case that its presence is vital to keep an
already heavily concentrated auto industry competitive. However, it would first
have to be stigmatized as noncompliant, which would be unfairly seen in the public
marketplace as evidence of fuel inefficiency, not technical entanglement.
We're inclined to believe the surest and fairest form of relief is a bill sponsored by

Sen. Nelson (D-Wis.). It would allow AMC to count Renaults in its fleetwide average
if, upon annual analysis, the U.S. secretary of transportation first determined that
AMC could not otherwise meet existing requirements.
Invariably AMC's request will be compared to Chrysler's questionable appeal for

U.S. help. There is little comparison. Chrysler is asking for a billion dollar bailout.
American Motors is not requesting a cent. Furthermore, AMC is not asking for a
lessening of the fuel-efficiency standard. The Renaults it wants to assemble—and
count—will meet the test.

The CHAIRMAN. I might say to my colleague that his statement is
correct, because they make the Rabbits here and they make the
Porsches and Audis, both of which are bigger in Europe, and so
they do get better mileage.
Senator ScHmrrr. Well, that would make a difference, but I was

speaking about similarly designed cars which for some reason, the
manufacturing process over here made more efficient.
The CHAIRMAN. Well, that will be interesting to hear from them,

to see if that's correct.
Ms. Claybrook?

STATEMENT OF JOAN CLAYBROOK, ADMINISTRATOR, NATION-
AL HIGHWAY TRAFFIC SAFETY ADMINISTRATION, DEPART-
MENT OF TRANSPORTATION; ACCOMPANIED BY MICHAEL
FINKELSTEIN, ASSOCIATE ADMINISTRATOR FOR RULEMAK-
ING; BARRY FELRICE, ASSOCIATE ADMINISTRATOR FOR
PLANS AND PROGRAMS; RHOADS STEPHENSON, ASSOCIATE
ADMINISTRATOR FOR RESEARCH AND DEVELOPMENT; AND
STEVE WOOD, ASSISTANT CHIEF COUNSEL FOR RULEMAK-
ING

MS. CLAYBROOK. Thank you, Mr. Chairman. I'm pleased to appear
before your subcommittee to discuss S. 1583, S. 2010, and S. 2035,
and the administration's proposals relating to the automotive fuel
economy program under title V of the Motor Vehicle Information
and Cost Savings Act.
With me today are: Michael Finkelstein, Associate Administrator

for Rulemaking, Barry Felrice, Associate Administrator for Plans
and Programs, Rhoads Stephenson, Associate Administrator for
Research and Development, and Steve Wood, Assistant Chief Coun-
sel for Rulemaking.
The Energy Policy and Conservation Act, enacted on December

22, 1975, was designed to increase domestic energy supplies and
availability, restrain energy demand and plan for coping with
energy emergencies. As an integral part of its provisions for conser-
vation, title V, "Improving Automotive Efficiency," was estab-
lished, requiring the Secretary of Transportation to set corporate
average fuel economy standards for passenger cars and light
trucks.
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These standards make significant contributions to the Nation's
total effort to conserve energy. Projected cumulative passenger
automobile fuel savings from model year 1978 through model year
2000 will approximate 395 billion gallons or 9.4 billion barrels.
Comparable fuel savings for light trucks are estimated to be ap-
proximately 114 billion gallons or 2.7 billion barrels.
Thus, total fuel savings should be more than 500 billion gallons

over the next 20 years. This is equivalent to a 20-percent savings—
compared to prestandard consumption levels—and will provide the
Nation with the equivalent of an additional 4-year supply of gaso-
line for its passenger car and light truck fleet.
These savings over the 1978-2000 period yield a combined dis-

counted present value of approximately $215 billion. That is in
1979 dollars. In the year 2000 alone, the savings for passenger car
owners are estimated to be $12.1 billion and $3.7 billion for light
trucks, resulting in a combined present value of $15.8 billion.
Consumer savings from the fuel economy standards are signifi-

cant. The average purchaser of a 1985 model year car, for instance,
is expected to realize a net savings over the vehicle's lifetime of
$1,540—present value of fuel savings minus estimated retail price
increases—when compared to a model year 1977 automobile. Like-
wise, the average purchaser of a model year 1981 light truck is
expected to realize a net savings of $1,240 over the average 1978
vehicle.
In administering the fuel economy program, we try to be alert to

any difficulties that the manufacturers may encounter in meeting
the standards. We have been willing to respond to reasonable
requests for changes, consistent with the statutory mandate to
attain the maximum feasible average fuel economy level for each
year.
The National Highway Traffic Safety Administration conducted

an analysis of the need for changes in the fuel economy program
for our January 1979 Report to Congress, as required by section
502(a)(2) of the Cost Savings Act. As part of this analysis, we sought
the views of the manufacturers and the public on possible program
improvements. One of our prime concerns in developing our legisla-
tive recommendations was to minimize unnecessary burdens on the
vehicle manufacturers while still securing substantial improve-
ments in automotive fuel economy.
In that report on automotive fuel economy, we recommended

three amendments to the act. These amendments, together with an
additional fourth amendment, are now incorporated into a depart-
mental draft bill transmitted to the Congress last December.
The first amendment would amend section 502(c) of the act to

exempt passenger car and light truck manufacturers producing
fewer than 10,000 vehicles per year from both the fuel economy
standards and the act's semiannual reporting requirements. The
production volume of these manufacturers is so low that there is
minimal gasoline saved through such regulation and their econom-
ic and technical capabilities to make necessary fuel economy im-
provements are severely limited. An exemption for these manufac-
turers would therefore have no significant effect on fuel economy
and would save both the manufacturers and the government a lot
of unnecessary work.
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The low volume manufacturer would not, by this amendment, be
altogether free from fuel economy considerations. Upon being certi-
fied each year by EPA, a fuel economy value for each of its base
levels is established. This value becomes the basis for the Gas
Mileage Guide, labeling provisions, and the "gas guzzler" excise
tax. Therefore, although exemption from fuel economy standards
and reporting would be granted, a limited amount of pressure to
improve fuel economy would remain. In our view, this represents a
constructive form of deregulation.
I do have a list, Mr. Chairman, of the manufacturers who would

be exempted by this amendment and the amount of excise tax they
would pay this year and in 1986. If you wouldn't mind, I would like
to submit that for the record.
The CHAIRMAN. Without objection, that will be made a part of

the record.
And, Ms. Claybrook, if I may at this time, the Armed Services

Committee is being briefed this morning on the military situation
in the Mideast, and so I'm going to have to leave and Senator
Stevenson will take over. I don't want anyone to get the idea that
this is any indication of lack of interest on my part, because I am
very much interested in this, and I hope with my colleagues that
we can work out some reasonable solutions. And I certainly will
read all of the testimony with interest.
And I thank Senator Stevenson for taking over for me.
Ms. CLAYBROOK. Thank you very much, Mr. Chairman.
[The following information was subsequently received for the

record.]
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MS. CLAYBROOK. I would like to point out that some of the compa-
nies in 1980 would pay as much as $550 per vehicle in excise tax
under the existing excise tax requirements, and by 1986 some of
them would pay as much as $3,800 per vehicle in excise tax.
I would also like to point out that 72 percent of the production

that would be exempted from compliance with the fuel economy
standards is U.S. production.
The second amendment would amend section 503(b)(1) of the act

to allow a manufacturer to average U.S.-assembled automobiles
with its imports if U.S. production began after the act was passed.
This amendment would be consistent with the purpose of section
503(b)(1), in that it would help domestic employment by encourag-
ing foreign manufacturers to build cars in this country, as Volks-
wagen has recently done, using a high percentage of U.S.-made
parts and materials.
Absent such an amendment, VW would be forced to continue

using less than 75 percent domestic content of parts and materials
in their U.S.-built vehicles. We intend to pay careful attention to
any discussion in subsequent testimony concerning the economic
and competitive effects of this amendment.
The third amendment—listed fourth in the order of our bill—

would amend section 508(a)(3)(A) of the act to modify the auto-
motive fuel economy system of credits and penalties to allow the
credits a manufacturer may earn to be carried forward or back-
ward for 3 years instead of the current 1 year. This amendment is
designed to facilitate compliance by manufacturers in the unlikely
event that they may be unable to meet the required levels during a
given year due to unforeseen circumstances. It is not intended
either that manufacturers, other than those that are financially
troubled, would use the extended credit period routinely or that
any manufacturer would exploit it in order to deliberately delay
fuel economy improvements in later years.,

Accordingly, our first three amendment are substantively iden-
tical to amendments proposed in S. 2010.
The fourth amendment would amend section 507 of the act to

exempt a manufacturer from a finding of unlawful conduct for its
failure to comply with a fuel economy standard if it has earned
sufficient credits in the 3 years prior to the year of the penalty to /
completely offset such penalty. The section would also provide /
relief from a finding of unlawful conduct to a manufacturer that
has not earned sufficient credits before the year of penalty, on the
condition that the manufacturer submit a plan showing that it will
earn sufficient credits during the following 3 years to offset the
penalties. If the manufacturer, despite its plan, has a net penalty
at the end of the 3-year carry-back period, it would be considered to
have acted unlawfully. The amendment would thus continue the
statute's emphasis on compliance.
The only difference between our fourth amendment and similar

provisions in S. 2010 and S. 1583 is that while each of the bills
would provide relief from a finding of unlawful conduct to a manu-
facturer that has not earned sufficient credits before the year of
penalty, our bill would condition that relief on the submission by
the manufacturer of a plan showing that it will earn sufficient
credits during the following 3 years to offset the penalties.
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The submission of the plan would not affect a finding of unlawful
conduct if the manufacturer, despite its plan, has a net penalty at
the end of the 3-year period. However, it is our view that the very
process of developing such a plan and its review could contribute
significantly to assuring its achievement and thus contribute to the
success of the program.
We have mixed feelings about S. 2035, the bill designed to permit

American Motors Corp. to include up to 150,000 nondomestic pas-
senger automobiles in its corporate average fuel economy. We are
very concerned about the economic well-being of the smaller do-
mestic manufacturers and we do not want the fuel economy pro-
gram to limit unduly the efforts of those companies to prosper in
the marketplace. AMC's recent arrangement with Renault appears
to be a creative solution to their mutual problems and should, in
the long run, promote the goals of improved fuel economy, higher
domestic employment, and increased competition in the domestic
auto industry. In preparing our 1979 report to the Congress on the
fuel economy program, we considered a variety of approaches to
minimize the potential adverse impacts of the fuel economy pro-
gram on limited product line manufacturers such as American
Motors. The provisions discussed today, for a 3-year carry-forward/
carry-back of credits and the elimination of the unlawful conduct
characterization where credits exist to offset civil penalties, were
designed to provide additional flexibility for manufacturers such as
American Motors which have unique problems of a few years'
duration.
Our preliminary analysis of the American Motors/Renault joint

product plan through 1987 indicates that our legislative proposals
adequately take care of AMC during the transition to full domestic
production of the Renault vehicles. Credits earned by AMC in 1980,
1981, and 1985-87 should more than offset any civil penalties in-
curred during the 1982-84 period. Absent a clear need for the
special provision AMC is requesting, we are naturally reluctant to
support such legislation.
We are also concerned that S. 2035 does not require any showing

of need for the waiver. Rather, AMC must only demonstrate that it
cannot develop on its own the technology needed to meet fuel
economy standards. AMC purchases engines, transmissions and a
variety of other components for its passenger automobiles, and the
question of whether it can purchase the technology to meet fuel
economy standards is also highly relevant.
On the other hand, the adverse energy consequences of adopting

S. 2035 are minimal, compared to requiring complete reliance on
domestic vehicles to meet fuel economy standards. Employment at
AMC may be reduced in 1982-84 compared to levels which would
exist if the company focused its resources on improving the fuel
economy of its current vehicles. However, long-run employment
will likely be higher at AMC under its current plan of producing
the high fuel economy, front-wheel-drive Renault vehicle. On the
basis of available data, we are not able to predict what the net
effects of the amendment would be on employment.
We are unable to conclude that the AMC proposal is either

needed or appropriate at this time, although the adverse impacts of
adopting the proposal appear quite small and speculative. There
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are questions still to be answered about the effect of the amend-
ment on employment and competition. If such an amendment were
to be enacted, however, it should be given a sunset date of 1985, to
encourage AMC to proceed expeditiously with its conversion. We
favor waiting to determine whether AMC does in fact have a real
problem before enacting their proposal.
On the subject of long-range fuel economy, I would call your

attention to the provisions of S. 2015, the Transportation Energy
Efficiency Act, under which a total of $200 million over 10 years
would be authorized in conjunction with the windfall profits tax for
carrying out fuel economy technology assessment under the Motor
Vehicle Information and Cost Savings Act.
The act would enable us to undertake a rigorous assessment of

technology to determine what fuel economy improvements are com-
mercially achievable beyond 1985. Among the projects to be ad-
dressed under this act would be projects on engine and drive-train
technology, diesel emission controls, transmission optimization, and
advanced materials and structures. Such an assessment is essential
to the success of long-range fuel economy planning.
This completes my statement. I would be pleased to answer any

questions you might have.
Senator STEVENSON [presiding]. Thank you.
We are going to hear later today from AMC, and I understand

that they are going to say that they are doing everything possible
to comply with the 1982-85 standards. They are discontinuing their
least efficient models and concentrating production on their most
efficient models.

Is there any realistic way, including through the development
and production of technology, that they could bring those most
efficient models into compliance with the 1982-85 standards?
Ms. CLAYBROOK. Not to our knowledge, Mr. Chairman. We have

accepted on face value what AMC has told us, and they will be
carrying forward credits, substantial credits, beginning in the year
1982. The proposal that we have made to the Congress of a 3-year
carry-back/carry-forward provision would allow them to carry
those credits forward so that, for whatever lack of fuel economy
they have in the 1982-84 period, those credits would counterbal-
ance much of it.

Additionally, presuming that in 1985 their Renault vehicle is up
to 75 percent domestic content, they could then carry back, for 3
years from the extremely effective fuel economy that they would
achieve from that vehicle. And based on the latest calculations that
we made from a letter that we received from AMC just last week,
the carry-forward plus the carry-back provisions would more than
compensate for the lack of fuel economy in the 1982,1983, and 1984
models.
The material that they submitted to us, Mr. Chairman, is confi-

dential. So I would suggest that you ask AMC to give you greater
details. Or if they would like to release us, we would be glad to do
that.
Senator STEVENSON. But generally, you think we ought to wait

and determine on the basis of experience whether the carry-for-
ward and the carry-back credits are enough to carry them through?
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MS. CLAYBROOK. Based upon our best calculations of what AMC
plans to do, we think the credits will do that. The position of the
Department is that we recommend the carry-back/carry-forward as
a way of giving added flexibility for special, unforeseen circum-
stances within the industry. And there are already other provisions
in the statute which allow for flexibility. One is, of course, noncom-
pliance with the fuel economy standards. The result is to pay a
penalty, but that is an option.
There is another provision I believe that AMC would certainly

qualify for, which allows the Federal Trade Commission to recom-
mend waiver of any penalties at all in order to ensure competition
in the automotive industry. So that even should they not comply
with the standards under the carry-back/carry-forward, that provi-
sion for waiver for enhancement of competition would also most
likely apply.
Senator STEVENSON. Senator Riegle?
Senator RIEGLE. Thank you, Mr. Chairman.
There are several thoughts I would like to share and discuss.

First of all, I think your presentation today is a helpful one and I
appreciate your constructive and reasonable approach to these
issues. You know as well as anyone, that this is a time of great
stress within the domestic automobile industry. We have had an
enormous change in circumstance, with the gas lines and the
higher gas prices, and suddenly we have had a massive, and I
think, a permanent shift in buying preferences.
So our domestic industry is caught in a very difficult and com-

plex transition. It affects each company in the industry differently
and they're all struggling to deal with it. Enormous capital require-
ments go with it and very difficult leadtimes of 2, 3, and 4 years in
some cases. On top of that, there is an overlay of all the Federal
standards, which are designed to achieve, at least in terms of our
intent, good public purposes in terms of clean air and safety and
fuel economy.
The inroads of Japanese imports, particularly just within the last

several months, really is staggering to comprehend. I don't think
anybody yet understands the strategic economic damage that's
being done to the United States in terms of the penetration of a
major industry of the sort that has taken place.
Japanese imports alone now constitute about 15 percent of the

total sales in the U.S. market. In States like California the share of
market is 42 percent. The balance-of-payments deficit in the motor
vehicle account for the year just ended is probably close to $10
billion. After oil, our second biggest problem is motor vehicles.
I think it is encouraging that the Department of Transportation

is endeavoring to work in a more constructive way with the indus-
try to try to resolve some of these matters and to help facilitate a
reasonable and practical transition.
I would just like to say, Mr. Chairman, that about 2 weeks ago I

received an unsolicited phone call from Secretary Goldschmidt,
indicating that he felt something of a breakthrough had taken
place in resolving one particular item that had been in contention
between the Department of Transportation and the industry on a
technical matter. He was just calling to say that he felt that this
would be helpful. It would be helpful to the industry and to the
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national economy. I was struck by his initiative in taking that step.
It's the first time that's happened over a long stretch of years.

I thought that was a significant moment in terms of a desire to
want to find answers that can work here and which are not unduly
restrictive or harmful to the country in the larger sense.
With respect to the AMC situation, we will be hearing from them

and so we will be able to evaluate their testimony directly. But in
trying to respond to today's problems it seems to me that in any
large and complex company, being able to plan with some certainty
is really vital, especially if you are in a tight financial situation
and you don't have much margin for error. We could be talking
about any of the auto companies or other large, complex, industrial
operations.
You have to be able to have some advance knowledge, so that

you can lock yourself in to very expensive spending plans and can
work through to a successful conclusion, especially with long lead-
times.
In the case of AMC, I am particularly interested in the fact that

they are getting involved in a very complex coproduction arrange-
ment with Renault. That is a new development. Perhaps it is a
feature of the world car market that is on the increase.

If we're going to err we ought to err on the side of making sure
that the automotive manufacturers receive clear and reasonable
signals from those implementing the Federal regulations that they
need to have from an advanced planning point of view to be able to
synchronize this coproduction arrangement. We must recognize
that it takes place in phases over a period of years.
I think it is healthy that we have four domestic automobile

manufacturers. I hope we will have at least four for a long, long
time, because there are competitive advantages, advantages for our
economic strength, and, of course, employment advantages.
When we consider the complexity of the situation, the fact that

there is very little margin for error and that capital resources are
very tight—money is available today only on a limited basis and
only at a very high interest rate cost—I don't want to see us
applying extra burdens that could end up being counterproductive.

I want to see maximum good faith compliance. I think it is
occurring. As I watch what's taking place in the domestic industry
today, I think every company is straining to its outer limits to
make this conversion and this transition to this smaller fuel effi-
cient cars. It's very difficult to do, especially when the Japanese
are being so aggressive with tremendous cooperation from their
government.
They don't have a big defense spending bill in Japan, so a lot of

their capital resources go into their domestic industries. They keep
our cars out of their market, but they are saturating our market
here.
I'm not even sure that the pricing arrangements are fair. You

can't, for example, buy the same Japanese vehicle in Japan at the
low price that it is available here in the United States. One won-
ders how that is accomplished under any kind of definition of fair
trade. But that's the way it is.
So, I would just conclude by saying that I appreciate the thrust

of your testimony today and the willingness of the Department to

- --
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try to work out accommodations that are practical ones and not
ones that make this transition problem more difficult. I think we
are making some progress here. I appreciate the support on carry-
forward/carry-back legislation that I have offered and the other
matters that you discuss here. If we can continue to work in that
vein we can make our way through this transition without doing
lasting damage to our economy. It is vital that that be done.
Ms. CLAYBROOK. Thank you, Senator Riegle. I don't disagree with

many of the things that you've said, and the intent and purpose of
our bill is to try and work out some of the provisions of the statute
in a way that works as effectively as possible.
One point the Department is making on the AMC provision is

that we are attempting to write generic changes in the statute
rather than ones that apply individually company by company.
That was one reason for our position on that amendment.
Senator RIEGLE. I appreciate that distinction. I don't want to see

us respond to the particular needs of one company to the strategic
detriment of another company.
There is always that factor to consider and I am keenly con-

cerned about that as well.
But we have an industry of only four companies to make a

generic bill, and we have four specific situations. If we had 400, I
think you'd have a different kind of case for a generic bill.
Given the pressures I think that we can afford to do some

custom-tailoring. It is going to make sense to do that, not to create
differential advantages that are of a strategic size, but simply to
facilitate the companies in changing from the old ways and previ-
ous definition of what had to be done into the new realities.
I think if people are straining to their end limits to do that as

quickly as they can, as competently and with good faith, that it is
in our interest to find a way to facilitate that.
I'm as ready to do it for Ford as I am for AMC as I am for GM as

I am for Chrysler because it is in the national interest that we do
that.
Ms. CLAYBROOK. It is important to say, again, that we're very

enthusiastic about the AMC/Renault arrangement. Our testimony
does try to express an interest in seeing more cars manufactured in
the United States where there are now foreign imported cars.
Senator STEVENSON. How do you feel about the proposal to

permit manufacturers and importers to combine their U.S. pro-
duced and their imported cars provided the combination included
at least 75 percent of the total value added in the United States?
Ms. CLAYBROOK. Our amendment, which has been dubbed the

VW amendment, what I think you are referring to, is an attempt
to correct a deficiency in the present law.
Senator STEVENSON. Excuse me. This is a suggestion that is

different. I understand it is not VW; it is a Ford proposal.
Ms. CLAYBROOK. Would you repeat it, then? I'm sorry.
Senator STEVENSON. The proposal is to let either a manufacturer

or importer combine his U.S. produced and his imported auto-
mobiles provided that for the combination, at least 75 percent of
the value is added in the United States.
Ms. CLAYBROOK. We have not really considered such a proposal,

so I don't think that I should speak for the Department of Trans-
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portation and give you an answer, although we would be delighted
to submit something for the record.
I presume that what would happen is that you would have the

importation of a rather large number of captive imports; that is,
cars manufactured abroad by the American manufacturers and
brought into this country and averaged against their domestic
fleet, which would mean that they would make fewer fuel economy
improvements in the domestic fleet.
We have not favored that kind of a provision in the past. In the

proceeding to establish the truck fuel economy standards for 1980
and 1981 models, we considered the issue of allowing that kind of
importation. The Department decided law and policy argued
against that.
So I presume that there would be some reluctance to support a

provision like that because it would lead to reduced improvements
in the fuel economy of the vehicles manufactured domestically.
Senator STEVENSON. You might have some adverse effects on

U.S. employment.
Ms. CLAYBROOK. Yes; I think it definitely would. There's no ques-

tion that the provisions in the bill we submitted to the Congress
are intended to enhance U.S. employment.
Senator STEVENSON. Well, we would be glad to have further

reaction to that proposal, if we could.
If there are no further questions, thank you very much.
MS. CLAYBROOK. Thank you.
Senator STEVENSON. We're grateful for your help.
[The following information was subsequently received for the

record:]

FUEL ECONOMY TECHNOLOGY ASSESSMENT PROGRAM

During 1977 the United States imported 8.2 million barrels of crude oil per day at
a cost of $45 billion. During the same period the U.S. trade deficit was $26.5 billion.
The high cost of oil and the uncertainty of supply make reduced dependence on
imported oil essential to the interests of the nation. The fuel economy program has
had substantial impact on petroleum usage and is projected to increase its effect
beyond 1985, provided substantial further improvements in fuel economy which are
technologically feasible for the new car fleets can be implemented by the automobile
manufacturers. Further improvements in fuel economy beyond what is now project-
ed by the manufacturers will require extensive redesign in new powertrains and
substantial additional weight reduction. Such redesign will require continued high
levels of spending by the manufacturers for engineering, tools and facilities and the
manufacturers can be expected to challenge strongly the necessity to maintain or
raise the fuel economy standards.

Establishment of the feasibility of further increases in the fuel economy of passen-
ger automobiles and light trucks is expected to require increased budget levels for
research for the following reasons: future fuel economy improvements will be
harder to attain and will require more sophiscated technology than before; inflation
has increased the cost of research; and there is increased pressure for better and
more detailed justification for regulation.

PROGRAM OBJECTIVE

The Fuel Economy Technology Assessment Program is designed to complement
our current Automotive Fuel Economy Research Program and to address emerging
problems. A full range of technologies for the improvement of fuel economy of
components and motor vehicles will be evaluated, tested, and demonstrated. The
resulting data and demonstrations will show the consumer and the automotive
manufacturers what can be achieved with known technology.



32

PROGRAM DESCRIPTION

The Fuel Economy Technology Assessment Program has three major components
dealing with: (a) improved engines and drivetrains; (b) structural design improve-
ments; and (c) fuel efficient prototype vehicles. The engine projects concentrate on
spark ignition and diesel engines and will examine further improvements which can
be commercialized during the next 5-10 years as well as evaluate future means of
dealing with currently unregulated pollutants. This project enriches our evaluation
of current engine technology providing more data on how far the manufacturers can
go with changes to existing components and also addresses technologies in advanced
stages of development. The structures project will more thoroughtly examine analy-
sis tools, materials substitution, and new structural concepts which will allow sub-
stantial weight reductions in future vehicles. The prototype vehicles project concen-
trates on the development of two vehicles to demonstrate the potential for energy
savings while maintaining the utility of the vehicle.
The Fuel Economy Technology Assessment Program includes the projects listed

below:

IMPROVED ENGINE AND DRIVETRAIN

1. Research for improving the indirect injection (IDI) diesel engine for passenger
cars and light trucks.—The IDI diesel engine already provides more than 25 percent
fuel economy improvement compared to equivalent gasoline engines. However, due
to suspected carcinogenicity of diesel particulates, and known NO,, problems, this
project will pursue aggressively techniques for control of emissions, without penaliz-
ing fuel economy. Combustion chamber design, particulate traps, and catalyst tech-
nology are areas where improvements are likely.

2. Research on direct injection (DI) diesel engines for passenger cars and light
trucks.—DI diesel engines can provide a fuel economy about 10 percent higher than
the IDI diesel engines currently available for automobiles. However, the engine
speed limitation, noise, and emissions of current DI diesel engines make them
unacceptable for light duty applications. Some promising results have been shown
in the laboratory, for light duty application, and this project will further investigate
this type of engine and its feasibility for cars and light trucks.

3. Research on the optimum gasoline spark ignition engine.—This project will
evaluate alternative combustion chamber designs for maximum efficiency. It will
also investigate the impact of variable valve timing, and the development of ad-
vance knock control for optimum combination of compression ratio, timing of igni-
tion, and fuel properties. Engine designs for reduced engine friction will also be
investigated.

4. Research on advanced transmissions and controls of light-duty vehicles.—In
particular, this project will investigate the reduction of transmission losses, and the
integration of transmission shifting with the engine control optimization. Vehicle
speed control (or warning devices) integrated with cruise control will also be demon-
strated to assess consumer acceptability and fuel savings.

5. Research on heavy-duty truck engines.—This project will have two components.
One gives priority to assessment and demonstration of emission controls (especially
for particulates) for well-developed conventional heavy-duty truck diesels. The
second is to test and evaluate a fall-back, high efficiency, multi-fuel, stratified
charge engine in the event that the emissions of diesel cannot be satisfactorily
controlled.

C. Research on the cost, capital, leadtime manufacturability, and scrappage and
recycling requirements.—This project will assess the levels of these requirements for
implementation of improved engine and drivetrain components.

STRUCTURAL DESIGN IMPROVEMENTS

The major thrust of the structures research will be to develop creative interac-
tion between all vehicle structural systems such that improved performance can be
attained in: (1) fuel economy through structural weight optimization; (2) durability,
damageability and repairability; (3) functional requirements; (4) energy manage-
ment and (5) safety.
This creative interaction will require optimum material utilization in the vehicle

structure; more skill and care in the design phase; and improved methodologies for
analyzing the structure. The following activities will be conducted to reach these
requirements.

7. Initiate research to develop and expand analytical methods and scale modeling
techniques for predicting the response of structures and components composed of

...
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new materials (e.g. non-isotropic plastic composites) and for optimizing vehicle
design.

8. Initiate research to develop and refine testing and analysis method to explicitly
determine the loads and forces on vehicle components.

9. Initiate research to develop a computerized fact book to provide automotive
engineers with readily accessible and useable data on (non-linear) properties of
advanced materials.

10. Initiate research to define and minimize passenger compartment volume for
safety within present and projected fuel economy objectives.

11. Initiate and maintain a continuing project to evaluate innovative light weight
vehicle structural concepts.

12. Develop procedures for evaluating damageability and repairability of advanced
materials.

13. Initiate research on the cost, capital, leadtime manufacturability and scrap-
page and recycling requirements for implementation of new fuel efficiency, safe
structural concepts.

FUEL EFFICIENT PROTOTYPE VEHICLES

Two vehicle types will be developed as described below to demonstrate that
improved engines and drivetrains can be integrated with structural improvements
in complete vehicles to provide greatly enhanced fuel economy. Neither of these
vehicle types is being addressed in any existing program.

14. A light weight truck with 3,000 pound payload capability.—Vehicles of this
type, which are larger than the standard pickups, are widely used in commercial
activities and account for significant fuel consumption. The design of this vehicle
will integrate improved components and subsystems developed by other projects on
the Fuel Economy Technology Assessment Program into a vehicle which will weigh
1,000 pounds less than comparable vehicles with the same payload and volume
capacity to achieve a 40 percent improvement in fuel economy. The demonstration
of a commercial vehicle with greatly enhanced fuel economy will show that all
system requirements can be simultaneously met thereby stimulating demand in the
market for commercial vehicles as well as supplying an engineering data base for
fuel economy improvements.

15. A very small lightweight car for commuting and urban use.—This car is
visualized as carrying two front seat passengers with limited luggage space for
carrying groceries or possibly small children if adequate safety and comfort features
can be provided. The major thrust in this development program will be to demon-
strate that practical small cars with high fuel economy can be safely substituted for
larger vehicles in many applications to conserve important quantities of fuel that
would be consumed by the larger vehicles. A two-passenger vehicle will be developed
in the 1,200 and 1,500 pound weight range with fuel mileage up to 50 or 65 mpg
which will conveniently and safely perform many of the commuting and short-trip
urban functions for which larger automobiles are currently used. This will reduce
the amount of fuel consumed for commuting and other urban driving by 50 percent.
However, intensive efforts will be required to provide an acceptable level of safety
and functional practicality in such a small vehicle that will be operating in traffic
which includes larger cars and commercial vehicles.

Senator STEVENSON. And we have been joined by Congressman
Wolpe of Michigan. We're delighted to have you with us, sir. And if
you would like to offer some comments for our record, we would be
happy to have them.

STATEMENT OF HON. HOWARD WOLPE, U.S. REPRESENTATIVE
FROM THE THIRD CONGRESSIONAL DISTRICT OF MICHIGAN
Mr. WOLPE. Thank you, Mr. Chairman, and members of the

committee.
I would like to express my appreciation to you for the opportuni-

ty to make a few remarks relative to the small manufacturers
exemption provision of Senate bill 2010.
Having carefully reviewed the amendment that is being pro-

posed, it seems to me clear that the proposal that is offered success-
fully balances the need for improved fuel economy in the auto-
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mobile industry with the very real problems which confront low
volume automobile manufacturers in conforming to the standards
which are more appropriately applicable to the large volume pro-
ducers.
In fact, the Department of Transportation in recent years, in

recognition of the unique circumstances facing small volume pro-
ducers, has granted several waivers from the Federal standards
designed for the large automobile manufacturers.
The proposed statutory exemption would eliminate the need for

much of the extraordinarily time consuming and costly paperwork
for the Government and the small manufacturer now required
annually under existing waiver procedures.
Unlike the "Big Three," Checker Motors Corp.— which is located

in my district—and other small companies specializing primarily in
one model car, cannot average their fleet or make major modifica-
tion in design in order to meet Federal fuel economy standards.
As members of the committee are no doubt aware, Checker, in

its half century of production, has focused on that small segment of
the transportation market reserved for commercial taxicab produc-
tion.
Checker's automobiles are designed to meet the rigorous de-

mands of extended urban driving, with maximum passenger occu-
pancy.

Clearly, a Checker may not get 35 miles per gallon, but when the
number of passengers who can simultaneously be transported in
the Checker sedan is computed, the fuel savings are, indeed, im-
pressive.

Clearly, expanded taxicab utilization can make a major contribu-
tion to our national fuel economy goals.
Last year, Checker Motors manufactured approximately 5,000

automobiles in the approximately 10 million market. The small
manufacturers exemption—which will allow those companies
which produce less than 10,000 cars a year to be exempt from the
fuel economy standards and the semiannual reporting require-
ments—is a commonsense answer to what would, otherwise, be a
very serious problem—in terms of both compliance and reporting—
for the small automobile producers.
The Department of Transportation who submitted the amend-

ment for consideration, and the administration, recognize that fail-
ure to enact the exemption provision would only result in trouble-
some administration of the provision with no appreciable improve-
ment in fuel savings.
Let me quote briefly from the Department of Transportation's

own analysis:
The Department has processed eight applications from eligible manufacturers for

lower fuel economy standards since 1975 and has denied none of them. In actuality,
the resources of these manufacturers are not sufficiently great to justify substantial
commitment of resources to increasing fuel economy. An insignificant amount of
fuel is saved by establishing alternate standards for these manufacturers instead of
simply allowing them a complete exclusion from title V.
The burdens of filing applications and reports required by Title V is also dispro-

portionately large for these manufacturers.

The DOT goes on to note:
The low volume manufacturers would not, by this amendment, be altogether free

from fuel economy considerations. Upon being certified each year by FHA, a fuel
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economy value for each of its base levels is established. This value becomes the basis
for the gas mileage guide, labeling provisions, and the "gas guzzler" excise tax.

Therefore, although exemption from cafe standards and reporting would be grant-
ed, a limited amount of pressure to improve fuel economy would remain.

Unquestionably, it will be in the self-interest of Checker and all
other low volume car manufacturers to produce ever more efficient
automobiles. However, given the very specialized focus of most
limited production automakers, with little flexibility in change-
overs, design, or intended use, the rigid requirements of the fuel
economy standards and reporting procedures just do not make
sense.
I would, again, like to thank the committee for extending this

time to me today, and for your attention to this small, but impor-
tant amendment to the bill.
Senator STEVENSON. Thank you, sir. Your views will receive very

sympathetic consideration, I'm certain, in the committee.
They are, as you know, supported by the administration.
Senator Riegle?
Senator RIEGLE. I would just make a brief comment. It is a great

pleasure to have Congressman Wolpe appear here today. This is an
excellent statement, and I think the strength of the rationale is
borne out by the fact that the Department of Transportation is also
supporting this position, which is a constructive step on their part.
We're pleased to have you appear before the subcommittee today.
Mr. WOLPE. Thank you for your support. It is much appreciated.
Senator STEVENSON. Thank you, sir. I will invite our next wit-

nesses to come forward and form a panel.
They are: Mr. Fred G. Secrest, executive vice president of Ford

Motor Co.; David S. Potter, vice president of public affairs of Gen-
eral Motors; and Chris Kennedy, director of Federal Government
affairs for the Chrysler Corp.
Can we begin with you, Mr. Secrest?

STATEMENT OF F. G. SECREST, EXECUTIVE VICE PRESIDENT,
FORD MOTOR CO., DEARBORN, MICH.

Mr. SECREST. Thank you, Mr. Chairman.
I'm Fred Secrest, executive vice president of Ford Motors.
We at Ford welcome this opportunity to comment on the pro-

posed amendments to EPCA, which could not be, in our judgment,
more timely.
Today, the U.S. auto industry is in the midst of the most massive

product changeover in peacetime industrial industry, caused by the
world oil crisis and EPCA, the legislation stemming from this
crisis.
Reportedly, U.S. auto manufacturers will commit some $80 bil-

lion by 1985 to the conversion of their vehicle fleets.
The energy results of this conversion are already impressive—

today's new U.S.-built cars will consume some 4 billion gallons less
gasoline in their first year of operation than they would have used
at 1974 fuel efficiency levels.
As The Washington Post pointed out on November 7, 1979:
The 1975 auto efficiency law is still the only major energy conservation measure

operating in this country—it has saved consumers billions in gasoline costs, and its
impact is just beginning to be felt.
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But the effects on the producers and their employees are clearly
very critical. In the third quarter of 1979 alone, the domestic car
manufacturers are estimated to have lost nearly $900 million
before taxes on their overall operations, and probably more than
that on their U.S. automotive activities.
There have also been serious employment consequences: over

150,000 auto workers are now on indefinite layoff. There is little
evidence of a quick upturn in the currently depressed market for
cars and trucks.
Yet, the capital spending required by law to continue the fleet

conversions cannot be postponed. Accordingly, there is an urgent
need to see whether EPCA can be modified to ease the financial
strain to some extent, without weakening our national commit-
ment to improved fuel economy.
Of the several amendments before this committee, one—the ex-

tension of carryforward/carryback originally introduced as S.
1583—has received widespread support, and from diverse groups
that do not always agree:

It is endorsed by DOT, which first proposed a general extension
in its January, 1979 report to Congress.

It was endorsed last spring by the UAW.
All domestic auto manufacturers—including those seeking sepa-

rate special treatment under other amendments—support the car-
ryforward/carryback proposal.
Over 80 Members of Congress from 23 States and both parties

have joined in cosponsoring this amendment.
On December 17, Secretary Goldschmidt gave firm support to

carryforward/carryback by transmitting to the Senate draft legisla-
tion essentially the same as S. 1583 and S. 2010—although he
proposed some minor changes, to which we at Ford have no objec-
tion.
This broad pattern of support is a clear indication of the merit of

the carryforward/carryback concept. The proposed extension to 3
years would provide equitable and important flexibility for all
manufacturers—domestic and foreign; large and small.
Language revisions would make it clear that, in practice, credits

could be utilized without breaking the law. At the same time, the
amendment would have little or no impact on national fuel sav-
ings.

If the market continues, as at present, to place exceptional em-
phasis on fuel economy, every manufacturer will be forced by
competitive factors to offer as many miles per gallon as its finan-
cial and technical resources will permit—in excess of the stand-
ards, if possible.
And, if the market should swing, temporarily, away from today's

very strong demand for the most fuel-efficient vehicles, there would
still be an incentive for manufacturers to exceed the standards, if
possible, in order to bank fuel economy credits as a cushion against
future market reversals or unforeseen technical problems.
The 3-year extension would also help producers to avoid margin-

al or temporary fuel economy actions that wouldn't make sense for
the consumer. The rigid year-by-year standards that DOT has ap-
plied under EPCA will almost surely require, in some instances,
investments in product changes that will be obsoleted a year or two
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later—or disruptive acceleration of programs that cannot be speed-
ed up without risks of compromises in cost, quality, or both.

Secretary Goldschmidt appears to have concluded that these con-
sequences cannot be greatly minimized without adverse counter-
effects, by the proposed changes.
For these reasons, then, we hope that the committee will act

promptly to recommend the carryforward/carryback extension for
early Senate action.
The other amendments before this committee differ from the

carryforward/carryback in several crucial respects. Carryforward/
carryback would provide all manufacturers with flexibility; by con-
trast, the other amendments would in effect set different require-
ments for different manufacturers.
Such differential treatment would be unfair; it would appear

contrary to the original intent of Congress; and in practice it would
principally benefit companies based overseas, or those allied with
foreign-based firms.

Further, these proposals could intensify the anticompetitive ef-
fects already being seen in the industry as a consequence of regula-
tion.
For example, according to the May 1979 "Wainwright Report,"

economies of scale give GM a big advantage in cost and investment
requirements relative to smaller manufacturers, and this is being
magnified by the growing size of what Wainwright calls the regula-
tory wedge of cost and capital spending.
On the other hand, Congress has already chosen to help Chrysler

in its EPCA task by guaranteeing some of the funds necessary for
its fleet conversion.
Now special treatment under EPCA is being sought for VW,

AMC, and very low-volume producers.
All of these special advantages inevitably will come at the ex-

pense of someone else.
Ford faces an obvious handicap compared with its largest rival,

as pointed out by Wainwright and others. Ford faces another obvi-
ous handicap in competing against government-guaranteed loans
and government-sponsored labor contract concessions.
We think it's time to speak out against proposals to use fuel

economy laws to hand out still more advantages to still more
competitors.
Looking specifically at the so-called Volkswagen amendment—as

things stand now, that company's U.S.-assembled cars are classified
as imported vehicles under EPCA because they contain less than
75 percent North American content.

If VW were to increase this content ratio to 75 percent or more,
it could no longer mix, for fuel economy purposes, the U.S. produc-
tion with its other lines of vehicles imported from Germany.
Volkswagen's U.S.-built Rabbit cars exceed EPCA standards, but

the company is concerned that its imported units—including high-
priced lines such as Audi and Porsche—will not meet future fuel
economy standards.

Therefore, the amendment would allow Volkswagen, or anyone
else starting U.S. production after 1975, to average domestic and
imported cars together, without regard to local content.
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The competitive impact, as we see it, is to enable VW to avoid
the investment required to bring its Audis and Porsches up to the
U.S. fuel economy standards.
These car lines would presumably continue to offer some high

performance characteristics that are important to some U.S. cus-
tomers.

Accordingly, the sales of such imported cars in the United States
would displace sales of U.S.-built cars to some extent.
Those of us in business here before 1975 would be denied any

similar import opportunities, as far as EPCA is concerned.
Volkswagen points out that the change would give it an incen-

tive to increase U.S. jobs. This is no doubt true as far as Volks-
wagen itself is concerned, but it seems at least conceivable that
some jobs at Volkswagen's U.S.-based competitors would be lost
because of imports of German cars that, by themselves, may not
meet EPCA fuel economy standards.
Although the Japanese presently produce primarily small vehi-

cles, they obviously could utilize this amendment to produce larger,
and probably more profitable, cars, when and if they establish U.S.
production.
In any event, this form of special treatment would become a

valuable asset, creating an opportunity not available to Ford and
other long-established domestic competitors.

If Congress wants to encourage foreign producers to build U.S.
plants, any incentive should come through legislation directed spe-
cifically at that issue—not through discriminatory exemptions built
into a fuel economy law.
Let me turn to the so-called AMC amendment.
This would permit a "small" manufacturer such as American

Motors to include, in each year through 1986, up to 150,000 imports
in its domestic CAFE—while Ford and other manufacturers would
have to continue meeting EPCA standards separately with their
domestic and their imported fleets.
This exemption would allow AMC to avoid major fuel economy

expenditures on its present line of U.S. vehicles, because according
to public statements, the below standard fuel economy of such cars
would be offset by the better results of Renault cars, consisting
primarily of imported components.
Meanwhile, Ford capital spending will average $4 billion each

year between now and 1984—two-thirds of which will be in North
America, primarily for product changes to meet EPCA and the
market.
Again, the result would be a significant cost advantage granted

by law to a particular competitor, under the guise of a fuel econo-
my amendment.
In summary, Ford opposes both the VW and AMC proposals.

They would constitute class legislation that would grant special
privileges to certain manufacturers and place other competitors at
a significant disadvantage in the marketplace, with no discernible
offsetting benefits to consumers.
Ford is not seeking changes in the law to permit inclusion of

imported vehicles in our domestic fleet for fuel economy purposes.
On the other hand, if such changes are considered essential to

U.S. employment or to the health of certain competitors, we believe
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that all producers should be given equal opportunity to share in
this increased flexibility.
For example, any producer who qualifies as a domestic manufac-

turer under EPCA might be authorized to include up to 150,000
imported cars or trucks annually in its domestic-CAFE fleet.

Alternatively, the 75-percent local content rule for domestic
product lines could be modified to provide that any manufacturer's
entire domestic fleet rather than each of his various product lines
would have to average 75 percent or more in domestic content.
This would permit Volkswagen, American Motors, Ford, or

anyone else to mix completely domestic production, complete im-
ports, and hybrids as they saw fit, so long as the overall package
comprised at least 75 percent of local content.
Either of these alternatives would appear to provide reasonable

added flexibility to firms such as Volkswagen and American
Motors, but on a uniform, fair and nondiscriminatory basis.
Ford has not actively opposed the so-called small producer provi-

sion, under which firms producing less than 10,000 vehicles annual-
ly worldwide would be completely exempt from EPCA.
This is relatively unimportant in the overall picture—but it too

would be inherently unfair.
Most of the affected vehicles are in the luxury class, like Rolls-

Royce, and of course this is the class especially jeopardized in
domestic fleets by the costly fuel economy actions required for such
vehicles to maintain luxury level performance and comfort charac-
teristics.
To sum up, Mr. Chairman, the four amendments to EPCA under

consideration today have one thing in common—they all bear wit-
ness to the fact that the auto industry, because of a combination of
regulations and abrupt market shifts, is experiencing serious diffi-
culties in meeting the stringent year-to-year fuel economy require-
ments established by DOT.
But the amendments involve two very different approaches: the

carryforward/carryback concept would apply to everyone without
arbitrary discrimination; the other three proposals are designed to
mitigate the special problems of selected individual companies, and
therefore, would introduce new forms of special discrimination
against those American manufacturers who are not "selected."
So we at Ford believe that if the import rules are to be changed

at all, they should be modified in a manner more equitable to all—
and we've suggested two such approaches.
The carryforward/carryback amendment, on the other hand, has

received support from all quarters—which should allow prompt
congressional review and approval.

It is clear that this entire industry is facing substantial uncer-
tainties in employment, sales and earnings and that this issue,
which has now been under discussion for almost 1 year, should be
resolved as soon as possible.
Senator STEVENSON. Thank you, sir. And if Senator Riegle has no

objection, we will continue with all of the statements and then
come back to the panel with our questions.
Senator RIEGLE. Fine.
Senator STEVENSON. Mr. Potter?
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STATEMENT OF DAVID S. POTTER, VICE PRESIDENT OF
PUBLIC AFFAIRS, GENERAL MOTORS CORP.

Mr. PorrER. Mr. Chairman, I am Dave Potter, vice president of
General Motors.
We thank you for the opportunity to present our views on the

legislation to amend the automotive fuel economy provisions under
the Motor Vehicle Information and Cost Saving Act.
The issues under consideration by the committee include, as has

been stated, an exemption from the fuel economy program for
small manufacturers and the opportunity to include imports in
corporate average fuel economy under certain conditions, and then
extending to 3 years the period in which credits for exceeding the
standards can be carried forward or back.
As we expressed in earlier written comments on S. 2010, GM is

opposed to legislation that would provide an advantage to selected
competitors in our free market economy. Free and open competi-
tion for the rewards of our economic system have resulted in a
standard of living and a quality of life in America unequaled
elsewhere in the world. Treating all competitors in the same indus-
try equally is an integral part of our system, and in our view must
be preserved.
We are opposed on fundamental grounds to legislation that

would give special competitive advantages to one manufacturer
while denying them to others in the same industry.
Further, there appears to be a mechanism available which would

operate uniformly across the industry and still solve the particular
problem of at least one of the manufacturer's relief schemes envi-
sioned in these proposals. I think Chairman Cannon noted that
very well in his opening statements.
One of the changes under consideration would encourage the

importation of automobiles with less fuel efficiency than our stand-
ards now permit. In this particular case, the preferential treatment
will certainly not help our balance-of-payments problems so ably
stated by Senator Riegle.
There are changes that can and should be made in the auto-

motive fuel economy program that will apply uniformly to all U.S.
and foreign manufacturers and which we believe will improve the
program. The 3-year carryforward/carryback provision and the
amendment to the unlawful conduct section are in this category,
and we will discuss these issues later.
With that background in mind, I would like to elaborate on our

concerns on the three proposals that would provide preferential
treatment to certain auto manufacturers.
With the small manufacturer's exemption, these manufacturers

who produce a preponderance of large or high-performance, low-
fuel economy cars would not be required to make any attempt to
improve the fuel efficiency of their products. It would seem suffi-
cient for NHTSA to continue to monitor the efforts of these small
volume manufacturers just to assure that reasonable progress
toward fuel economy is being made.
General Motors is thus opposed to granting small manufacturers

a total exemption to the established fuel economy standards. But
we do believe that revision of the current regulation is the proper
way to relieve the administrative burden on both the NHTSA and
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the small manufacturers with no need for additional changes in
the legislation.
Current law allows U.S. auto manufacturers to include captive

imports in their passenger car CAFE for model years 1978 and
1979, and all manufacturers were aware of that and made what
use of it they chose. Beginning with the 1980 model year, U.S.
manufacturers, as you know, must calculate the CAFE of their
domestic passenger car fleet separately and may not include cap-
tive imports. This has been the case since the current law was
enacted, and most companies have developed their fuel economy
strategies accordingly.

Section 3 of S. 2010 and section 2 of the administration bill would
allow auto manufacturers that began U.S. production after the
enactment of EPCA on December 22, 1975, to average U.S.-assem-
bled passenger autos with imports in its CAFE, and S. 2035, the
captive import amendment will allow a selective manufacturer to
include up to 150,000 imports in its domestic passenger car CAFE
calculations for the model years 1980 through 1986.
Now the first amendment—that is, the one that would allow the

importation of the automobiles otherwise exempt or otherwise ex-
ceeding our standards—in our view, is quite undesirable. It would
permit a domestic manufacturer to continue importing vehicles
which by themselves could not meet the standards, and this again
does not seem to be the direction that the national policy has been
taking us.
The second amendment really relates to the short-term problem

of a domestic manufacturer which might equally be accommodated
by the 3-year carryforward/carryback proposal with the unlawful
conduct portion modified. I know that Senator Cannon addressed
that question this morning to Senator Nelson, and I would expect
that there would be more discussion on that point. We are not
trying to suggest a solution for that domestic manufacturer, but
nonetheless, it appears that one is available which would be uni-
form in its application across the industry.

I would now like to return to the proposals which we believe are
appropriate for consideration as amendments to the fuel economy
program. These are the three proposals before the committee
which would extend the carryforward/carryback provisions from 1
to 3 years. These proposals would also change the act so that a
manufacturer's failure to comply with the fuel economy standard
shall not be considered unlawful conduct if the manufacturer off-
sets the penalty with a credit earned under the law for exceeding
the fuel economy standard.
General Motors supports the provisions in S. 1583 and S. 2010.

Increasing the period in which credits may be earned for use
against possible penalties will enable manufacturers to benefit
from earlier conservation efforts and to better balance future plan-
ning. It may also help to reduce the magnitude of the risk manu-
facturers face in bringing more fuel efficient passenger cars and
light trucks into the market.
The preceding witness has commented at some length on what

these risks are, and though none of us are deliberately walking
into situations in which we might fail to meet the fuel economy
standards, the risks of the marketplace at times do change as the
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years go on and are clearly there, and this added flexibility will let
us accept those risks with some more equanimity than we do at the
moment.
We believe the change in the unlawful conduct provision of the

existing law as embodied in both Senate bills is necessary to make
the extension of the credit provisions meaningful and would allow
a manufacturer to use the 3-year carryforward/carryback provi-
sions without first having to violate the law.

Section 3 of the administration bill attaches, in our view, an
unnecessary condition to the application of the unlawful conduct
amendment in the carryback situation, and we would recommend
that instead of including or putting a condition in an amendment
to the act, that NHTSA should amend its reporting regulations to
require manufacturers to indicate when offsetting credits will be
earned.

Finally, the legislative history should clearly show that it is the
intent of Congress that manufacturers be allowed the maximum
flexibility under the carryforward/carryback provisions, so long as
a manufacturer does not eventually incur a penalty which cannot
be offset by a credit.
General Motors recognizes that the fuel economy program has

the potential to impact the vehicle manufacturer very seriously.
The impact could be especially damaging when the fuel economy
standards force a manufacturer to build vehicles that do not re-
spond to the marketplace demand.
General Motors is making every effort to further improve the

fuel efficiency of our products. We now forecast our passenger car
fleet fuel economy for 1980 will be about 21½ miles per gallon.
That's 1½ miles per gallon better than the standard of 20 miles per
gallon. We expect that consumers will continue to demand fuel
economy that surpasses the level of the standards, and we intend
to try to meet that demand. Notwithstanding our expectations, the
3-year carry-forward/carry-back and unlawful conduct provisions
would give the industry a welcomed measure of flexibility to meet
those market demands without otherwise compromising the intent
of the existing law.
In fact, as I have indicated earlier, it appears to us that this

might well be the flexibility required for one of the domestic manu-
facturers to accommodate their very particular short-term problem.
I would like to conclude my remarks with a comment on fuel

economy, its relationship to the marketplace, and its relevance to
the regulatory program.
The fuel economy of a car or truck has always been an attribute

worthy of consideration by consumers in the marketplace, and the
events of the past year have made that consideration far more
important than it was in past years. Meeting the market demand
for fuel economy in both cars and light trucks is really the only
viable course of action a manufacturer has. Fuel economy stand-
ards that force a manufacturer beyond the market are likely to
leave him with vehicles which consumers are not willing to buy
and thus are not economically practicable. A manufacturer who
builds vehicles that do not meet the fuel economy demands of the
market will only be able to sell those vehicles that consumers

1
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want. Either situation will place a manufacturer in economic jeop-
ardy.
Mr. Chairman, we continue to believe that the marketplace is

the proper mechanism to address the need to reduce fuel consump-
tion.
Mr. Chairman, that concludes my statement.
Senator STEVENSON. Thank you, Mr. Potter.
Mr. Kennedy?

STATEMENT OF CHRISTOPHER KENNEDY, DIRECTOR,
FEDERAL GOVERNMENT AFFAIRS, CHRYSLER CORP.

Mr. KENNEDY. I'm Christopher Kennedy, director of Federal Gov-
ernment affairs for Chrysler Corp., and I, too, thank you for the
opportunity to comment on the amendments now before this com-
mittee.
These amendments raise a number of issues that are important

not only for Chrysler Corp., to the American automobile industry
as a whole, and to the economy of the entire Nation.
We believe that this hearing shows that the Government and

industry have learned a great deal since the Energy Policy and
Conservation Act was passed. Energy conservation is still as impor-
tant as it was in 1975. But we've learned that it's just as important
to curb inflation, maintain domestic employment, and to improve
the balance of payments.

Chrysler Corp. expects to meet the fuel economy standard of 27.5
miles per gallon by 1985. We are already committed to spend $13.5
billion—the largest capital spending program in our history. We're
rebuilding and retooling virtually every one of our plants, develop-
ing all new, fuel-efficient engines and drivetrains, and designing
and building a completely new fleet of cars and trucks for the
1980's. Everything is going to change.
However, this task has turned out to be more costly and difficult

than anyone thought it would be when the Energy Policy and
Conservation Act was passed in 1975.
A $13.5 billion investment would be difficult to handle even in

the best of economic times. But with double digit inflation, soaring
interest rates, and slow automobile sales, it has contributed to
record losses at Chrysler because we were unable to curtail or defer
these massive expenses when our income was sharply reduced.
These problems are not unique to Chrylser; the entire North

American automobile industry shows the adverse effects of these
inflexible regulations. We no longer have the ability to adjust
spending as income drops, because spending must remain at twice
normal levels to meet Government standards. If the industry is to
regain its former strength, it must be allowed more freedom to
manage its own resources.
We are not suggesting that we abandon or modify the 27.5-mile-

per-gallon standard set by the Energy Policy and Conservation Act.
However, we believe that some of the amendments this committee
is considering would let us meet the standard at lower cost to
consumers and to the country. They will give us the flexibility to
plan our products and programs so that we can make the most
efficient use of our capital and manpower.
Let me comment on the amendments before the committee.
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Exemption for small manufacturers: This amendment would
exempt manufacturers of less than 10,000 vehicles from U.S. fuel
economy standards. It would be very difficult for some of these
manufacturers to meet these standards. Since there are relatively
few of these vehicles on the road, their effect on overall fuel
consumption is negligible. Yet, these manufacturers may develop
new technology which would help all of us improve fuel economy.
We think they should be given the opportunity to do so, and that
new manufacturers should be encouraged to enter the market. We
support this amendment.
Exemption for new manufacturers: This amendment would allow

manufacturers who begin production in the United States after
1975 to combine both imported and American-made cars in their
fleet fuel economy averages. As the amendment is written, it ap-
plies to Volkswagen of America and any other manufacturer who
begins production in this country in the future, as Honda will do
very soon. It would exclude General Motors, Ford, Chrysler, and
American Motors.
We must oppose this amendment because it places us at a com-

petitive disadvantage. In a moment, we will discuss another
amendment which would allow Volkswagen and Chrysler to count
a limited number of imports in their fleets, and which we support.

Three-year carryforward and carryback: This amendment would
allow a company to earn credits in the years in which it exceeds
the mileage standards and apply those credits to years in which it
falls short. Between now and 1985 Chrysler will introduce new
vehicles as frequently as we can. But we cannot bring a completely
new car or engine to the market every year. In years with com-
pletely new cars—like our 1981 K-cars—our fuel economy figures
will increase sharply. In years without introduction of new cars,
the improvement will be small. In fact, we may fall below the
standard in some years. Even so, the total fuel savings of our fleet
will be above that called for by the standards, all the way to 1985.
Let me give you some examples of why we have some sharp rises

and plateaus. In 1981, the standards go from 20 to 22 miles per
gallon, an increase of 2 miles per gallon. If we convert one of our
six plants to new fuel-efficient cars, we gain 1.4 miles per gallon; in
1981 we need 2 miles per gallon. To get to 2, we must convert
another plant. That gets us 2.8 miles per gallon and means that we
convert two out of our six plants, one-third of our total production
facilities, in 1 year.
That takes a great deal more capital than we would have other-

wise spent, and it is part of the reason that we have a cash
shortage at the moment. Larger companies have more plants, can
convert only as many plants as necessary, at much less financial
burden.
This amendment will help us over the rough spots. It is essential-

ly an accounting procedure that does not affect our products or
their performance. And most important, it has no impact on over-
all fuel consumption.
We have a product plan that will make Chrysler competitive and

profitable. We intend to carry out those plans and justify the
support which the Congress has extended to us. We can do that if
this amendment is adopted. If it is not, we may have to change our
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production schedules, scrap parts of our product plan, waste scarce
capital, and jeopardize thousands of jobs. We don't think anybody
wants us to do that.
Legal penalties: We support the amendment which makes it

clear that using the carry-forward/carry-back provision to meet the
standards in any given year is not a violation of the law. We think
this was what Congress had in mind when it adopted the 1-year
carryforward/carryback provisions.
Includable imports: This amendment would permit companies

that manufacture fewer than 300,000 vehicles a year to include
imports in calculating fleet average fuel economy. It applies only to
American Motors and excludes Ford, Chrysler, and General
Motors. I can assure you including imports would help Chrysler
too. We will support such an amendment if we are included; we
will oppose it if we are not.
We would like to modify this amendment to allow Chrysler Corp.

to include up to 150,000 imported vehicles in its fleet. This change
would allow Volkswagen of America to import a substantial
number of larger cars. It would allow American Motors to include
Renault vehicles in its fleet and thus meet future fuel economy
standards, and it would allow Chrysler to continue importing a
limited number of vehicles into the United States.
By importing some vehicles, we have been able to provide a full

range of products from family size to subcompact—and a full line
of trucks and vans—with only a limited amount of capital.
In this way, our dealers have been able to offer products like

Dodge D50 and Plymouth Arrow small pickup trucks, and Dodge
Colt and Plymouth Champ—the most fuel efficient gasoline engine
cars on the market today. The resources that would have gone for
these subcompacts were freed for development of the new front
wheel drive cars with new four cylinder engines that we will
introduce only 9 months from now.
The ability to count imported vehicles in our fleet average will

give us similar advantages in future years. Our dealers will contin-
ue to have a full range of products, and we will have the capital we
need to bring other new cars and trucks to market.
We also recommend that the language of the amendment be

changed from "150,000 passenger cars" to "150,000 motor vehicles."
Importing a number of small trucks in 1982 could be critical to
meeting the proposed 1982 light truck fuel economy standards.
To reach all these goals, we need the flexibility to allocate capi-

tal efficiently as conditions change. We need the flexibility to
assign our manpower to the most important problems and to re-
spond to the ever changing preferences of our customers. The
amendments we endorse—includable imports and a 3-year carry-
forward and back—will give us some of this flexibility. At the same
time they will help us offer a full line of products, keep U.S.
factories open and U.S. workers on the job, and give our dealers
cars which appeal to all segments of the market.
Mr. Chairman, thank you again for the opportunity to discuss

these amendments with you, and now I'd be glad to answer any
question you may have.
Senator STEVENSON. Thank you, sir.

58-783 0 - 80 -- 4
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Mr. Secrest, in your statement, you said, and I quote: "The
Volkswagen amendment would enable VW to avoid the investment
required to bring its Audis and Porsches up to the U.S. economy
standard."
We are having some difficulty understanding that. The present

law doesn't put any such pressure for investment on Volkswagen.
Volkswagen can refrain from making the investment to increase
its U.S. Rabbit value-added above the 75 percent level and import
all Porsches and Audis it can sell now, can it not, regardless of
whether this amendment is approved?

Isn't that your understanding of the law?
Mr. SECREST. Well, that point is well taken, Mr. Chairman. I

guess what I mean to say is that there are two economic options
now available to a company in Volkswagen's situation. One is to
continue the status quo and that probably has unattractive eco-
nomic consequences in terms of the relative costs of raising U.S.
production versus continuing imports from Germany. And if they
are motivated for economic reasons to increase their U.S. value
added, then they would under the current law also have to invest
in improving the fuel economy of their German imports if they
wish to continue importing them.
So it seems to me that while under the status quo they could

continue doing what's been done to date, there is an economic
impetus for changing that.
Senator STEVENSON. There is an economic impetus to add value

to the domestic manufactured vehicles.
Mr. SECREST. That's right, and I think that economic impetus

should be balanced by a similar economic impetus to improve the
fuel economy of their imported vehicles if they wish to continue to
import.
Senator STEVENSON. Let me ask you, Messrs. Potter and Kenne-

dy, what the effect of the Volkswagen amendment, if approved,
would be on the corporations that you represent. How would the
mix of Volkswagen products be affected, and what would the effect
be on your corporations?
Mr. POTTER. I think that the most likely effect of such an amend-

ment would be that VW would then import some of the less fuel
efficient high performance cars that have a rather limited market
in this country, but nonetheless there is such a market, and that
insofar as they satisfy those markets with the imported cars, that
restricts the market available to the domestic manufacturers.

All three of the companies represented here have entries into
that market segment and we would simply then find that a piece of
that market segment had been taken by a foreign manufacturer
who was not meeting our fuel economy standards.
Mr. KENNEDY. I can only concur with that. Capital formation is

critical for us and anything which reduces it is a problem.
We think we should have the same opportunity as other manu-

facturers to help ourselves.
Senator STEVENSON. We discussed, or I discussed first with Ms.

Claybrook and then Mr. Secrest brought up the proposal to apply
the 75 percent rule to the entire mix of companies' sales, imported,
domestically manufactured. How do you, Mr. Potter, feel about
that proposal?
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Mr. POTTER. I think that there are two remarks to make on that.
First, any abrupt change in rules like that require some time to
condition one's activities to accommodate them. It is not a 1-month
proposition to turn around and to look at that regulation, which is
quite different from the present and to arrange your business
affairs to take that into account.
So, I think in the short-term period, there can be very little

impact on my corporation insofar as our model mixes are con-
cerned. That does seem to me to be an unfair situation—when a
regulation was proposed some years ago, well understood by the
industry, and most of us then went about our business to take into
account that regulation—to change it at the last moment, when we
are at this point past taking a turn in our own path. It does not
seem to me to be proper.
But if I can now go to the long-term, get around the next year or

two and then ask for the long-term impact. That, I think, is a
matter of national policy. If it really had been the intention of the
Congress to save energy, even by the mechanism of encouraging
the importation of foreign produced vehicles, that is a matter of
national policy. To me, it doesn't make sense.
I think the balance-of-payments argument that Senator Riegle

commented on during his comments on Ms. Claybrook's remarks is
quite to the point here, that if you do this—if that be the law of the
land, and if we accommodate our fuel economy standards by im-
porting foreign produced vehicles—we certainly have not helped
our balance of payments problem.
And it would seem just unwise to offer a special incentive to our

manufacturers to import. That does not seem to me to be a reason-
able course of action.
Senator STEVENSON. How about you, Mr. Kennedy?
Mr. KENNEDY. I think we view that somewhat differently. The

regulations, of course, are written in a language which applies
equally to all of us. The effect of the regulations has proven to be
quite different for Chrysler than for General Motors. We believe
that the amendments under consideration, including perhaps the
75 percent local content agreement which Mr. Secrest made
reference to, would relieve unequal treatment which was never
intended.
And to the extent that this gets us back to the equal footing we

enjoyed before the regulations were put into effect, we think that is
wise.
Senator STEVENSON. What would the effect of this proposal be on

domestic production and employment?
Mr. Secrest, do you want to take a whack at that?
Mr. SECREST. Well, Mr. Chairman, I should perhaps reiterate

that we are not advocating this particular action. We are simply
trying to suggest a mechanism that might accommodate some of
these problems without introducing what we think would be new
discriminations.
I concur with Mr. Potter's comment that a change in the short

run—because it would change the basis of all of the planning that
our corporation has been doing—would not have any significant
effect on Ford. In other words, it would probably provide benefits
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to companies whose plans really are dependent upon a change of
this kind, and would not have a short-term impact on Ford.
However, it would enable us over the longer range to consider in

our array of possible strategic actions to deal with the energy
situation a judicious use of some imported vehicles or components.
We just closed a plant in Los Angeles about a week ago, or rather
we announced that we would close it next month. I would have
liked to have had the option of being able to put into that plant
some Fiestas that we would import from Germany and assemble
there with less than 75 percent content. I don't know whether we
would have done it or not.
I don't know if we would ever do it in the future, but I frankly

can see no reason or validity to extending import rights of one kind
or another to some companies and not extending them to other
companies. I can't see why a job in Kenosha or a job in Westmore-
land is any different than a job in a Ford plant city, or why a
company, American owned, with overseas affiliates, should be
treated perhaps less well than a company that is partly owned by
the German Government or a company that is partly owned by a
firm owned in turn by the French Government.
So if there are to be changes, we think that these may not be the

best ones, but that there ought to be ways to allow everyone the
same flexibility.
Senator STEVENSON. Mr. Potter, do you want to respond to that?
Mr. POTTER. Only the perhaps almost trivial observation that if a

company takes advantage of the allowance to import or to have 25-
percent foreign content in a total fleet, it is clear that that 25
percent then went overseas. The only possible effect can be the
transportation of jobs overseas—otherwise it has no beneficial
effect on the company doing it. So, certainly reduced to the elemen-
tals, yes indeed, we will transport jobs overseas.
Now, that is not necessarily bad, and I'm not saying that that is

the wrong thing to do, but it should be a matter of national public
policy that relates to the overall economy and our balance of
payments and what we intend to do in the trade business. So I
think that really would be our concern.
We have seen the effects of the elimination of foreign imports

from the fleet average in our own situation. In the truck situation,
we did have foreign import trucks that were allowed last year and
not allowed this year, and we have arranged our plans accordingly
so that we can meet the fuel economy standards of the United
States with U.S. production.
Senator STEVENSON. Mr. Kennedy?
Mr. KENNEDY. Mr. Chairman, in the case of Chrysler importing a

limited number of foreign cars, probably will increase domestic
employment. By importing these very fuel efficient cars we can
increase the fleet average fuel economy of our entire fleet and
allow us to sell larger numbers of family sized domestically pro-
duced automobiles which otherwise would have to be restricted to
meet that standard.
We think, then, by having this mix of fleet we can preserve the

ability to sell U.S. automobiles produced in this country—and in-
crease U.S. employment.
Senator STEVENSON. Thank you. Senator Riegle?
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Senator RIEGLE. Thank you, Mr. Chairman. First, let me compli-
ment the witnesses for their very thoughtful and helpful state-
ments. It really begins to enable the committee to lay out this
problem in all its dimensions. These are very hard questions and it
is not easy to make a fair and balanced judgment. And as you all
well know, it is not absolute.
I am certain that it is the committee's desire to want to evaluate

all of the ramifications and possible impacts on each company, so
that we can end up acting in a way that is fair, balanced and is as
sensible as we can make it.
That problem is made more difficult by the fact that these auto-

mobile manufacturers demonstrate how we are caught in an ex-
traordinary transition. Our strategic national interests are directly
involved in the balance of payments area, the job area, the whole
question of draining wealth out of the United States, how long and
in what ways we might somehow get it back, and meeting other
requirements in terms of fuel economy goals for the country to
reduce dependence on foreign oil. All of these matters are occur-
ring at the same time.
Before us is a major reindustrialization problem just in terms of

modernizing plants and facilities apart from the kinds of cars that
will be built in the plants. I was in a Chevrolet manufacturing
facility in Flint about 2 weeks ago. Half the plant is old and not
energy efficient and has to be rebuilt using all the new, more
modern techniques of both process and building design and heating
engineering. In fact, it was the site of the original sitdown strikes
many years ago when the UAW was organizing.
But at the same time, the business has to go on. So side by side

there is a major reconstruction of existing facilities with part of the
facilities shut down, and literally 2 feet away there is a whole
production operation that has to continue as they go through the
process of rebuilding their automobile product line.
And I'm sure it is the same—in fact, I know it is—with Chrysler

in plant shutdowns and alterations. And Mr. Secrest has just men-
tioned the closing out in California of a major Ford facility.
I think it is clearly the desire of the committee, and the Con-

gress, to try to understand these new realities—and they are in
some major respects "new realities"; to try to assimilate these facts
and to make sense out of them; to try to construct sound national
policy, that can settle in in a fair and an effective way, and not
unduly injure or create differential advantages for any of the com-
panies.
Frankly, it's not easy to do, and I want to say to each of the

witnesses at the table now that certainly I am going to do my best
to help us find what constitutes that kind of fair and practical
balance, and that meets the final test of the national interest.
So I am available and will continue to be available to meet

privately with each of you to try to work these things through, and
see what we can develop.
Just in terms of a broad philosophy, we should think about

writing in special features that accommodate a particular problem
that faces a particular firm at this time.
To the extent we find it necessary to do that, we could have two

other conditions in mind to attach: one is that those special ar-
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rangements be limited in time and be to accommodate a particular
problem that is self-correcting; in other words, that it would be
something aimed to enable somebody to get through a difficult
transition and then get back on a footing that puts them on the
same ground as the rest of the industry; and second, that we try to
do that in such a way that no real strategic damage is done to a
competitor. And what I mean to say in that area is that neither
one shot assistance or a buildup of special arrangements end up
being of a size and consequence that they permanently damage a
competitor.

If we're helping one company directly at the expense of another,
then I don't think that we can justify that kind of action, nor
should we try.
Those will be the two tests that I will try to use in working a

way through to a helpful balance.
There are ways to do that. I'm sensitive to the point that Ford

makes in its position. Looking out the Ford window it may seem
that if something is done in this case, and something is done in
that case for somebody else, that pretty soon when you add it all
up any one situation might not be that damaging competitively,
but maybe all of them together are.
I think that is a fair argument and one that we will have to

consider. By the same token, we have been through the Chrysler
case very recently and I think we are all quite familiar with the
facts in that instance, and the desire on the part of the country to
want to respond to the problem.
We've talked earlier about the American Motors situation, and of

course General Motors, being the leading company in terms of size
and sales in the industry, obviously has to wonder—and correctly
so—about things that are done to help others and strengthen the
ability of others to compete, that may not be available to it.
Obviously this is something that has to be a valid concern to

them.
By the way Mr. Chairman, when we were in the midst of our

Chrysler hearings in the Banking Committee I sometimes thought
that the opposition we got from certain persons—including Ralph
Nader—is designed to shrink the industry in order to target Gener-
al Motors for an antitrust action.
But I would like to see us to come back in 5 years and still have

all three companies represented at the table; in strong viable
shape, being able to earn and retain the kind of capital you need
for future expansion, to have modernized facilities, to be offering
permanent employment opportunities, to be meeting the real trans-
portation needs of the country, and in ways that are sound.
I think we can accomplish that. I think it is going to involve

tailoring some special arrangements to get through this crunch
period, but I think we can get through it. It is not going to be easy
and it is going to take a lot of cooperation from the Government. I
want to say again that I was pleased today to hear that the tone
from the Department of Transportation, is a more constructive one
in recent days and it is one that is designed to lessen some of the
adversary nature of the relationship in the past and to try to let us
work out arrangements that are fair.
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I know other members of the committee and myself will weigh
carefully what each of you has said here. It may be that no one
will be perfectly happy with what balance is finally struck. That is
often the case. But I think if we can find a balance among these
items, and we do have consensus on carryforward/carryback, and
maybe one other item, that we can find a balance with respect to
all of the items that are helpful to the industry as a whole, and
help enable everybody to get through and end up on level ground,
competing head-on in the future.
That would be a major piece of work and that's certainly what

I'm going to bend my efforts to try to accomplish. So again, I
appreciate your testimony today very much.
Senator STEVENSON. Let me just ask one more question, prompt-

ed by Senator Riegle. Volkswagen and Mitsubishi will save General
Motors from the Department of Justice. You can thank them for
that, Mr. Potter, but what is Mitsubishi doing for Chrysler? Can
you tell us anything about the implications of its reported decision
to cut off its arrangement with Chrysler?
Mr. KENNEDY. Yes. I can tell you that that has not happened.

The report of 2 days ago seemed to be somewhat exaggerated. The
boat which was embargoed in Japan with 2,000 Mitsubishi auto-
mobiles on it has left today. We have reached an arrangement with
Mitsubishi for financing of those cars, and we plan to continue in
the future.
Senator STEVENSON. No truth to these reports that it is trying to

terminate its agreements with its supply of those small auto-
mobiles to Chrysler?
Mr. KENNEDY. Mitsubishi has said that they plan to cooperate

with us for the foreseeable future. As with every other agreement
it is subject to renegotiation. That is what we are doing, and we are
confident that the arrangement will continue.
Senator STEVENSON. It is being renegotiated but you think it will

be renegotiated on an acceptable basis that continues to supply
Mitsubishi manufactured automobiles to Chrysler?
Mr. KENNEDY. Absolutely. Both of us believe that.
Senator STEVENSON. Both of you, you and Mitsubishi?
Mr. KENNEDY. That's right.
Senator STEVENSON. And Mr. Iacocca, too? I thought I heard him

suggest the other night on television that there was some concern
about the future.
Mr. KENNEDY. I think that concern is largely behind us. I have a

statement which I will submit for the record, from Mitsubishi, in
support of continued working arrangements with Chrysler.
Senator STEVENSON. Well, let's have it, and we will decide later

whether to put it in the record. I don't want to put it in the record
if it is not related to the subject matter here.
Mr. KENNEDY. As you wish.
Senator RIEGLE. Would you yield at that point, Mr. Chairman?
Senator STEVENSON. Of course.
Senator RIEGLE. I think you raise an important matter. It is not

necessarily directly in line of our earlier discussions here this
morning, but it is nonetheless directly related to the larger ques-
tions that we've been discussing.
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Frankly I have some concern about it and in fact will be saying
something about it tomorrow. But the committee record in the
Banking Committee is very clear. As you will recall, when the
Mitsubishi representatives were there, and the Japanese banking
interests were present before our committee, they were very explic-
it and very positive in terms of their future commitment to stay
with the Chrysler arrangement and to help Chrysler work through
this difficulty.
So, I have reviewed that committee record and I will just say

that there was absolutely no suggestion on their part of any back-
ing away, either in terms of the financing arrangements or the
import arrangements in terms of vehicles.
I for one would take a very dim view of any change on their part

now, particularly in light of the fact that those statements were
covered in such great detail and were very specific. That particular
issue with respect to Chrysler has to be viewed in the larger
context of the invasion of Japanese cars in the United States which
has just gone on at an incredible pace.
You might be interested to know that in the last 5 years the

increase in foreign imported cars in the United States has been
very substantial in the aggregate, but about 98 percent are Japa-
nese vehicles. In other words, they are the only nation that really
has taken advantage of a one-way trade relationship here in terms
of flooding our market with their cars.
So, that I think it is essential at this time that Mitsubishi par-

ticularly follow through on statements that were made. I am
pleased to hear what you say, and my understanding was that the
issue is being resolved. But should further problems arise, then I
think we would have to deal with that in a very direct way,
because that was part of the representation that was made by
them in the course of our hearings and judgment. It is important
that they stand by those commitments.
I not only fully expect them to do so, but I would see that it was

done.
Senator STEVENSON. Thank you. Thank you very much, gentle-

men.
We must keep pushing now. Our next witnesses are: Mr. Philip

Hutchinson, director for government and industry relations of
Volkswagen of America; Mr. Saburo Hori, vice president for engi-
neering of Checker Motors; and Mr. Marvin Stucky, vice president,
governmental affairs and corporate planning of American Motors.
We will follow the same procedure, if there is no objection:

Proceed with the statements, and then return with questions to the
panel. If you can summarize the statements, we would be happy to
enter the full statements in the record and perhaps save some time
for questions.
Mr. Hutchinson?

STATEMENT OF PHILIP A. HUTCHINSON, JR., DIRECTOR, GOV-
ERNMENT AND INDUSTRY RELATIONS, VOLKSWAGEN OF
AMERICA, INC.; ACCOMPANIED BY GERHARD RIECHEL, COR-
PORATE LEGAL STAFF

Mr. HUTCHINSON. Thank you, Mr. Chairman.
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I am Philip Hutchinson. I'm the director of government and
industry relations for Volkswagen of America, Inc. Accompanying
me is Gerhard Riechel from our corporate legal staff. My testimony
today is limited to section 3 of S. 2010, which VW supports.
Volkswagen of America is a U.S. corporation, headquartered in

Michigan, and is both a domestic manufacturer and an importer of
automobiles. In 1978, we completed an assembly plant in West-
moreland, Pa. This plant will produce approximately 200,000 Rab-
bits and 24,000 light pickup trucks in 1980. Over 5,000 workers are
employed at our Pennsylvania plant, which has a weekly payroll of
$1.5 million.
The diesel Rabbit and diesel pickup truck are the most fuel

efficient vehicles produced and sold in the United States, with EPA
highway ratings of 56 and 53 miles per gallon, respectively. VW's
Charleston, W. Va., plant supplies sheet metal parts and body
stampings for U.S.-built Rabbits and pickups. Our Fort Worth,
Tex., plant supplies air-conditioners, radiators, and plastic parts.
In addition to our domestically produced vehicles, VW imports

other VWs, Porsches, and Audis. This full range of vehicles permits
Volkswagen of America and its dealers to compete successfully in
the U.S. market and to provide the service and parts that consum-
ers demand. An additional 50,000 workers are employed in VW
sales and service.
For 1979, total VW sales in the United States were 292,017

vehicles. This represents about 2.01 percent of the U.S. market.
Just by way of comparison, GM captured 59.07 percent, Ford 25.64
percent, and Chrysler 11.33 percent. So while we believe we are an
able competitor in this market, clearly we are small by comparison
to the Big Three.
One of our main goals in building cars here is to make maximum

use of U.S. labor and components. Unfortunately, existing law will
penalize VW, insofar as calculating fuel economy is concerned, if
our U.S.-built cars contain more than 75 percent domestic content.
Beginning with the 1980 model year, Volkswagen's fleet average

for fuel economy purposes is calculated by considering whether the
vehicles are considered to be domestic or imported. Whether these
two classifications of vehicles are averaged together or separately
depends upon the domestic content of VW's built in the United
States.

If VW's produced at our Pennsylvania plant contain less than 75
percent United States or Canadian value-added content, our fleet
average will be the sales weighted average of all Volkswagens,
Porsches, and Audis for that particular model year sold in the
United States. Even though our Rabbits are built in Pennsylvania
by UAW workers, the law says they are imports if they contain
less than 75 percent domestic content. If U.S. produced VW's
exceed 75 percent U.S. content, we would be dealing with two fleet
averages for fuel economy purposes.
In this case, our most fuel efficient cars, the "domestically manu-

factured" VW Rabbits, would comprise one fleet and would also
have the highest sales volume. Our imported cars, which would
comprise the other fleet, would have a lower fuel economy average.
The availability in the United States of these imported cars could
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be jeopardized with adverse implications for our dealers who re-
quire a full model line to be competitive.
In order to avoid this situation, it would be necessary for VW to

restrict its use of U.S. components to below the required 75 percent
domestic content level in order to average our domestic and im-
ported fleets to meet fuel economy requirements. Incidentally, the
projected corporate average fuel economy for 1980 for all domesti-
cally produced and imported VW's, Porsches, and Audis is 31.8
miles per gallon, well above the 1985 standard mandated by law.
Presently, U.S.-built Rabbits contain approximately 60 percent

domestic content, with the pickup truck slightly higher at 61 per-
cent. Domestic content is rising rapidly due to competitiveness of
U.S. suppliers compared to those in Europe. This is a consequence
of the dollar/D-mark relationship. As we wish to continue to buy in
America, we fear that purchases may be hampered when we fur-
ther approach the 75-percent barrier.
We believe that Congress, in establishing those provisions in the

act which separate "domestically manufactured" fleets from im-
ported fleets for the purpose of fuel economy standards, had in
mind that situation where a domestic manufacturer might want to
offset the lower fuel economy average of a fleet of U.S.-made cars
by the higher fuel economy average of cars imported from its
foreign subsidiary. We do not believe that Congress envisioned the
opposite case—such as Volkswagen's—where cars formerly import-
ed would in the future be built in the United States.

Section 3 of the bill would permit a manufacturer to average
U.S. assembled automobiles with its imports if U.S. production
began after the act was passed, December 22, 1975. VW believes
that enactment of section 3 of S. 2010 would encourage foreign
automobile manufacturers locating in the United States to build
their best selling, most fuel efficient cars here, a positive contribu-
tion to the U.S. energy and balance of trade situations. This
amendment would also encourage other companies, like Volks-
wagen, who decide to build cars in the United States, to make
maximum use of American labor and suppliers.
Mr. Chairman, we are encouraged by the fact that the Depart-

ments of Transportation and Labor, the Office of Management and
Budget, the United Auto Workers, and many Members of Congress
have expressed support for section 3 of S. 2010. While there are
other approaches that could have solved this domestic content di-
lemma, VW believes section 3 is a reasonable solution that merits
adoption by the Congress.
Mr. Chairman, I have attached four charts to my statement. The

first chart shows the dramatic increase of U.S. sales as opposed to
imports. The second chart illustrates VW's impact on American
labor and how our employment in the United States is increasing
rapidly. The third chart illustrates our increasing use of U.S. com-
ponents, which since 1978 has grown rapidly. And the final chart
shows VW of America's average fuel economy and illustrates the
problem that we have today.
The top line on this chart shows that, from this year on, our fuel

economy for all of the cars either produced domestically or im-
ported will be approximately 32 miles per gallon. Incidentally, the
implication was made that the imports are not fuel-efficient cars. I
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would like to point out that on this chart it shows where the
import fleet would be if it was averaged by itself, and as you can
see, today it is well above the standards.

I would also point out that these individual cars, when compared
to their counterparts in the United States, are very fuel-efficient
vehicles.
Mr. Chairman, that completes my statement. I thank you for the

opportunity to appear.
[The charts follow:]



56

CHART ILLUSTRATES THE YEARLY
INCREASE IN VW'S DOMESTIC SALES

CHART 1

VW Import and Domestic Sales

CHART ILLUSTRATES VW'S
DIRECT IMPACT ON AMERICAN LABOR

CHART 2

VW Employment in U.S.
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CHART ILLUSTRATES VW'S INCREASING
USE OF U.S. COMPONENTS

CHART 3

VW U.S. Component Purchases
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CHART ILLUSTRATES VW'S INABILITY TO MEET
THE FEDERAL CAFE STANDARD FOR 1984 AND
BEYOND IF DOMESTIC AND IMPORTED FLEETS
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CHART 4
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Senator STEVENSON. Thank you.
Mr. Hori?

STATEMENT OF SABURO HORI, VICE PRESIDENT, ENGINEER-
ING, CHECKER MOTORS CORP.; ACCOMPANIED BY ROBERT
JOHN McINTOSH, LEGAL COUNSEL

Mr. HORI. I would like to thank the committee for inviting
Checker Motors to be represented at this hearing. I am here repre-
senting Mr. David Markin, our president, who is unable to attend
today. And I will ask our legal counsel, Mr. Jack McIntosh, to
summarize Mr. Markin's prepared statement.
Mr. MCINTOSH. Mr. Chairman, members, this subject has been

comprehensively covered by Congressman Wolpe, whose presenta-
tion we much appreciated, and by the Administrator Claybrook.
I would like to have our statement put in the record and just

emphasize one point on this question of, is there any area that is
left without incentive to improve. Now, the practicalities of this are
that it is a very fractional segment of the market that could
possibly qualify, something in the neighborhood of one-tenth of 1
percent.
Of that group, we are by far the most significant one in numbers,

in the sense that probably two-thirds of the numbers that have
gone under this existing provision would be ours, and probably half
of those that could would be ours.
Now, in our particular position, we are selling a commercial

vehicle. We are selling 95 percent of our product to people who are
running cost accounting records, who buy our vehicle when it is
the most cost-efficient vehicle to serve their purpose. So, we have
massive market pressures, so that incentive is not involved in this
particular point as far as we're concerned.
Second, almost all of the companies to my knowledge that would

be potentially involved in this have been picked up under the
regulations of the gas guzzler tax. In our instance, we are clear on
that for 1980. We become marginal in 1981. So, the gas guzzler tax
provisions in our instance, the market pressures that we live with,
where efficiency is how we exist, means that you're talking now in
hundreds of cars, not thousands, that have any lack of incentive.
They are either picked up by gas guzzler penalty tax or procedures
or they are picked up, as we are, by intense market pressures.
So, aside from that, I would just say we appreciate the chance to

emphasize our problems.
Senator STEVENSON. Thank you, sir. The full statement will be

entered into the record.
[The statement follows:]

STATEMENT OF DAVID R. MARKIN, PRESIDENT, CHECKER MOTORS CORP.
Checker Motors Corporation appreciates this opportunity to testify in support of

the proposed amendment to Title V of the Motor Vehicle Information and Cost
Savings Act which would exempt automobile manufacturers producing fewer than
10,000 vehicles per year both from the fuel economy standards and the semi-annual
reporting requirements.
When the Senate Commerce Committee developed the Corporate Average Fuel

Economy concept of the Energy Policy and Conservation Act of 1975 it recognized at
the drafting stage that "averaging" was impossible for the small manufacturer, and
that some other approach was necessary to give small manufacturers a chance to
survive.
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As early as December of 1974, Senator Magnuson, in a letter assuring us that the
committee recognized the small manufacturer's problem, said that:
"The range of values contained in 504(c) of the staff working draft were computed

with major auto makers in mind, where a great deal of flexibility exists to improve
fuel ecomomy."

It is our understanding that the 10,000 unit limit and the "maximum feasible
standard" test was adopted, in preference to a somewhat higher production limit
and a total exemption, in order to avoid any competitive advantage and to assure
reasonable efforts by the marginal producers.

After several years experience the Department of Transportation last spring

• recommended exempting small manufacturers (fewer than 10,000 vehicles per year)

from the economy standards and the semi-annual reporting requirements.
In the analysis submitted to the Senate by the Secretary of Transportation in

support of this recommendation last month, he said:
"Administration of this provision is burdensome, both for the Department and the

• low volume manufacturers, and contributes little to the achievement of the goal of
fuel savings."
We agree with the Secretary of Transportation.
In the 10,000,000 vehicle per year U.S. market, this amendment will effect less

than 1 vehicle out of each 1,000 sold. Of the vehicles effected, Checker will market
over 50 percent or about 1 vehicle of each 2,000 sold. Avanti will sell one of each

50,000 sold.
Of the 8 to 10 companies that may qualify for this exemption, most produce 200 or

300 units per year and provide vehicles for that small segment of the public which
will pay some premium for a "different", "unique", or "classic" car. A few of our

cars are sold in this market. I wish we could sell more.
However, over 95 percent of our production is marketed each year to a group of

unsentimental businessmen—the cab fleet operators in the large cities of the U.S.
They are under extreme cost pressures. They buy our cabs when their analysis of
their operating needs convinces them that they can move more people and generate
more revenue, at a lower cost per passenger with our vehicle than any alternative.
For this specialized service, we believe that Checker is the most cost efficient

vehicle available—and I believe Urban Mass Transit Administration data tends to
confirm this. This is increasingly important as the "shared ride" concept is adopted
in more communities.
We manufacture vehicles which can carry 8 or 9 passengers. Our standard cab,

with jump seats, handles 5 passengers in the rear compartment. Our cabs have
heavy-duty components, are classified as "mid-size" cars and on M.P.G., compare
favorably with six passenger standard sedans. We make a commercial vehicle for
commercial use and survive because we are cost efficient in the marketplace. We
have done so for over 55 years and hope to continue.

If the standard American sedan could provide the capacity and durability re-
quired for service in big city fleet operations, we would not be in business. (Many
fleet operations put as much as 6,000 very tough miles on a car in 30 days' time).
We have no complaints about the present provision or its administration, but we

do agree with the Secretary of Transportation that it is a unnecessary burden both
on the manufacturer and the government.
We realize that some of the major manufacturers expressed opposition to this

exemption when the D.O.T. recommendation was issued last year. We understand
their concern for the principle of equal treatment. The American auto manufactur-
ers effected by this may, by legal definition, be manufacturers, but we do not see
ourselves, or this exemption, as having any identifiable impact on the automobile
market or fuel supplies.
In a 10 million car market where the largest company makes 5 million cars and

the 6th largest manufacturer makes less than 5,000 cars, we believe that a practical
distinction can be made without adversely effecting the principle of equal treatment
among competitors. The principle will still be 99.9% intact.

Discussion of this subject is sometimes confused by the Rolls Royce situation. The
tiny market for cars in the $50,000 to over $100,000 price range is served by Rolls
and various customizers. This is a never-never land as far as we are concerned.
Whether a person buys a Rolls Royce, a stretched Fleetwood, or a customized
Continental, is in fuel economy impact, totally immaterial.
The Corporate Average Fuel Economy provisions had no direct impact on the

large luxury car market—Fleetwoods and Continentals were averaged in, and Rolls
met the maximum feasible effort test. The proposed exemption will not change this
result.
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To provide further constraints on this market, Congress adopted the Energy Tax
Act of 1978, assessing a substantial graduated exise tax on lower-mileage cars.
In the Energy Tax Act of 1978, a maximum feasible fuel economy determination,

comparable to 502(c), was established for small manufacturers under the gas guzzler
tax provisions. It requires a determination by the Secretary of Treasury, after
consultation with the Secretary of Energy, Secretary of Transportation, and other
appropriate Federal officers, of the maximum feasible fuel economy level attainable
by the small manufacturer.
Our vehicles all clear this provision in 1980, but from 1981 on, we will be

marginal on some vehicles. For us, the proposed exemption eliminates duplication of
regulation, but leaves us with both market pressures and regulatory supervision to
insure the maximum feasible mileage improvements.
The remaining companies, as Senator Cannon has indicated, market 200 or 300

cars each. Most of them will join us under the Secretary of Treasury, and the 1978
act. The energy impact of the proposed exemption is minimal. The savings for the
small manufacturer and the government are substantial. We urge that committee to
approve the recommendation of the Secretary of Transportation.

Specialized vehicles such as taxicabs and other para-transit vehicles will play a
critical role in the expansion of public transportation capabilities in our urban
centers.
The necessary passenger capacity, including wheel chair access, and the heavy

duty construction required, preclude the possibility of such vehicles meeting future
passenger car fuel economy standards. We believe that such vehicles should be
regulated under separate fuel economy standards, as a commercial vehicle, not a
passenger car.
Pending such classification, this exemption will also enable Checker and other

low volume manufacturers to attempt the development of a new generation of para-
transit vehicles, for limited production, without facing possible penalties under
Corporate Average Fuel Economy Standards.
We appreciate, as I am sure all small companies do, the concern for our problems

expressed by this committee and its staff in past years as well as the courtesy and
assistance that has been extended to us by the Department of Transportation.

Senator STEVENSON. Mr. Stucky.

STATEMENT OF MARVIN W. STUCKY, VICE PRESIDENT, GOV-
ERNMENTAL AFFAIRS AND CORPORATE PLANNING, AMERI-
CAN MOTORS CORP.; ACCOMPANIED BY FRED STEWART,
VICE PRESIDENT FOR GOVERNMENTAL AFFAIRS; AND KEVIN
TIGHE, WASHINGTON COUNSEL

Mr. STUCKY. Mr. Chairman, distinguished members of the sub-
committee, my name is Marvin Stucky, vice president for govern-
mental affairs and corporate planning of American Motors Corp.
With me today is Fred Stewart, vice president for governmental
affairs, and Kevin Tighe, our Washington counsel for American
Motors.
As you requested, I would like to summarize the statement

which we had submitted to the committee in greater detail.
I am pleased to have the opportunity to present our company's

views on proposed amendments to EPCA which are under consider-
ation by this subcommittee. The issues involved are of vital impor-
tance to American Motors and decisions made on these matters
will have a direct effect on our ability to execute our corporate
plans designed to take us into the decade of the 1980s and beyond
as a part of the competitive worldwide auto industry.
American Motors is the smallest of the four major domestic

manufacturers, accounting for about 2 percent of the units sold in
the United States. Approximately 30,000 people are directly em-
ployed by American Motors, and our 2,200 dealers employ an addi-
tional 45,000 people. This means that about 75,000 people are di-
rectly dependent on American Motors for their livelihood.
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Even though American Motors Corp. is not a small company by
most standards, our relative size is quite small in an industry
which is highly capital intensive and populated by giants. Despite
the problems of scale and the obvious limitations of resources, we
are committed to remaining a viable manufacturer of passenger
cars and other transportation products.
Recent examples of this commitment include a progressive pro-

gram of introducing new product lines in the smaller, fuel efficient
end of the market, and discontinuing our least fuel efficient car
lines. The result is that our cars are now all positioned to compete
in the 50 percent of the market populated by smaller cars, and that
includes imports.
In addition to these relatively short-term changes, the new man-

agement team has also focused on the inherent structural disad-
vantages of a company the size of American Motors and developed
a plan to assure continuity and active participation in the more
highly concentrated worldwide automobile industry of the future.
The first requisite for such a plan was to obtain access to an

advanced technological base and at the same time leapfrog several
years of time and several billion dollars investment cost. Clearly,
the most expeditious way to accomplish this was to develop an
affiliation with a large worldwide company which possessed the
needed advanced technology, but one that also needed a strong
American partner with access to the large U.S. market.
After many months of discussions, it became clear that Renault

of France and American Motors were an ideal fit, the strengths of
each complementing those of the other. These negotiations resulted
in a series of agreements between the two companies.
The first agreement, announced on January 10, 1979, provided

for mutual distribution of products. American Motors assumed re-
sponsibility for the distribution and marketing of Renault auto-
mobiles in the United States and portions of Canada. In turn,
Renault assumed similar responsibilities for Jeep vehicles in parts
of Europe and South America.

After further negotiations, a manufacturing agreement was an-
nounced on October 12, 1979. This agreement provides for Ameri-
can Motors to manufacture high technology, fuel efficient, front-
wheel drive cars based on Renault technology in its Kenosha, Wis.,
facilities starting in 1982.

Additionally, Renault will provide $150 million in financing, con-
sisting of an equity interest in common stock, convertible subordin-
ated debt and subordinated debentures. Ultimately, this could rep-
resent a 22.4-percent interest in American Motors Corp. by Re-
nault. Renault will also make available $50 million in supplier
credits and other arrangements for working capital requirements.
While AMC's future prospects for meeting the EPCA standards

on a total corporate fleet basis are assured, there are some near-
term problems which must be addressed. The AMC domestic name-
plate cars have consistently exceeded the EPCA fuel economy
standards to date. However, our projections indicate that this
group will fall short of compliance starting with the 1982 model.
This group of cars, considered relatively small and energy effi-

cient by today's standards, will still be very competitive with cars
of comparable size and weight in the mid-1980s. Nonetheless, it is

58-783 0 - 80 -- 5
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essential that a substantial number of small highly energy efficient
cars be added to this fleet in order to improve our corporate aver-
age fuel economy performance.
This issue is pointed out in a chart that we have up here on your

left, which shows in the graph that our domestic nameplate vehi-
cles fall below the EPCA standards in 1982—that is the bottom line
on the chart—and continue below the standard on through 1985.
This is obviously the basis of our problem. While they are fuel
efficient vehicles, while they are competitive vehicles, they are only
two nameplates and therefore they are not a full line car line mix
and therefore do not have a means to get themselves back up to
the standards. That is the message that comes on the chart as far
as domestic nameplate vehicles, and that's what we're talking
about.
In order to solve the problem, this is where the Renault cars

come in. But there is a problem.
Because of technicalities existent in the present law related to

the definition of domestically manufactured and nondomestically
manufactured passenger cars, the inclusion of the Renault cars in
the American Motors corporate fleet will not be possible before
1985; perhaps it could be the 1986 model year. This would leave a
number of model years starting in 1982 in which our corporate
fleet could be judged to be in noncompliance, with the attendant
exposure to the assessment of fines and penalties as provided by
present law.
When EPCA was enacted in 1975, the 75 percent domestic con-

tent requirement was included to preclude the major domestic
manufacturers from including their high-volume captive imports in
their corporate fleets, in order to ease the burden of meeting the
standards. The overriding concern as expressed by the UAW was
the possibility of an upsurge of foreign manufactured cars coming
into the United States, at the expense of domestically manufac-
tured cars, thus effectively resulting in the exportation of jobs.
While this concern was valid, it was little noted at the time that

this provision cuts both ways and that it also discourages the
establishment of new manufacturing operations in this country
utilizing foreign technology, and thus discourages the creation of
new jobs for U.S. workers. This point is recognized by the UAW,
resulting in their very clear expression of support for S. 2035.
Due to resource limitations, AMC's engineering efforts are devot-

ed primarily to the application of technology developed elsewhere.
This is the very essence of the manufacturing agreement with
Renault. Being cast in this role usually introduces an added ele-
ment of lead time. In other words, it frequently requires additional
time to adapt and apply externally developed technology to one's
products and facilities.
This has been recognized by the Federal Government in the past,

for example, in the Clean Air Act Amendments of 1977, which
provided additional time for small manufacturers such as Ameri-
can Motors to meet some of the more stringent and difficult emis-
sion standards.
I would like to emphasize that the total fleet as shown in the

upper line of cars over here of American Motors will meet the fuel
economy standards for each of the years through 1985 as estab-



63

lished by EPCA. The performance of this fleet could well be the
best of any manufacturer.
We are not suggesting or seeking a change in the fuel economy

standards. S. 2035 complies with the spirit of EPCA, if not the
letter of the present law.

After considering many possible alternatives, AMC is requesting
a modest change in the law that recognizes the facts of life related
to starting a new manufacturing operation in this country based on
foreign technology. It is clearly going to take at least 2 to 3 years
from an initial start until 75-percent domestic content can be
achieved.
To this end, we are strongly supporting an amendment intro-

duced by Senator Gaylord Nelson identified as S. 2035.
Let's consider some of the alternative solutions which have been

suggested. We are aware of the provisions in the current law which
authorize the Secretary of Transportation to grant relief from pen-
alties resulting from certain causes beyond a manufacturer's con-
trol or to prevent bankruptcy or lessening of competition. We
submit that such remedies are not a suitable or proper basis for a
corporation to formulate future plans and would prove to be disas-
trous in the marketplace.
DOT's third annual report to Congress last January proposed

amendments to EPCA that would extend to 3 years the present 1-
year carryforward/carryback provisions related to penalties and
credits. In addition, DOT proposed that the 75-percent domestic
content requirement be modified by substituting the start of a new
manufacturing entity after December 22, 1975, enactment date of
EPCA as the criterion.
American Motors supported these proposals. However, these pro-

posals do not solve our current problem. The 3-year carryforward/
carryback still requires the manufacturer to violate the law, which
is unacceptable in our case. Our company is perceived by the public
to be a builder of smaller sized cars that give good gas mileage.
During the transitional period while getting started with the

manufacturing of Renault cars in this country, regardless of the
fact that our domestic cars are fully competitive with other vehi-
cles of their size, our corporate average will be below the EPCA
standards. This would be a severe competitive disadvantage of suf-
ficient magnitude to endanger continued viable volume sales.
Even if this were not the case, the 3-year provision, if it were to

solve our problem, would require that we have a minimum 75-
percent domestic content in our Renault vehicles produced in our
Wisconsin plants for the 1985-86 models. Achievement of the 75-
percent content level is our target. It is our plan. To do so is in our
own best interest.

It should be emphasized, however, that this is a precise level by a
date certain as cast in the law. Failure to meet the requirement by
the narrowest of margin exposes a company to substantial econom-
ic penalties, and more importantly severe competitive disadvan-
tage.
DOT's proposal to support a calendar date for the 75-percent

domestic content requirement is not applicable to American
Motors' situation in view of the final organizational form our
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agreements with Renault have taken. No new manufacturing
entity is involved, since AMC will be the manufacturer.
DOT's proposal also contained in S. 2010—has the stated objec-

tive of protecting jobs and enhancing employment opportunities in
the United States as well as reducing petroleum consumption.
American Motors supports these objectives.
The provisions of S. 2035, which we also support, are consistent

with these same objectives. In fact, we believe that S. 2035, by
encouraging new production of new fuel efficient cars in the
United States, with U.S. labor, rather than abroad with foreign
labor more nearly fulfills these objectives than does the DOT pro-
posal.
In addition to encouraging new U.S. production, the DOT propos-

al also permits the continued importation of less fuel efficient cars
built abroad with foreign labor. American Motors strongly recom-
mends favorable consideration of S. 2035 by the subcommittee.

Briefly the bill provides the following. Application is limited to a
manufacturer who in 1978 produced less than 300,000 passenger
automobiles worldwide; second, permits qualified manufacturers to
include up to 150,000 nondomestic passenger cars in his corporate
fleet for compliance purposes. Third, to qualify a manufacturer
must show to the satisfaction of the Secretary of Transportation its
ability to meet the standard depends upon the use of outside tech-
nology—the manufacturer lacks the ability to have a reasonably
practical technology. And finally, it expires as a terminal point
after model year 1986.
S. 2035 is not a major revision to EPCA. Rather it carries for-

ward the original policy of allowing the inclusion of a certain
number of nondomestic cars in a qualified manufacturer's corpo-
rate fleet. It does not establish a new precedent, since it follows
closely the rationale of the 1977 Clean Air Act Amendments. It is
not open ended, in that each year the manufacturer must apply,
and the provisions of the amendment expire after model year 1986.
With the plans we have made, based upon our agreements with

Renault, we are confident we can make available to the public fuel
efficient cars in the spirit of EPCA. At the same time, we can
stabilize employment, create jobs for our own people. We also
believe that our plans will have a net positive effect on the interna-
tional balance of payments.

Respectfully and earnestly, we request your favorable considera-
tion of S. 2035 in order that our plans for the future may become a
reality.
Thank you.
[The statement follows:]

STATEMENT OF MARVIN W. STUCKY, VICE PRESIDENT, GOVERNMENTAL AFFAIRS
AND CORPORATE PLANNING, AMERICAN MOTORS CORP.

Mr. Chairman and distinguished members of this subcommittee, my name is
Marvin W. Stucky, Vice President, Governmental Affairs and Corporate Planning,
American Motors Corporation. I am very pleased to have this opportunity to present
our company's views on the proposed amendments to the Energy Policy and Conser-
vation Act (EPCA) which are under consideration by this Subcommittee. The issues
involved are of vital importance to American Motors, and decisions made on these
matters will have a direct effect on our ability to execute our corporate plans
designed to take us on into the decade of the 1980's and beyond as a part of the
competitive worldwide automobile industry. These plans have been very carefully
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crafted and we believe they are a good example of free enterprise responding to
national goals, societal needs and worldwide economic facts of life. In the words of
our Chairman of the Board, Gerald C. Meyers, "Every automobile company in
existence today has to make a choice—lay out the battle plan or perish." We have
laid out the battle plan and with your understanding and help we expect American
Motors to have a strong future in the evolving worldwide automobile industry
which we foresee narrowing to about a dozen independent automobile manufactur-
ers by the end of the 20th Century.

AMERICAN MOTORS' POSITION IN THE AUTOMOBILE INDUSTRY

American Motors is the smallest of the four major domestic manufacturers,
accounting for approximately 2.0 percent of the units sold in the United States.
Within that 2.0 percent of the industry sales are two lines of small, fuel efficient
passenger cars, a diversified line of Jeep four-wheel drive utility vehicles and light
trucks. Through our AM General subsidiary, we are the largest supplier of tactical
wheeled military vehicles to our U.S. Armed Forces and certain allies. In addition,
through other subsidiaries we also build and sell lawn and garden tractors and
injected molded plastic parts.
Approximately 30,000 people are directly employed by American Motors and our

2,200 dealers employ an additional 45,000 people. This means that a total of approxi-
mately 75,000 people are dependent upon a strong and vibrant American Motors for
their livelihood.
American Motors is owned by more than 150,000 stockholders who have faith and

confidence in what we are all about. They have given our new management team
and future plans and programs a strong vote of confidence.
Even though American Motors is not a small company by most standards, our

relative size is quite small in this industry which is highly capital intensive and
populated by giants. Despite the problems of scale and the obvious limitation of
resources, we are committed to remaining a viable manufacturer of passenger cars
and other transportation products. To meet this commitment in the face of what at
times appear to be overwhelming challenges requires a high degree of dexterity,
dedication to purpose and, yes, even boldness in trying new approaches in solving
tomorrow's transportation problems.
Recent examples of the dexterity and boldness to which I refer include a progres-

sive program of introducing new product lines in the smaller, fuel efficient segment
of the market and discontinuing our least fuel efficient car lines. The result is that
our cars are now all positioned to compete in the 50 percent of the market populat-
ed by small cars, including imports. We are convinced this is where the action is,
and the action is going to intensify. We at American Motors are eagerly responding
to this challenge.
This reshaping of our product offerings also presented profit opportunities, such

as utilizing freed productive capacity to augment existing Jeep vehicle production,
particularly the smaller Jeep for which consumer demand is strong. Part of this
available manufacturing capacity was also utilized for the bold move of introducing
the Eagle four-wheel drive passenger automobile. This new vehicle concept fills a
significant need and a unique niche in the marketplace, as evidenced by the fact
that the Eagle has been extremely well received by the consuming public.
These moves all involved the deployment of resources which serve the dual

purposes of satisfying the • demands of the marketplace, as well as the dictates of
mandated government fuel economy requirements. In addition, a rigid system of
cost controls and maximization of cost saving opportunities has been successfully
superimposed over all of these activities.
In addition to these relatively short-term changes, our new management team

focused on the inherent structural disadvantages of a company the size of American
Motors and set about to develop a plan to assure continuity and active participation
in a more highly concentrated worldwide automobile industry as visualized for the
future. The first requisite of such a plan was to obtain access to an advanced
technological base and at the same time "leapfrog" several years' time and several
billion dollars investment cost. Clearly, the most expeditious way to accompish this
goal was to develop an affiliation with a large worldwide company which possessed
the necessary advanced technology, but one that also needed a strong American
partner with access to the large U.S. market. Such an affiliation did eventually
emerge.

After many months of careful negotiations it became clear that Renault of France
and American Motors were an ideal match, with the strengths of each complement-
ing those of the other. These negotiations resulted in a series of agreements between
the two companies.
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RENAULT/AMC AGREEMENTS

The first agreement, announced on January 10, 1979, provided for mutual distri-
bution of each company's products. American Motors assumed responsibility for the
distribution and marketing of Renault automobiles in the United States and parts
of Canada. In turn, Renault assumed similar responsibilities for Jeep vehicles in
parts of Europe and South America.
After further negotiations a manufacturing agreement was announced on October

12, 1979. This agreement provides for American Motors to manufacture high tech-
nology, highly fuel efficient, front-wheel drive passenger automobiles based on Re-
nault technology in its Kenosha, Wisconsin facilities commencing in 1982.
The October 12, 1979 agreement further states that Renault will provide Ameri-

can Motors with 150 million dollars in financing, consisting of an equity interest in
common stock, convertible subordinated debt and subordinated debentures. Ulti-
mately, this could represent a 22.4 percent interest in American Motors Corpora-
tion. In addition, Renault will make available 50 million dollars in supplier credits
and other arrangements as part of the working capital requirements.
We believe this affiliation between American Motors and Renault of France to be

the boldest move made by any two automobile companies in recent times as a
means of meeting the needs and challenges of the future. The acquisition of an
equity interest in American Motors by Renault is a ringing vote of confidence in our
company and the U.S. economy as a whole. Clearly, the underlying reasons for the
agreement are to ensure that American Motors will remain a vigorous competitor in
the small car segment of the market and to ensure that American Motors will
comply with the future corporate average fuel economy standards mandated by
EPCA.
While our future prospects for meeting the EPCA standards on a total corporate

fleet basis are excellent, there are some near term problems which must be ad-
dressed. The American Motors domestic nameplate cars have consistently exceeded
the EPCA fuel economy standards to date; however, our projections indicate that
this group will fall short of compliance starting with the 1982 model. This trend will
continue at an accelerated rate since the stringency of the federally mandated fuel
economy standards increases at a much faster rate than that for any possible fuel
economy improvements. This group of cars, while considered relatively small and
energy efficient by today's standards, will be very competitive with cars of compara-
ble size and weight in the mid-1980's. However, it is essential that a substantial
number of small, highly energy efficient cars be added to this fleet in order to
improve our corporate average fuel economy performance. This is clearly illustrated
in the attached chart, Exhibit I. In addition, this would round out the total fleet
from a merchandising standpoint, making it a very viable offering to the public.
This is where the Renault cars come in * * * but there is a serious problem.

THE PROBLEM

While the agreements with Renault call for the importation of a relatively small
number of assembled cars into the U.S. starting with the 1980 model, the main
thrust of the agreements provide for the manufacturing of the high technology,
highly energy efficient, front-wheel drive passenger cars in American Motors' plants
commencing with the 1983 model. Because of technicalities existent in the present
law related to definition of domestically manufactured and non-domestically manu-
factured passenger cars, the inclusion of the Renault cars in the American Motors
corporate fleet will not be possible before the 1985 or more likely, the 1986 model
year. As a result, this would leave a number of model years starting in 1982 in
which our corporate fleet could be judged to be in noncompliance with the stand-
ards, with the attendant exposure to the assessment of fines and penalties as
provided by present law.
Existing law defines but two kinds of passenger cars, namely, domestically manu-

factured and non-domestically manufacturered passenger cars. Each category is
considered to be a separate fleet for the purpose of calculating fuel economy, and
each must meet the standard. In order to qualify as a domestically manufactured
passenger car, 75-percent of its value as represented by the cost of the car to the
dealer must be of domestic U.S. content.
When EPCA was enacted in 1975, the intent of Congress in establishing the 75-

percent domestic content requirement was directly related to the preservation and
enhancement of U.S. jobs. As such, this provision was incorporated into the law at
the behest of the United Auto Workers (UAW). The purpose of the provision was to
preclude the major domestic manufacturers from including their high volume cap-
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tive imports in their corporation fleets in order to ease the burden of meeting the
standards. The underlying concern was the possibility of an upsurge of foreign
manufactured cars coming into the U.S. at the expense of domestically manufac-
tured cars, effectively resulting in the exportation of jobs. While this concern may
well have been valid at the time, it was little noted that this requirement would not
suit the Congressional intent of job preservation in all circumstances, for example,
the American Motors/Renault manufacturing operations. Since 1975, it has become
apparent that the 75 percent domestic content requirement has not achieved its
intended effect of protecting and enhancing employment opportunities in this coun-
try. In fact, the opposite is true. In the intervening years since 1975, what has
become clear is that the 75 percent requirement has had the unintended effect of
discouraging the establishment of new manufacturing operations in this country
utilizing foreign technology and thus discouraging the creating of new jobs for U.S.
workers. This fact has been recognized by the UAW, and therefore, they have given
the amendment which was introduced by Senator Gaylord Nelson, identified as S.
2035, their unqualified endorsement and support.
While American Motors has enjoyed a good reputation as a builder of cars of

sensible size, of good intrinsic value, and capable of delivering excellent fuel econo-
my, it cannot be considered to be a technological innovator. To be on the cutting
edge of the field of automotive technology requires massive resources beyond those
available to us. For this reason, our engineering efforts are devoted primarily to the
application of technology developed elsewhere. This is the very essence of the
manufacturing agreement with Renault. Yet, being cast in this role is not necessar-
ily an easy way to go, since it usually introduces an added element of lead-time. In
other words, it frequently requires additional time to adapt and apply externally
developed technology to one's facilities, and hence to one's products. This fact has
been recognized in the past; for example, the Clean Air Act Amendments of 1977
providing additional time for small automobile manufacturers such as American
Motors to meet some of the more stringent and difficult emission standards.
I must emphasize at this point that the total fleet of cars with which American

Motors will be concerned will meet the fuel economy standards established by
EPCA for each of the model years through 1985. The performance of this fleet will
probably be the best of any manufacturer. We do not suggest, nor do we seek, either
a change in the fuel economy standards or a means by which those standards may
be waived. Such requests would be wholly inconsistent with our efforts to comply
with federal law and to satisfy the demands of the marketplace by manufacturing
energy efficient passenger automobiles.

After considering many possible alternatives, we are requesting a modest change
in the law which simply recognizes the facts of life related to commencing a new
manufacturing operation in this country, based on foreign technology. It is clearly
going to take at least two to three years from initial start until 75 percent domestic
content can be achieved. To this end, we are strongly supporting Senator Gaylord
Nelson's amendment to EPCA, S 2035, which I will discuss in detail later.
But first, let's consider some of the alternative solutions which have been suggest-

ed to see if they represent viable solutions to the problem confronting American
Motors.

ALTERNATIVE SOLUTIONS

It has been suggested that administrative authority under existing law would be
sufficient to mitigate the problem. Suc— authority granted to the Secretary of
Transportation permits the Secretary to comizorrise, modify or remit a penalty for
the following reasons:

1. If it is necessary to prevent the insolvency or bankruptcy of the manufacturer.
2. If the manufacturer can show that violation of the standard resulted from an

act of God, strike or fire.
3. If the FTC determines that a modification is necessary to prevent a lessening of

competition.
We submit that all of the above administrative provisions are either inapplicable

or are merely escape hatches to avoid the dire consequences of violating the law,
and as such are not suitable or proper as bases upon which a corporation should
formulate its plans for the future. Furthermore, we find the very act of violating
the law to be repugnant, and that act, coupled with the remedies provided, would
prove to have disastrous consequences in the marketplace. Therefore, we submit
that the administrative authority under the law does not represent a viable solution
to our problem, and as such is a solution which American Motors cannot and will
not pursue.
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In their Third Annual Report to Congress of last January, the Department of
Transportation (DOT) proposed amendments to EPCA which would extend to three
years the present one year carry-forward/carry-back provisions related to penalties
and credits. In addition, it was proposed that the 75 percent domestic content
requirement, which defines a domestic car, be modified by substituting the start of a
new manufacturing entity after the December 22, 1975 enactment date of EPCA as
the criterion.
American Motors has indicated support for both of these proposals on the grounds

that they provide for some much needed flexibility in the law and would tend to
promote employment through the encouragement of new manufacturing operations
in this country. However, these proposals are not applicable to the solution of
American Motors' present problem.
The three year carry-forward/carry-back still requires the manufacturer to vio-

late the law, which is totally unacceptable, as discussed earlier. Relying on this
provision could well place a manufacturer in an untenable position in the market-
place. Our company is perceived by the public as a builder of smaller size cars that
give good gas mileage. During the transitional period while commencing the manu-
facture of the Renault cars in this country, it would become public knowledge that
regardless of the fact that our domestic cars are fully competitive, our corporate
average fuel economy would be below the EPCA standards, and that in fact, Ameri-
can Motors was in the position of being assessed a penalty. This would be a severe
competitive disadvantage of sufficient magnitude to endanger continued viable
volume sales.
The efficacy of this provision presupposes that we will have at a mimimum 75-

percent domestic content for 1985 model year Renault vehicles produced in our
Wisconsin plants. I would like to emphasize that in all our deliberations the 75-
percent content level is our target and our plan, but the following must be recog-
nized:
(a) The 75-percent content level is a precise number established by law and any

shortfall, regardless of amount, would preclude the use of the carry-forward/carry-
back provision of the law.
(b) While our plan is to meet the 75-percent domestic content requirement by

model year 1985, numerous external factors beyond our control could affect this
level and result in the content level being slightly over of slightly under 75-percent.
Some examples include:

(i) vehicle pricing assumptions made now and used in the calculation may not
be valid later;

(ii) component sourcing assumptions made now may not be valid later; and
(iii) fluctuations in international currency exchange rates may be unfavor-

able.
Should we fail to reach the 75-percent content level by the 1985 model year, we

will incur substantial penalties for our domestic vehicle fleet, as illustrated by the
table, Exhibit II. With a shortfall in our 75-percent requirement and with three year
carry-forward/carry-back, American Motors would face a penalty assessment of
$18.9 million by model year 1985 under the $5 per 1/10 mile per gallon penalty
provision. Should the penalty rate be increased to $10 per 1/10 mile per gallon,
which the Secretary of Transportation has the administrative authority to do, our
potential penalty assessment becomes $37.8 million by 1985.
The proposal to substitute a calendar date for the 75-percent domestic content

requirement is not applicable to American Motors' problem in view of the way the
affiliation with Renault has evolved. As discussed earlier, Renualt now has an
equity interest in American Motors and thus no new legal corporate identity is
involved. As a result, the 75-percent domestic content requirement remains applica-
ble even though the undertaking involves the launching of a new manufacturing
operation, requiring time for local sourcing of parts and components.
Although the DOT proposal to substitute a calendar date for the 75-percent

domestic content requirement does not offer a solution to American Motors' prob-
lem, a very significant point must be noted. The effect of the DOT proposal, and the
effect of S. 2035 are, in reality, the same. Both pieces of legislation will reault in the
enhancement of future job opportunities in this country. By removing the obstacle
of the fleet separation requirement, the DOT proposal will encourage foreign manu-
facturers to commence the domestic production of passenger cars, thereby enhanc-
ing employment opportunities.

Likewise, by allowing American Motors to remain a viable domestic manufactur-
er, and by allowing us to give full effect to our agreements with Renault, S. 2035
will also have the effect of enhancing domestic employment opportunities. In addi-
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tion, another similar effect of the two bills be the production of highly fuel effecient
passenger automobiles in this country.
One notable difference in the two bills is that S. 2035 encourages the production

of new fuel efficient cars in the United States with United States labor, rather than
abroad with foreign labor.
This more nearly fulfills the national objectives than does the DOT proposal,

which as a by-product of encouraging new United States production, also permits
the continued importation of less fuel efficient cars built abroad with foreign labor.
As a final comment to this section, it should be noted that the Renault-American

Motors manufacturing operation is multi-national in nature, thus making it subject
to the vagaries of the present and future volatile and tenuous nature of the interna-
tional economic climate. These conditions make it difficult for a corporation to plan
to reach 75 percent domestic content at any date certain, even though it is in its
own best interest to reach or exceed this level as soon as possible.

THE SOLUTION

American Motors strongly recommends favorable consideration of S. 2035 by this
Subcommittee. It is this legislation which provides the relief American Motors needs
to meet the federal fuel economy standards until we can achieve the level of 75
percent domestic content on the Renault passenger cars which we will produce.

Briefly, S. 2035 provides that commencing in model year 1980, a manufacturer,
who in calendar year 1978 produced less than 300,000 passenger automobiles world-
wide, may have the EPA Administrator include in its domestic CAFE the manufac-
turer's total number of nondomestic passenger automobiles for the applicable model
year, or 150,000 whichevr is the lesser figure. However, in order to have these
vehicles included, the manufacturer must apply to the Secretary of Transportation
for a determination that:
(1) the ability of the manufacturer to meet the average fuel economy standard for

the model year for which the application is made, is primarily dependent on
reasonably selected technology, including vehicle design, developed by, and obtained
from, other manufacturer; and
(2) a reasonable and economically practicable technology is not within the ability

of the manufacturer to develop.
Several important aspects of this bill must be noted. First, S. 2035 is not a major

revision to EPCA, rather, it carries forward the original policy of allowing the
inclusion of a certain number of nondomestic cars in a qualified manufacturer's
corporate fleet. Second, it does not establish a new precedent since it follows closely
the rationale of the 1977 Clean Air Act Amendments. Third, it is not automatic in
that each year a manufacturer must apply to the Secretary of Transportation in
order to have its nondomestic vehicles included. Finally it is not open-ended in that
the provisions of the amendment expire after model year 1986.
Mr. Chairman, American Motors has gone to great lengths to restructure itself to

meet the needs and challenges of the future. With the plans we have made, based
on our agreements with Renault, we are confident we can make available to the
public highly fuel efficient cars in the spirit of EPCA. At the same time, we can
stabilize employment and create jobs for American citizens. We also believe that our
plans will have a net positive effect on our international balance of payments.
We respectfully and earnestly request your favorable consideration of S. 2035.

Through enactment of this legislation our plans for the future may become a
reality.
Thank you.
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EXHIBIT II
CREDITS! (PENALTY) 

CARRYFORWARD/CARRYBACK

(IN $ MILLIONS) 

Model

Carryforward/Carryback

One Year Three Year

Penalty Per .1 Mlle Penalty Per .1 Mile

Year $5 $10 $5 $10

1979 N.A. N.A. 5.3 (a) 10.6 (a)

1980 N.A. N.A. 5.8 11.6

1981 -0- -0- -0- -0-

1982 A 5.3) (10.6) ( 5.3) (10.6)

1983 ( 6.9) (13.8) ( 6.9) (13.8)

1984 ( 8.3) (16.6) ( 8.3) (16.6)

1985 ( 9.5) (19.0) ( 9.5) (19.0)

Total $(30.0) $(60.0) $(18.9) $(37.8)

(a) 1979 Total credits are $6.6 million at $5 penalty an
d

13.2 million at $10 penalty. However, only $5.3 million

and $10.6 million can be used to offset future penalty.

[From the New York Times, Dec. 11, 1979]

AWAY To PRODUCE SMALL CARS FASTER

There are good ways and bad ways to bend the rules for automakers. Chrysler, for

instance, needs money desperately. One bad way to help would be for Washington to

guarantee it billions of dollars with few strings attached. American Motors, on the

other hand, needs a waiver of the rule that counts only those cars produced largely

in the United States in calculating the average mileage per gallon for an auto-

maker's fleet. The company would like to include in its average a new, small

Renault-designed car that will be assembled in the United States from parts that for

a short time will be imported mostly from France. We think the Government would

be wise to give the waiver. It will provide more high-mileage cars in 1982 and 1983,

and more jobs in American assembly plants.
Present law requires that at least 75 percent of a car, measured by the value of its

parts, be made in the United States before it can figure in a company's average

mileage. This rule was meant to insure that multi-national manufacturers like Ford

and General Motors would build small cars here rather than selling more cars that

they produce abroad.
But since the legislation was passed, the danger has almost disappeared. The

United States is not a relatively cheap place to build cars, with wages and produc-

tion costs below those of northern Europe. Volkswagen is already producing here,

the Japanese are studying the possibilities, and Ford and G.M. are rushing to build

their own domestic small cars. American Motors wants to get into the act quickly.

The company does not want to evade the 75 percent rule for long. It plans to

reach that level of American made parts by 1984. Considering the cost of French

parts, it would probably be delighted to reach the goal sooner. But is cannot get

French-designed parts built that fast in the United States.
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American Motors found a creative answer to the urgent problem of building small
cars when it teamed up with Renault. If the cars that result are included in the
company's average mileage figures, American Motors will meet the standard of 24
miles to the gallon in 1982 and the 26-mile standard in 1983. Washington should be
equally creative in releasing the company from the 75 percent rule for a few years.

Senator STEVENSON. Thank you, sir.
If AMC did meet the 75-percent level with domestically produced

cars by 1985, what would the figure then be for the net civil
penalty or credit in that year?
Mr. STUCKY. If we met the 75-percent content level with model

year 1985 Renault vehicles produced in Wisconsin, the credit that
we would receive would exceed the value of the penalties incurred
the previous couple of years, so the point is quite true in 3-year
carryforward/carryback from a simple arithmetic, if in 1985 you
meet the 75-percent content, it does eliminate the penalties.
That is not the fundamental problem as it relates to 1985 and 75

percent, though. As you had noticed, we would have gone through
1982, 1983, 1984, incurring sizable penalties each of those model
years with our domestic nameplate vehicles and with no opportuni-
ty to pick up in the market or to match the EPCA line.
The effect of that in the marketplace would be very severe and

to the point that I think it would have a very disastrous effect, and
that is a very fundamental concern as to what would happen with
those nameplates, because without a full line mix—in this case, it
is only two nameplates—it is very clear which cars are identified
that do not meet the standards, and with the interest and with the
added attention that is going to be coming on fuel economy, there
is no way an individual carline can be singled out as having an
apparent fuel economy problem.
Now all of this is at the time when these vehicles are competi-

tive, and I would say that if the vehicles weren't competitive we
wouldn't have to worry about it because we can't sell them
anyway. But it is going to be a very competitive market as it
relates to fuel economy.
So our problem at that point is having a competitive vehicle and

then being perceived in the marketplace as being noncompetitive.
Senator STEVENSON. Well, based on Volkswagen's support for the

so-called Volkswagen amendment in the testimony, it is getting
pretty close to that 75-percent level. It had to start in the United
States from scratch with no domestic production facilities. That
being so, why can't AMC with the combined resources of itself and
Renault do it in a longer period?
Mr. STUCKY. That's a very difficult question to answer from the

standpoint that I'm not familiar at all with the VW situation. In
fact, I really didn't know what their content was until it was told
here this morning, but I am aware of what I believe is one very
fundamental difference between our two situations.
As I understand it, when VW started production in the United

States, they started with the production of a vehicle that was
essentially being produced in Germany at that time.
Mr. HUTCHINSON. That's correct. This was the Rabbit model that

we produced in Germany, and we produced the same car here in
the United States.
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Mr. STUCKY. In our case, the vehicle we are starting production
with is a new vehicle—totally new in design. It is not in production
at this point, will not be in production for several more years. And
therefore, it has to go all the way through the design, all the way
through the tooling from scratch, and therefore the leadtime inher-
ently will be several more years-2 to 3 years it would have to be
versus a situation like occurred at VW.
I would put one other point just to elaborate. We have every

incentive, as I commented in our testimony, to get the highest level
content we can here, so there is nothing that is inhibiting, nothing
that is reserving us from trying to do this. We have the incentive
and we are working very aggressively to maximize that content
level.
Senator STEVENSON. Mr. Hutchinson, could you respond to the

complaints by the representatives of GM, Ford, and Chrysler that
the so-called Volkswagen amendment would put them at an unfair
disadvantage in the marketplace because of the imports of the
high-priced cars?
Mr. HUTCHINSON. Yes, sir. The thing that we need to keep in

mind is Volkswagen's product in the United States will be essen-
tially the same, whether the amendment is adopted or not. The
only effect that this amendment will have is to permit us to buy
more here in the United States. We don't plan any change in our
product line if, in fact, the amendment is adopted, so we are a
little—we find it difficult to understand how anybody is going to be
competitively disadvantaged.
We will sell Porsches and Audis if the amendment is not adopt-

ed. If the amendment is adopted, we will sell Porsches and Audis,
the difference being that we will increase our Rabbit content
significantly.
Senator STEVENSON. Senator Riegle?
Senator RIEGLE. Thank you, Mr. Chairman.
Just a few comments. First I want to say that I welcome the

move by Volkswagen to locate manufacturing facilities in the
United States. I think that is a positive step. I am sorry they are in
Pennsylvania, not in Michigan. I trust that will be remedied soon
when you open your next plant.
Mr. HUTCHINSON. Senator, we are presently looking at new

plantsites, including the State of Michigan, and in the next 60 days
we will announce the opening of a new plant which will be roughly
comparable in size to the one in Pennsylvania, producing an addi-
tional 200,000 cars here in the United States with an additional
5,000 workers directly employed and with the following spinout of
additional employment in the supplier industries.
Senator RIEGLE. Well, I have both plants and workers in Michi-

gan, and in light of the fact that you already have ties in Michigan,
we would certainly love to have you.
Senator STEVENSON. What's the matter with Illinois?
Mr. HUTCHINSON. We are looking at your State, too, Senator. We

haven't yet made our decision.
Senator RIEGLE. At any rate, the decision by Volkswagen to

become an American producer onshore with American components,
workers, jobs, is a constructive step. The major objection I have to
the wholesale invasion of Japanese imports is that they have clear-
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ly not chosen to take that route. There is some talk now of a very
modest beginning, in perhaps a year or two. I am encouraged to
learn that you are on the verge of announcing the construction of a
new facility with an expanded capacity that will provide jobs and
American product. That is to your credit.
Let me just say that I am very sympathetic to the AMC problem.

As you know, we've discussed this before, and just speaking for
myself, I want to be helpful to you in resolving the matter. Your
coproduction arrangement is a novel one. It is a very intelligent
adaptation to the transition problems that are facing everybody,
but it is adapted to the scale and character of your particular
company.
The fact that you have a plan and that you intend to facilitate

the transition and get on a comparable footing with everybody else
in the industry is a very compelling and useful point.

I also want to say that I am very sympathetic to the Checker
situation.
You have a strong case to make, both in the sense that we're

talking here about domestic production and also the fact that you
are in a specialized form of the mass transportation business. If one
looks at the ultimate effect of fuel economy in terms of the number
of persons using the vehicle, one can make the argument that
there is an energy efficiency there.
I think it can be seen that there is a fuel saving. I must say I am

harder put, Mr. Chairman, to feel the same degree of justification
or sympathy for the very expensive, luxurious, low-mileage foreign
cars that come in from abroad and create a double standard for
those who are traveling down the road in a car that has been
lightened and made less comfortable in order to get Government-
mandated fuel economy, and also just to be able to drive, given the
high prices. To have somebody else in a very expensive foreign
import with all kinds of luxury and very low miles per gallon, does
create a double standard that is going to become so accentuated
that I'm really hard pressed in my mind to be able to justify that.
But that is separate and apart, from the different case that

Checker has to make as a domestic company that is providing a
specialized mass transportation vehicle, where I think the require-
ments are such that they justify a treatment here that can work.
Again I would look forward to meeting and talking with all of

you. I am available to take you through Dodge Main in Ham-
tramck at your convenience.
Senator STEVENSON. If there are no further questions, thank you

very much.
Mr. STEWART. Mr. Chairman, I can't resist. I can't possibly sit

through a hearing without saying a word, so if I may, I would like
to make a comment that may be appropo, and that is, I think
American Motors is the only company that has come before you
today before this distinguished committee and said, as a result of
the legislation that is under consideration, we are going—if it is
favorably considered—we are going to create something—specifical-
ly, jobs and fuel efficient cars built in this country where none
exist today.
We are bringing something to the part as a result of the legisla-

tion that is under consideration, if favorably considered by the
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committee and the Congress, so I would like to emphasize the fact
that this, I think, makes our situation unique to some degree and
perhaps our request a little more meritorious than some of the
others that have been advanced here today.
But the name of the game is jobs and saving energy, and certain-

ly what we intend to do is all directed exactly in that direction.
Senator STEVENSON. Well, that is not too dissimilar from what

Volkswagen is saying, and I sense that because the Volkswagen
amendment could stimulate more investment and production of
more Volkswagens and jobs in the United States, that the Ameri-
can manufacturers aren't too enthusiastic.
Mr. STEWART. Well, if I understood the gentleman from Volks-

wagen correctly, he said whether the amendment is passed or not,
the same series of cars would probably be sold in this country.
Senator STEVENSON. But that's not my point. My point is there is

going to be more value added in the United States, and that's going
to mean more employment in the supplier industry in the United
States and it ripples out, and maybe that is the reason why, not to
protect the suppliers but increased production of Volkswagens at a
lower cost, possibly because of the Deutsche mark value, that the
American manufacturers aren't too enthusiastic about the so-called
Volkswagen amendment.
But you are quite right. I'm not disagreeing with what you are

saying, except to the extent that it suggested that no one was
suggesting anything else would increase employment in the United
States.
I don't think that is completely fair to the representative of

Volkswagen.
Mr. STEWART. Thank you, Mr. Chairman.
Senator RIEGLE. Well, Mr. Chairman, would you yield just briefly

at that point?
Senator STEVENSON. I just hope that some of that increased

employment goes to the right State.
Mr. HUTCHINSON. I hope so too, Mr. Chairman. We have suppli-

ers in your State. Indeed, we have them throughout the United
States.
Senator STEVENSON. Anything Michigan can do, we can do

better.
Senator RIEGLE. Mr. Chairman, just briefly, and with you in the

chairman's chair, and with the gavel, I will not contest here and
now that last comment. But if you look at the last page of the
presentation by the VW witnesses, if I understand this correctly,
on your graph, where you are showing the CAFE projections for all
your cars that you would hope to sell, which means the domestical-
ly produced ones where you've got your best fuel economy, plus the
imports, that that composite give you very high figures and you
come in above what the CAFE requirements would be.
On the other hand, if we exclude the new American production,

which I applaud and support and want to increase, we take that
out and we just stay with the imported models, which is your
broken line here, we don't see the same kind of fuel economy
improvement projected, either in terms of, just an absolute im-
provement or as it would relate to a growing gap as against the
CAFE standards as you get out into the 1984-86 period.



76

So apart from domestic production where I think, clearly, that is
something that almost everyone would find laudatory, there is left
the issue of how we treat residual production from offshore and
where it falls and then how that might be done vis-a-vis other
domestic companies.
I can see why, for example, Ford, GM, and Chrysler, end even

AMC might come and say, look, if there is going to continue to be a
market out there for the lower mileage vehicles, with high prices
and so forth, and if any producer is going to have a shot at that
market, we would like an equivalent shot—in other words, we
would like to be able to compete head on where somebody else
doesn't have a differential advantage.
So we have to try to evaluate how that might be done so that we

are not conferring special arrangements and advantages that
would work to the disadvantage of a domestic company.
Mr. HUTCHINSON. I understand this, Senator, and if I could re-

spond for a moment.
There is a very good reason for the way the line goes at the

present time. Take the Audi fleet, for example, which is the largest
size car that we import.
That has a fleet average today of 24.5 miles per gallon.
Now the reason that that fleet is high is because fuel has always

been very expensive in Europe. Today in Germany, it's $2.50 a
gallon.
Audi has taken the downsizing steps. They put radial tires on.

They put on all of the things to improve fuel economy.
So we are very high up on that learning curve because we have

done these things.
Now, I think that if you were to compare any of these cars with

their counterparts in the United States, you would see that they
are very fuel efficient cars. And our dealers need a full line to
compete.
For example, we have a station wagon, a Dasher diesel station

wagon, that for the first time, a station wagon is on the top 10 list
of fuel efficient cars.
Now, clearly, a station wagon is designed to haul several people

in a family. These are not inefficient cars. If any manufacturer
were to single out his Cadillac line or his Thunderbird line or his
performance line, like a Corvette or something, all of our cars are
at least as fuel efficient as those cars.
So it isn't permitting us any special benefit to continue to import

those vehicles.
Our dealers need to have a full model line just as other manufac-

turers need a full model line.
Senator RIEGLE. I hear what you are saying in terms of today's

situation, and I understand what you are saying.
We're going to try to make policy decisions that affect the 1984-

86 period. Because you are high on the learning curve, I gather
what you're saying is you don't think there's much more fuel
economy to wring out of those kinds of models.
So you are sort of at a plateau. Presumably, the domestic manu-

facturers are now going through that transition, gearing to expen-
sive gas, which is now the new reality here. They are in the process
of downsizing, taking weight out and aerodynamically redesigning.
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So when they get out into this period, they will presumably, have
comparable fuel efficiency, unless they can find some way to get
beyond it.
We want to be careful that we structure things in such a way

that we don't confer any special sort of lasting advantages that
would accrue to one manufacturer that is a mix between foreign
and domestic versus one that is essentially or perhaps completely
all domestic.
That is my concern, and I just want to make sure that we keep

our eye on that.
Mr. HUTCHINSON. I think that's a very valid point. And to under-

score your point, the Audi, we project that in 1980, at 24.5, has the
same CAFE in 1985.
In other words, it is 24.5 in 1985, so that there is no—it is not

that we are building Audis that somehow go way down in fuel
economy scale. It is essentially the same type of model mix that we
have today.
Senator STEVENSON. I might just point out that AMC has an

exhibit, exhibit 1, that indicates that the fuel efficiency of its
domestically produced automobiles levels off at the same time, but
at a lower level of efficiency than for the imported more expensive
Volkswagen cars.
Senator RIEGLE. Does diesel account for that at all?
Mr. HUTCHINSON. Yes. I think that if you will note the rise on

the dotted line on the chart, that is the increase in diesel sales and
that is why the chart jumps up. As other manufacturers catch up
and bring diesels into the market, our percentage of the diesel
market would drop off again as those sales are picked up by com-
petitors.
So the line, the dotted line that you see is both fuel economy, but

it is on a sales-weighted average, depending upon what your sales
are for particular models.
Senator RIEGLE. You've decided to produce the high fuel economy

cars in the United States, the Rabbit. Let me just ask, if I may, if
there is any thought to producing the Audis or the other cars in
the United States as well?
Mr. HUTCHINSON. Well, that is a good question. We are hampered

somewhat by the volume of production. At the present time, we are
importing on the order of 45,000 Audis. We figure, productionwise,
we need about 200,000 vehicles to be viable.
And therefore, until there was a market of that scale, it wouldn't

be prudent to build those cars here. You just wouldn't have the
scale of economies of production to justify it.
Senator RIEGLE. Thank you very much.
Senator STEVENSON. Thank you, gentlemen.
Our next and final witness is George C. Nield, president of the

Automobile Importers of America.

STATEMENT OF GEORGE C. NIELD, PRESIDENT, AUTOMOBILE
IMPORTERS OF AMERICA, INC., ARLINGTON, VA.; ACCOMPA-
NIED BY DAVID BUSBY

Mr. NIELD. With your permission, I would propose to summarize
my remarks, providing the complete text can be made a part of the
record.
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Senator STEVENSON. Thank you, sir. The complete statement will
be entered into the record.
And I'm going to have to excuse myself, for which I apologize.

But we have a Democratic policy committee meeting and I'm going
to have to leave in a few minutes.
Senator Riegle will remain behind.
Before I go, let me say that we will keep the record open for

additional comments. I can't be certain how long we will be able to
keep it open, but for at least 2 or 3 more weeks, I would expect.
Please proceed, sir.
Mr. NIELD. Yes, Mr. Chairman. My remarks will take about 7

minutes to complete.
We appear in response to your invitation to comment on that

part of the administration's proposal as contained in S. 2191, which
would amend the present law to exempt manufacturers of less than
10,000 automobiles annually worldwide from the corporate average
fuel economy standards and reporting requirements.
Although some of our member companies would be eligible to

benefit from this proposed provision, it should be noted that 5,500
of the 7,484 vehicles produced under an exemption to date were
produced by Checker Motor Corp.
And I endorse the testimony of Checker at this hearing.
This morning, we would like to make one simple point. The

present law puts a burden on the technical resources of both the
Government and the applicants, which is not justified in terms of
fuel savings.
Present law requires NHTSA to determine the maximum feasi-

ble average fuel economy level for the petitioner and to set an
alternative CAFE standard at that level before granting the ex-
emption.
In determining the maximum feasible average fuel economy

level, NHTSA is required to consider technological feasibility, eco-
nomic practicability, and the effect of other Federal motor vehicle
standards on fuel economy and the need of the Nation to conserve
fuel.
The regulations implementing the act require the petitioner to

provide detailed and voluminous information regarding the techni-
cal aspects of its vehicles and its efforts to improve fuel economy.
Mr. Chairman, we have attached the regulations to show what a

low-volume manufacturer must go through to be exempted. A part
of these regulations are quoted in our statement and I will not take
the time to read this. But the overwhelming complexity of these
requirements is what we want to be sure is apparent.
Since the enactment of the CAFE requirements, seven companies

have requested statutory exemptions. Five of these have been
granted and two have not yet been acted upon.
There are two other companies who have indicated that they

may file in the future.
Obviously, any estimate of additional fuel consumption by these

low-volume manufacturers must be rough. However, the Depart-
ment of Transportation has stated, and I quote in part:
The additional fuel consumption by all low volume manufacturers who have

petitioned for exemption in the 1978 model year will amount to about 62 barrels of
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fuel per day. This total represents about .0013 percent of daily passenger car fuel
use and it is an insignificant amount.

Now that's the end of my quotation of NHTSA.
Without belaboring the point, it should be self-evident that these

worst case losses are literally a drop in the bucket compared with
the daily fuel usage in the United States of 17 million barrels a
day, 5 million barrels of which is attributable to passenger auto-
mobiles.
In its January 1979 report to the Congress on the automotive

fuel economy program, NHTSA discussed the administrative bur-
dens imposed by section 502(c) of the act.
And, again, let me quote in part from that text:
Experience in administering this section of the statute demonstrates the time

consumed in the process of setting an alternative standard, especially the informa-
tion gathering, by both the manufacturer and NHTSA is not justified by the
possible fuel economy gain.
The process is particularly burdensome to small manufacturers because of the

effort necessary to gather or develop required data and information to support their
exemption petitions.
No significant fuel savings can be obtained from low volume manufacturers.
Based upon this conclusion, the most logical alternative appears to be to exempt

these companies from the provision of the statute.

This is the end of my quotation.
We are informed that NHTSA devotes about 4,000 man-hours

each year to the processing of applications for exemption.
This diversion of NHTSA's resources would seem to be complete-

ly unjustified since the savings is less than 150 barrels of fuel per
day against a total consumption of more than 17 million barrels
per day.
We can only estimate in a rough way that this burden must be

at least as severe on the executive and engineering staff of the
companies as it is on NHTSA.
We urge this subcommittee to take into account the real world

experience during the past 3 years.
This tells us that whatever concerns Congress may have had in

enacting statutory safeguards around the low-volume manufacturer
exemption, these concerns have not been justified in the market-
place.
Very few manufacturers have requested exemptions and those

that have have been very small manufacturers, indeed.
The total number of vehicles exempted has been insignificant.

The worst case amount of extra gasoline consumed has been negli-
gible. In the meantime, fuel shortages and the so-called gas guzzler
tax have given all manufacturers, including the low-volume manu-
facturers, incentives to improve fuel efficiency, regardless of the
availability of the exemption.
Mr. Chairman, we appreciate your invitation to join the subcom-

mittee in reviewing the operation of this statutory provision.
We strongly support the administration's proposal as recom-

mended by NHTSA that low-volume manufacturers be exempted
from the CAFE standards.
We think that it is obvious that the burdens outweigh the bene-

fits. The burdens to NHTSA and the low-volume manufacturers
cannot be justified by the negligible savings of fuel.
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Thank you for your attention. I will try to answer any questions
you may have.
Senator RIEGLE [presiding]. Well, thank you for your statement.
It is very well presented and we're pleased to have it. I would

just like to engage you on one item. That was the item I raised
earlier that I'm sure you heard. Because we've identified fuel econ-
omy as a national goal and objective, we have passed laws to move
products and their use in the direction of greater fuel efficiency.
This obviously creates something of an inconsistency when we say,
we're going to have certain rigid requirements in some areas, but
we will have a side door here and if you are low enough in size and
scale, you get an exceptions treatment and you don't have to meet
the same standards that everybody else meets.
My thought is that someone is riding down the road in 2 or 3

years from now in a smaller, more fuel-efficient car that perhaps
doesn't have the same comfort and esthetics that somebody else
has in a very elegant, very expensive, custom-type car of low
volume, that doesn't have the fuel economy saving.
How do we reconcile these two things? How do we establish a

way of viewing this, and explaining it, that is fair for both people
traveling down the road at the same time.
What we're trying to mandate here is the saving of fuel, even if

the fuel saving is infinitesimally small.
As a quantitative factor you are still caught with the fact that

you have a contradiction, and there sits the contradiction. You
have one driver saying, why am I forced to go through the situa-
tion where this condition is imposed on me; whereas, somebody else
basically gets a different kind of treatment.
And I am wondering how you deal with that when that arises?

And also, if we should have some absolute minimum that we might
establish that says, look, you either get x number of miles per
gallon, period, or we are not going to allow any further sales of
those cars in this country, no matter who builds them or where.
Mr. NIELD. It may be that the distinction isn't quite as apparent

as it would seem in that there are other luxury cars that perhaps
don't meet any better fuel economy level individually for that
model, as do some of those that would benefit from this provision.
However, they are produced by a manufacturer of large enough
size to permit a range of vehicles, including small ones. Thus he
can average the fuel economy of the small and luxury end of his
line. The small volume manufacturer, obviously, cannot have more
than one line and cannot benefit from averaging.
There are perhaps other considerations that should be noted.

Some of the vehicles that do not achieve the high fuel economy
levels are produced to meet some other public need. The Checker
Cab, I think, is an excellent example of this. Even the so-called
superluxury car, the Rolls-Royce type, offers a standard of excel-
lence to be sought by lower cost vehicle manufacturers in their
future year designs.

I would also note that the discussion today regards an amend-
ment to an exemption that already exists.
We merely wish to simplify the application of this exemption to

minimize the time that we feel is wasted, both on the part of the
manufacturer and the part of the Government, in going through
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the necessary studies and paperwork to arrange for the granting of
the exemption.
Senator RIEGLE. In the area of passenger cars, apart from the

Checker-type exemption, there are cars, are there not, that are
being sold and imported in the United States today that would, say,
get maybe less than 10 miles to the gallon?
Mr. NIELD. Yes, sir.
Senator RIEGLE. Don't you think that sort of makes it tough, just

. in terms of the way one puts the arguments to the public in terms
of the need to save on fuel economy, and everybody has to do their
part?

If somebody is rolling down the road in a car that gets 10 miles
A to the gallon because we have crafted an exemption for them,

doesn't this really pose some very serious contradictions in terms of
what else we're saying, that we're trying to develop a national
attitude of conservation, and everybody having to undergo some
sacrifice?

I don't pick 10 miles per gallon as a magic figure, or even 15. But
it seems to me as long as we've got this massive effort going on in
terms of the Federal Government trying to wring out fuel economy,
that it really becomes hard to justify an exemption that says a car
that gets 8 miles a gallon is OK, if you can afford it.
I don't think I would want to have to be in a debate and have to

make the argument that a car that gets 8 miles to the gallon is all
right and that we ought to just accept that in the larger sense as
part of what's got to happen, even though there aren't many people
who can afford to have them.
Mr. NIELD. That is a very valid question, Senator.
I would note, however, that there is still the gas-guzzler tax,

which is not affected by this provision. That would still apply and
would have to be posted on the vehicle so that the purchaser would
realize when he buys this car, he is paying this penalty for the
privilege of buying this car.
And again, I think that it sort of turns on the freedom of the

public to decide how they want to spend their money. The large
house uses more fuel to heat than a small house. If a small house
is adequate, should a person be allowed to have a large house?
Mr. BUSBY. Senator, my name is David Busby and I'm counsel to

the Automobile Importers. May I add just one comment?
Senator RIEGLE. Yes.
Mr. BUSBY. If the Congress wants to, in effect, outlaw luxury

cars, it certainly can do so. It should not use this bill, which is
basically a housekeeping, bookkeeping bill, to accomplish that pur-
pose.
As you know, there have been introduced in the Congress such

bills. The domestic industry has strongly objected to the outlawing
of luxury cars. And the only difference here is that our companies_
cannot average the way the domestic companies can average.
Senator RIEGLE. Well, there are other avenues. There are affili-

ation avenues and other steps that could be taken to deal with that
problem. You are right, if one stays as a separate entity and
produces just a very specialized limited line, that hits a certain
restricted market.
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I don't pose the question here with the thought in mind that our
discussion will arrive at an answer, but in terms of the overall
effort to construct a national policy in this area which is a very
real matter these days and which all of us are trying to deal with.
I think finding an answer to that question becomes a part of this

larger discussion. I think that issue is more apt to come up for
more attention rather than recede and become something that no
one is interested in.
I think it is an issue that we are going to have to think about

and deal with one way or another because in this country, we have
been used to inexpensive gas and big comfortable cars. They are
nice if everything accommodates that.
Now that the energy supply situation and cost situation is chang-

ing and the law is imposing its restrictions, we're moving away
from that and people are going to find that cars in the future are
going to be very different.
And so I guess what I'm saying is these comparisons that we are

going to find 2, 3, 4 years from now are going to be more pointed
than they are today.
And so, to somebody who is riding down the road in maybe a

rather small, cramped vehicle with 4 or 5 kids, and he or she is
wedged in there and they are looking out as somebody goes by in a
luxury car that's getting maybe 8 miles to the gallon, I think that
it is going to create some ill-will of the kind that is part of what
our problem is in the country today in terms of people thinking
that the system isn't fair, or not rational, or it's imposing sacrifices
here but not there.
I don't want to belabor the point except to say that I think it

poses questions that certainly would appear contradictory and
we're going to have to find a way to resolve them.
And certainly, in the business you're in, you are going to have to

be part of helping to construct a way for people to work their way
through these questions.
In any event, we appreciate having you today and we appreciate

your testimony.
And that concludes our witness list today. And the committee

will stand in recess.
[The statement follows:]

STATEMENT OF GEORGE C. NIELD, PRESIDENT, AUTOMOBILE IMPORTERS OF AMERICA,
INC.

Mr. Chairman, and members of the Subcommitte, my name is George C. Nield. I
am president of the Automobile Importers of America, Inc. (AIA). With me is our
special counsel, David Busby. We appear in response to your invitation to comment
on that part of the Administration's proposal—as contained in S. 2191—which
would amend the present law to exempt manufacturers of less than 10,000 auto-
mobiles annually, worldwide, from the corporate average fuel economy (CAFE)
standards and reporting requirements.
AIA is an association of automobile importers, including those of all major foreign

manufacturers of imported cars except Volkswagen and Mercedes-Benz. A list of
these companies is attached to this statement.
We assume the reason you invited AIA to testify is because one of our members,

Rolls-Royce, was granted a Low Volume Manufacturer (LVM) exemption for the
1978 model year and others, such as Lotus and DeLorean, may make applications
for LVM exemptions in the future. Note, however, that the majority of the 7,484
vehicles affected by LVM exemptions that have been granted thus far are U.S.
produced. The bulk of these were produced by the Checker Motor Corporation.

,
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This morning, we would like to make one simple point—the present law puts a
burden on the technical resources of both the Government and the applicants which
is not justified in terms of fuel savings.

THE STATUTE

Under present law, section 502(c) of the Motor Vehicle Information and Cost
Savings Act (the Act) permits very small manufacturers—those making less than
10,000 vehicles per year, worldwide—to file petitions with the National Highway
Traffic Safety Administration (NHTSA) for exemption from the CAFE standards.
Such an exemption may be granted only where the applicable CAFE standard is
found to be "more stringent" than the petitioning manufacturer can achieve. The
Act requires NHTSA to determine the "maximum feasible average fuel economy"
level for the petitioner and to set an alternative CAFE standard at that level before
granting the exemption. In determining the "maximum feasible average fuel econo-
my" level, NHTSA is required to consider technological feasibility, economic practi-
cability, the effect of other Federal motor vehicle standards on fuel economy and
the need of the nation to conserve energy.

REGULATIONS

The regulations implementing section 502(c) of the Act are attached. A glance at
these indicates the data needed by NHTSA to make sure that the "maximum
feasible average fuel economy" requirements of the Act are met. The petitioner
must provide detailed and voluminous information regarding the technical aspects
of its vehicles and its efforts to improve fuel economy. The following quotation
excerpts just one part of one section of the Regulations indicating information to be
submitted:
' The petitioners annual total production and production mix ' Its

passenger automobile production capacity ' Its efforts to comply with that
average fuel economy standard * * * Anticipated consumer demand ' Maxi-
mum overall body width, overall length, and overall height ' Vehicle curb
weight ' Designated seating positions and interior volume index * * * Engine
type, displacement, and SAE net horsepower ' Fuel metering system '
Drive train configuration and ratios * * * Emission control system * * * a fuel
economy value for each vehicle configuration ' base level, and model type of the
petitioner's passenger automobiles to be manufactured in that affected model year
* * * an average fuel economy figure for the petitioner's passenger automobiles to
be manufactured in that affected model year * * * a description of the technological
means and marketing strategies selected by the petitioner for increasing the fuel
economy of each vehicle configuration ' A chronological description of the
petitioner's past and planned efforts to implement the means and strategies ' A
discussion of the effect of other Federal motor vehicle standards on the fuel econo-
my of the petitioner's passenger automobiles * * * a discussion of the alternative
and additional means and strategies considered but not selected ' a discussion
of why no weight reduction, straight line acceleration reduction, technological im-
provements, or shifts in production mix are being considered."
The Regulations contain further elaborate requirements especially with respect to

the processing of petitions by NHTSA.

FUEL CONSUMPTION EXPERIENCE TO DATE UNDER SECTION 502 (C)

Since the enactment of the CAFE requirements, seven companies have requested
statutory exemptions. Five have been granted; two have not yet been acted upon.
There are two other companies who have indicated that they may file in the future.
Obviously, any estimate of additional fuel consumption by these low-volume manu-
facturers must be rough because they must be based on the number of units sold
and the number of miles each is driven. However, the Department of Transporta-
tion in its final decision granting Excalibur an exemption stated:
"The additional fuel consumption by all low volume manufacturers who have

petitioned for exemption the 1978 model year achieving their maximum feasible
average fuel economy levels rather than the generally applicable standard of 18.0
mpg will amount to about 64 barrels of fuel per day. (sic) This total represents about
.0013 percent of daily passenger car fuel use, and is small enough for this agency to
conclude that it is an insignificant amount. More important, setting standards above
these manufacturer's (sic) maximum feasible levels would not result in additional
fuel savings." (44 Fed. Reg. 3709, January 18, 1979.)
We think that this estimate is "worst case."
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The following chart summarizes the estimates contained in the Federal RegisterNotices of NHTSA rulings on the only five petitions on which it has taken action.

CALENDAR YEAR 1978

Company
Sales in United Estimated maximum

States, number cars/ average feasible fuel
year economy (MPG)

Estimated extra
CAFE standards ccnsumption of

(MPG) petroleum (barrels/
day)

Avant) (United States)  174 16.1 18.0 0.74Checker (United States) 5,500 17.6 18.0 18.12Excalibur (United States)  210 11.5 18.0 4.30Maserati (Italy)  400 12.6 18.0 6.21Rolls-Royce (United Kingdom)  1,200 10.7 18.0 29.67
Total 7,484  59.04

We attach a more complete chart which includes similar estimates for 1979 and
1980, indicating extra consumption of petroleum of 136.52 and 128.11 barrels per
day, respectively. These include Aston Martin and Lamborghini which also have
requested exemptions. Their combined losses are estimated at less than 5 barrels
per day during 1979 and 1980.
Without belaboring the point, it should be self-evident that these "worst case"

losses are literally a drop in the bucket compared with daily fuel usage in theUnited States of 17 million barrels per day, 5 million of which is attributable topassenger automobiles, according to the NHTSA (44 Fed. Reg. 3738, January 18,1979).

THE BURDENS IMPOSED ON NHTSA AND ON LOW VOLUME MANUFACTURERS BY
SECTION 502(C)

In its January 1979 Report to the Congress on the Automotive Fuel Economy
Program, NHTSA discussed the administrative burdens imposed by section 502(c) of
the Act:
"Experience in administering this section of the statute demonstrates:
"1.—The time consumed in the process of setting an alternative standard (espe-

cially the information gathering), by both the manufacturer and NHTSA, is not
justified by the possible fuel economy gain. The process is particularly burdensome
on small manufacturers because of the effort necessary to gather or develop re-
quired data and information to support their exemption petitions.
"2.—Small manufacturers have been less able to predict future fuel economy

improvement than large manufacturers because their technical expertise is very
limited and their dependence on suppliers makes them unable to control their
access to advanced technology.
"3.—Low volume automobile manufacturers typically do not have the engineering

or financial resources for changing current methods of operation.

"No significant fuel savings can be obtained from the low volume manufacturers.
Alternate standards, set at the maximum feasible level, impose a heavy regulatory
burden on small business, and use NHTSA's resources on tasks that conserve little
fuel.
"Based upon this conclusion, the most logical alternative appears to be to exempt

these companies from the provisions of the statute. a a a Therefore, the Department
recommends that automobile manufacturers producing fewer than 10,000 vehicles
per year be exempt from both the fuel economy standards and the statute's semian-
nual reporting requirements."
We are informed that NHTSA devotes about 4,000 manhours each year to the

processing of applications for exemption for low-volume manufacturers as follows:
one full-time engineer and one-quarter of the time of four other persons—an econo-
mist, an engineer, and two attorneys. This does not include the support and review
activities. This diversion of NHTSA's resources would seem to be completely unjusti-
fied since the saving is less than 150 barrels of fuel per day against a total
consumption of more than 17 million barrels per day.
Each of the eligible low-volume manufacturers is, by definition, very small by

automotive industry standards and can ill-afford the diversion of engineering capac-
ity required by the statute. We, of course, do not have available information from
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the various companies and can only estimate in a rough way that this burden must
be at least as severe on the executive and engineering staff of the companies as it is
on the NHTSA.
One of our members, for example, has determined that its engineering staff spent

nearly 500 manhours in preparing each of its two petitions for exemption, preparing
supplementary information and complying with the semiannual reporting require-
ments. For the small companies that would be covered by this exemption, 500
manhours constitutes a major diversion of the total available professional time for
compliance with safety, emissions, and fuel economy standards.
We urge this Subcommittee to take account of the "real world" experience with

section 502(c) during the past three years. This experience tells us that whatever
concerns Congress may have had in enacting statutory safeguards around the LVM
exemption, these concerns have not been justified in the marketplace. Very few

manufacturers have requested exemptions. Thkose that have, have been very small.
The total number of vehicles exempted has been insignficant. The "worst case"
amount of extra gasoline consumed has been negligible. In the meantime, fuel
shortages and the so-called gas guzzler tax have given all manufacturers, including
the LVMs, incentives to improve fuel efficiency, regardless of the availabilty of the
exemption.

CONCLUSION

In conclusion, Mr. Chairman, we appreciate your invitation to join the Subcom-
mittee in reviewin the operation of this statutory provision. We strongly support
the Administration s proposal, as recommended by NHTSA, that LVMs be exempted

from the CAFE standards.
We think that it is obvious that the burdens outweight the benefits. The burdens

to NHTSA and the LVMs cannot be justified by the negligible savings of fuel.
Thank your for your attention. I will try to answer any questions that you may

have.
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[Whereupon, at 12:45 p.m., the hearing recessed, to reconvene at
the call of the Chair.]





ADDITIONAL ARTICLES, LETTERS, AND STATEMENTS

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, D.C., December 13, 1979.
Hon. HOWARD W. CANNON,
Chairman, Committee on Commerce, Science, and Transportation,
Dirksen Senate Office Building, Washington, D.C.
DEAR HOWARD: I am writing to express my support for Section 3 of S. 2010, the

bill you have introduced to amend the Motor Vehicle Information and Cost Savings
Act. By correcting an oversight in current fuel economy regulations that would
needlessly dissuade foreign automobile manufacturers from increasing the extent of
their production and purchasing in this country, this section of the bill will signifi-
cantly benefit American labor. If left unchanged, these regulations could damage a
promising source of new job opportunities for American workers.
In certain unanticipated situations, the Motor Vehicle Information and Cost

Savings Act has proved to have consequences far different from what Congress
intended. Title V of this act was intended to prevent domestic automobile manufac-
turers from including so-called "captive imports" in their total corporate fleets for
purposes of meeting corporate average fuel economy (CAFE) standards by requiring
that a manufacturer's domestic and imported fleets must be separated for calcula-
tions of CAFE. It defines the domestic fleet as comprised of only those cars that
have at least 75% of their value-added content produced in the United States and
Canada. This provision was designed to discourage American manufacturers from
importing large numbers of small fuel-efficient cars simply in order to meet CAFE
standards—at the cost of the jobs of American automobile workers.

Unfortunately, this provision also discourages foreign automobile manufacturers
from establishing or expanding production facilities in the United States and in-
creasing their use of American labor. For example, Volkswagen of America manu-
factures one of its most fuel-efficient cars, the Rabbit, in the United States, while
continuing to import its less efficient cars. If the U.S. value added content of
Rabbits exceeded 75%, Volkswagen would have to divide its fleet in two to calculate
CAFE, and would be unable to meet CAFE standards without severely restricting its
imported line. The only economically-sensible option for Volkswagen would be to
limit the American value-added content of its Rabbits.
To remedy this unwelcome "backlash", the Department of Transportation has

proposed to permit any manufacturer who commenced production in the United
States after December 22, 1975, to combine its domestically-produced and imported
lines in a single corporate fleet for calculating CAFE. I think that this proposal,
which is incorporated in Section 3 of S. 2010, is the simplest and most effective
means of achieving the results desired.
Volkswagen of America now employs 5,000 people at its Pennsylvania plant, and

it has created countless spin-off jobs through its American suppliers. Without this
legislation, companies like Volkswagen would be dissuaded from increasing their
utilization of American labor. Other foreign automobile manufacturers would be
dissuaded from beginning operations here. With or without this legislation, the
average fuel economy of the cars sold in this country will likely be the same. The
only question is whether those cars will be made by Americans or not.
This is, therefore, legislation that will not lead to reduction in the energy-efficien-

cy of the automobiles on our roads; the only reductions it will produce will be in the
growing ranks of unemployed American automobile workers. I repeat my support
for this section of S. 2010 and my hope that it will meet with the approval of the
Committee on Commerce, Science, and Transportation.

Sincerely,
JOHN HEINZ,

US. Senate.

(89)
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U.S. GOVERNMENT,
SMALL BUSINESS ADMINISTRATION,

Washington, D.C., January 25, 1980.

Hon. HOWARD W. CANNON,
Chairman, Committee on Commerce, Science, and Transportation,
U.S. Senate, Washington, D.C. 20510
DEAR MR. CHAIRMAN: I am writing this letter to express my support for S. 2021,

your proposed amendment to the Motor Vehicle Information and Cost Savings Act.
This amendment would exempt automobile manufacturers producing fewer than
10,000 vehicles per year from both the fuel economy standards and the semiannual
reporting requirements.
The Office of Advocacy, as you know, is charged with advocating the views of

small business in the formation of federal policies. The proposed exemption for low-
volume manufacturers from these fuel economy requirements is a very appropriate
response to the need for balancing the cost of compliance to small businesses with
the benefits to be achieved. Considering the fact that the average small vehicle
manufacturer produces less than 300 vehicles annually (except for Checker Motors
and Rolls-Royce, which produce respectively about 5,000 and 3,500 annually), the
cost per vehicle of meeting these requirements is far out of proportion to the
gasoline potentially saved. In addition, the Department of Transportation would be
relieved from the task of reviewing requests for exemptions from these manufactur-
ers. This amendment is a fine example of how the application of the concept of
regulatory flexibility results in better government. Such legislation highlights the
importance of the small business regulatory flexibility bills presently being consid-
ered by Congress: H.R. 4660 with 248 cosponsors and S. 299 with 28 cosponsors.
Thank you for this opportunity to express my views. I would request that this

letter be made part of the record of your hearing on this amendment.
Sincerely,

MILTON D. STEWART,
Chief Counsel for Advocacy.

STATEMENT OF THE AVANTI MOTOR CORP., SOUTH BEND, INDIANA

We at Avanti Motor Corporation are certainly supportive of the government's
concern about excessive energy consummation and the resulting emphasis on auto-
mobile fuel economy. We feel, however, that regulations governing mileage per
gallon requirements should not be applied to small manufacturers such as Avanti
Motor Corporation.
Our annual production is approximately 175 units per year. Even with the in-

creases which we plan to make in the next few years, we have no anticipation of
ever building in excess of 225 cars per year.
Since we are a low volume producer, it is cost prohibitive for us to design,

develop, engineer and produce our own power plant. We therefore purchase our
engines and transmission from a major manufacturer. The need to acquire engines
and transmissions on the outside means that we are also dependent upon outside
technology for efficient engines.
Short of vast assistance from the government for research and development, only

the major auto manufacuteres are in a position to solve gasoline economy problems
through the development of more fuel efficient engines.
We firmly believe that the engineering skill of the major manufacturers will

ultimately provide answers to the fuel consumption challenge. In fact, these an-
swers are already being provided as evidenced by the improvements made in fuel
economy in recent years.
Even with a dependency upon outside technology, our own mileage figures are

now and always have been equal to or better than cars in our competitive class.
However, we make only one car model and not several models as do the larger
automobile manufacturers; thus, we do not have the advantage of corporate averag-
ing when trying to satisfying the government's requirements.

Corporate average fuel economy standards have the effect of qualifying some
model cars offered by major manufacturers that perhaps are less fuel efficient than
others made by a smaller manufacturer that does not also make a small four
cylinder automobile.
Further, even with a differential between our average miles per gallon and the

federal standard, the impact of this difference is such that our entire production
would hardly use in additional fuel the amount of gasoline pumped by one corner
gas station during an average month.

•
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AO,

Therefore, because of:
1. Our Extremely Low Production Volume,
2. Our Dependency Upon The Technology of Others, and
3. Simple Common Sense;

we would encourage amending Title V of The Motor Vehicle Information And Cost
Saving Act To Exempt Small Manufacturers From Complying With The Fuel Econo-
my Standards And The Semi-annual Reporting Requirements.
We have appreciated the opportunity to offer these comments for your considera-

tion.

STATEMENT OF KENNETH W. CLARKSON, PROFESSOR OF ECONOMICS, LAW AND
ECONOMICS CENTER AND UNIVERSITY OF MIAMI SCHOOL OF LAW, CORAL GABLES,
FLA.

In recent months, the financial plight of Chrysler Corporation has focused public
attention on the future of the automobile industry in this country. The proposect of
the failure of one of the nation's largest companies and the resulting loss of jobs was
a primary force behind the direct government aid to the troubled automobile maker.
Contributing to Chrysler's problems and significantly affecting all automobile manu-
facturers has been the millions of dollars of additional investment required to meet
government safety, pollution and fuel efficiency regulations. Up to now, however,
few have argued that these regulations should be reevaluated or at least reexam-
ined to determine whether some components could be changed to provide some
relief for financially troubled manufacturers without significantly sacrificing the
objectives stated in the acts.
The three bills now under consideration appear to be at least steps in the right

direction because they represent a realization that more flexible fuel economy
standards may help smaller automobile manufacturers while still maintaining the
basic goals of conserving energy and maintaining American jobs. The discussion
that follows will show that going beyond S. 2035, which would aid only American
Motors Corporation, and repealing Section 503(b) of the Energy Policy and Conser-
vation Act of 1975 (EPCA) to allow the mileage of foreign imports to be included in
calculating corporate average fuel efficiency standards (CAFE) may actually help
save American jobs.

Section 503(b) of the EPCA specifies the rule for computing minimum fuel econo-
my standards for each manufacturer's production of passenger automobiles sold in
the U.S. This regulation was included in th EPCA to save American jobs and the
National Highway Traffic Safety Administration has indicated that the
Iciongressional intent of this provision was to discourage domestic manufacturers
from importing large numbers of fuel efficient vehicles to the detriment of employ-
ment in the U.S. automobile manufacturing industry." An evaluation of this section
suggests that modification of the law would not have a major effect on the Act's
objectives while it would help financially troubled firms. It would also have the
desired effect of providing some relief to employees that would be affected by
production shutdowns and layoffs.
When EPCA was passed in 1975, motor vehicle manufacturers were required to

meet specified CAFE standards. The standards must be applied to each manufactur-
er's entire fleet of passenger automobiles sold for use within the United States.
Through model year 1979, imports that were built for and sold by domestic manu-
facturer's dealers ("domestic sponsored imports") were included in CAFE. As of 1980
model year, domestic sponsored imports may not be included in the fleet fuel
economy average. For the big three domestic automobile manufacturers the effect of
this regulation is to lower CAFE since the average fuel economy rating of domestic
sponsored imports is greater than the average rating for cars produced in the U.S.
Over the past two decades, many consumers have concentrated their purchasing

dollar on characteristics of cars other than fuel consumption. THis is not surprising
since the real constant dollar price (in 1979 dollars) of gasoline had fallen from $.87
per gallon in 1955 to $.82 per gallon in 1977. Even with today's $1.00 per gallon
prices, a 10-mile-a-gallon automobile driven 10,000 miles would translate into a
yearly increase from the cost in 1955 of only $130 when expressed in 1979 dollars.
The major full line manufacturers faced with these market conditions pursued

different strategies for maximizing the returns to their individual corporations.
Rising gas prices in the mid-1970s did prompt increased offerings of smaller auto-
mobiles but all three manufacturers initially started by offering domestic sponsored
imports. GM, for example, offered the Opel, and Ford the Cortina at their respective
dealerships.
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With increased volumes and projected continued demands for smaller cars, Ford
and GM each introduced its own domestically produced smaller car. In 1971, Gener-
al Motors offered the Vega, and Ford the Pinto. Subsequently, GM and Ford used
different strategies to fill the high mileage demand. Ford chose to offer a domestic
sponsored import (the Fiesta) and GM chose to produce the Chevette in the United
States. Through this period, Chrysler relied more heavily on domestic sponsored
imports including the Cricket (1971-1972), Colt, and Arrow, but has recently pro-
duced the Horizon and the Omni, both of which are powered by imported engines.
An examination of this strategy seems to reveal that the domestic manufacturers
initially offer foreign imports until a sufficiently large (and continued) volume is
expected.
This strategy also appears to be the least costly. Only three domestic automobile

assembly plants produce less than 100,000 cars annually, and more than half of all
plants produce more than 200,000 vehicles. This suggests that the efficient scale of
operation must lay somewhere between 100,000 and 200,000 units. Domestic spon-
sored imports have never exceeded 225,000 units (or about 2 percent of total sales)
and the peak for a model—a domestic sponsored import—was the Ford Fiesta
(76,145) in 1978. Thus it is not surprising that U.S. companies have relied on
overseas operations to satisfy the initial demands for a fuel economy (or any
specialized) vehicle.
A review of the legislative history of EPCA reveals at least some members of the

Senate were originally in favor of including imports in the CAFE calculations. In
the original 1975 bill (S. 1883) "each manufacturer [would be required] to comply
with the applicable minimum average fuel economy . . . of all automobiles or light
trucks . . . produced and imported for sale in the United States by the manufactur-
er in a given model year." The house version of the bill (H.R. 7014), however,
required separate CAFE calculations for passenger automobiles manufactured in
the U.S. or Canada and for those manufactured outside the U.S. or Canada. In the
Senate-House conference, it was resolved that the two part calculation would pre-
vail except for model years 1978 and 1979. (A percentage of domestic sponsored
imports could be included in the calculation of the overall fleet average in these
model years.)

It is interesting to note that Chrysler, who has been the hardest hit by the
regulation excluding domestic sponsored imports from the CAFE calculation, would
benefit the most from revising it. As the table below shows, Chrysler sold over 50
percent of the domestic sponsored imports in 1977 and 1978.

DOMESTIC SPONSORED IMPORTS

1978 Percent total 1977 Percent total

Plymouth Arrow 26,825 13.2 47,345 22.2
Champ 1,471 0.7  
Sapporo 11,737 5.8 1,406 0.7

Dodge Colt  44,066 21.7 70,679 33.1
Colt Hatchback 1,663 0.8  
Challenger  17,717 8.7 1,832 0.9

Ford Fiesta  76,145 37.6 40,549 19.0
Lincoln-Mercury Capri 4,079 2.0 22,458 10.5
Buick Opel  19,222 9.5 29,067 13.6

Total cars 202,925 100.0 213,336 100.0
Percent of total import cars  10.2  10.3
Percent of total auto sales  1.8  1.9

Source: Wards Automotive Yearbook.

General Motor Corporation estimates that a 1/4 mile reduction in the CAFE would
save $1 billion in investments. Given Chrysler Corporation's current mix of U.S.
produced automobiles and domestic sponsored imports, this could save Chrysler
between $100 and $250 million each year.
Thus, the inclusion of domestic sponsored imports in the CAFE calculations would

allow the objective of fuel economy to be met while helping to save American jobs
by aiding Chrysler in getting back on its feet.
The proposed three-year carry-forward carry-back credit allowance in S. 2010

would also help by allowing automobile manufacturers more flexibility in planning
for their compliance with the fuel economy standards.
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In summary it can be said that however important the goal of fuel efficiency is,
serious consideration should be given to the impacts of the specific regulations on
the automobile industry. Regulation can be tailored so that its goals are achieved
with the lowest cost to the industry. The inclusion of domestically sponsored im-
ports in the CAFE calculations is one step in the right direction.

STATEMENT OF THE AMERICAN IMPORTED AUTOMOBILE DEALERS ASSOCIATION

The overwhelming requirement of the United States automotive industry today is
that it greatly increase its production of small, fuel-efficient vehicles. Every indus-
try analyst, every economist who has studied the present situation, even the daily
sales reports confirm this need.
Some have attempted to interpret today's automotive market as a struggle be-

tween domestic and imported automobiles. Such an interpretation can only be made
by distorting many market figures and ignoring others. The clear fact that emerges
from every sales report is that the prospective automotive purchaser today is
looking for fuel efficiency first, before any other consideration.
In 1979, imported automobiles attained a U.S. market penetration of 21.8 percent,

the highest figure on record for imported automobile share-of-market. Total import-
ed car sales were 2.3 million units, demonstrating conclusively that there is a large
and hungry market for new cars—but that market is not interested, essentially, in
the larger, less fuel-efficient automobiles that domestic manufacturers continue to
offer.
That this increase in imported car sales was due to public demand for small cars,

however, and not necessarily imported cars is amply proved by the fact that domes-
tic small cars increased their share of market in 1979 to a greater degree than did
imported cars. Imports increased their market share in 1979 to 21.8 percent, up
from 17.7 percent in 1979, taking over an additional 4.1 percentage points.
In the same period, however, domestic small cars took over 5.2 additional percent-

age points, growing from 28.5 to 33.7 percent of the U.S. market.
The largest selling small car in America is GM's Chevette. Three other small

domestic cars outsell the leading imported model. There are 44,000 backlogged
orders for the Buick Skylark, by way of example.
For the U.S. automobile industry to prosper—with all the attendant benefits to

employment, gross national product and advances for support induatries—the man-
ufacturers must increase, by a considerable dimension, the proportion of smaller
cars they offer customers. It would appear that the manufacturers are making these
changes as speedily as the huge volume of production permits. The required invest-
ment for such a production changeover is, of course, enormous.

It should be noted, in passing, that the criticism that has been leveled against the
domestic industry for failing to anticipate the explosive growth in demand for
smaller cars has been largely unjustified. In January of 1979, only a year ago,
demand for larger cars was so strong, the domestic industry expressed real concern
that it could not meet the Corporate Average Fuel Economy Standards unless the
market for small cars expanded. Public disinterest in small cars was such that
imported car sales declined by 50,000 units in 1978. In January of 1979, imported
automobile stocks were at an all-time level and manufacturers were sponsoring
intensive sales campaigns and discounts to reduce swollen dealer inventories.
President Carter s call, on February 27, 1979, for standby gasoline rationing

authority, followed in April by the gasoline shortages on the West Coast and
subsequent long lines at stations, turned the market around completely. Big cars
became a drug on the market and small car sales soared. Since the imported car
dealers had the most small cars available, import sales went to new highs.

Clearly, it is in the best interests of the United States for the Federal Government
to encourage the production of small, fuel-efficient automobiles in the United States.
The 4,500 small businessmen in America who sell and service imported automobiles
and their 140,000 employees support this concept whole-heartedly. This support
involves far more than just lip-service.
In 1973, the American Imported Automobile Dealers Association sent a special

team to Germany, to meet with the Federal Republic Ministers of Economics and
Finance, with the chairman of the Deutsche Bank, and with directors of Volkswa-
genwerke AG, to persuade them that a U.S. manufacturing facility for Volkswagen
was essential to the future of their American dealer body. In 1978, AIADA carried
out two missions to Japan, to speak with Japanese manufacturers on the same
subject.
In order to assure the continued growth of small car production in the United

States, the members of AIADA express their support for S2010, the "Automotive
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Fuel Economy Amendments of 1979," and in particular for Section 3 of the act.
Permitting a manufacturer to average U.S. assembled automobiles with imports for
the purpose of calculating Corporate Average Fuel Economy, if U.S. production
began after December 22, 1975, would have several beneficial effects:

1. It would enable Volkswagen of America to increase the U.S.-made content in its
Pennsylvania-built Rabbits and trucks, without jeopardizing future compliance with
the CAFE standards for its somewhat less fuel efficient Porsches and Audis. This
would promote U.S. employment and U.S. business activity.

2. It would encourage Japanese manufacturers to accelerate plans for U.S. manu-
facturing and assembly operations, a step that would greatly increase U.S. produc-
tion of small cars.
AIADA does not favor an across-the-boards merger, for CAFE purposes, of import-

ed and domestic automobiles, simply because this would reduce the incentives for
domestic manufacturers to increase their production of small cars in the U.S. In
1979, ten percent of all imported car sales were due to "captive" imports brought
into this country by Ford, General Motors and Chrysler. Replacement of these sales
with domestic product of equal efficiency and quality should be the immediate goal
of the domestic auto makers. AIADA would not support an amendment that would
permit Ford and General Motors to merge their domestic and imported models
under the CAFE standards, simply because it would remove the urgency for these
corporations to produce small cars in this country.
A special exemption for the Chrysler Corporation, extending, for a period not to

exceed two years, its ability to merge domestic and imported car sales for CAFE
purposes would seem to us to be a reasonable action. The condition of many
Chrysler dealers is precarious and without the captive imports they now sell, their
continued survival and the jobs of their employees would be jeopardized.
AIADA also would like to offer its strong endorsement of the amendment to

exempt manufacturers of fewer than 10,000 vehicles annually from the Corporate
Average Fuel Economy standards. Virtually no fuel saving is realized from forcing
such standards on the low-volume manufacturers, but the cost in jobs and lost
investment were these companies to be forced out of the U.S. market would be
considerable. Below 10,000 units, such standards are neither fuel nor cost-effective.
Their impact is entirely negative and such small manufacturers should be exempted
from them.

STATEMENT OF THE MOTOR VEHICLE MANUFACTURERS ASSOCIATION

The Motor Vehicle Manufacturers Association of the United States, Inc., is
pleased to comment on the "Automotive Fuel Economy Amendments of 1979." In
particular, we would like to express support for Sections 4, 5 and 6 of S. 2010, which
contain the provisions of S. 1583.
The Energy Policy and Conservation Act of 1975 (EPCA), which amends Title V of

the Motor Vehicle Information and Cost Savings Act, requires automobile manufac-
turers to meet corporate average fuel economy (CAFE) standards. The Act estab-
lished passenger automobile standards for model years 1978 through 1980 and for
1985. The Act further directed the Secretary of Transportation to set 1981-1984
passenger automobile standards, as well as non-passenger automobile (light truck)
standards beginning with the 1979 model year. The Department of Transportation
has since established these car standards and model year 1979-1981 light truck
standards. To date, all domestic automobile manufacturers have met or projected
that they will meet the prescribed fuel economy standards through model year 1980.
However, manufacturers have testified publically that meeting the progressively
more strigent CAFE standards of future years will be increasingly more difficult.
In addition, EPCA imposes a severe financial penalty on any manufacturer whose

corporate average fuel economy falls short of the applicable model year fuel econo-
my standards. However, the law also provides a system for assigning credits to
manufactuers whose fleet performance is superior to the prescribed standards. Such
credits can then be applied against any CAFE shortfalls, and thus against the civil
penalties imposed, but only in the year immediately preceeding or the year immedi-
ately following the model year in which the credits are earned (a one year "carry
forward and carry back").
The "Automotive Fuel Economy Program Third Annual Report to the Congress"

issued by the Department of Transportation in January 1979 stated: "The Depart-
ment recommends that credits be allowed to be carried forward (or backward) for
three years to enable manufacturers to benefit from their early conservation efforts
and better balance future planning." The Report goes on to point out that "A
number of manufacturers hae raised the point that failure to meet the fuel economy
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,

standards involves a violation of the law, regardless of whether the shortfall in-
volves a penalty or involves the use of credits being carried forward or backward.
The manufacturers have expressed a strong reluctance to engage in any corporate
planning that would involve violations."
MVMA strongly endorses Sections 4, 5 and 6 of S. 2010 and S. 1583 for two

reasons. The legislation, first, would provide that the credits earned by manufactur-
ers for exceeding a particular year's fuel economy standard could be carried forward
or backward for three years, rather than only one. Second, it would make clear that
the failure of a manufacturer to comply with an average fuel economy standard in a
given year shall not be considered "unlawful conduct" provided that the manufac-
turer has sufficient credits in the immediately preceeding three years and in the
immediately following three years to wholly offset the penalities which would
otherwise accrue.
The proposed legislation will not by itself resolve the very difficult problems

manufacturers will have in meeting increasingly more stringent CAFE require-
ments. Meeting these increasingly more stringent CAFE requirements involves
greater risks in technological development, product design and market acceptance.
Thus, extending the period in which credits may be earned would enable motor
vehicle manufacturers to benefit from past and future conservation efforts. It would
also allow these manufacturers to better balance long-term product planning.

STATEMENT OF HOWARD G. PASTER, LEGISLATIVE DIRECTOR,
INTERNATIONAL UNION, UAW

Mr. Chairman, the International Union, UAW, appreciates the opportunity to
submit this brief statement for the hearing record on several proposed amendments to
Title V of the Motor Vehicle Information and Cost Savings Act. We understand the
Subcommittee has before it S. 1583 (Mr. Riegle), S. 2010 (Mr. Cannon), S. 2035 (Mr.
Nelson), and additional recommendations from the Administration.
The various proposals raise four issues on which we would like to comment:

Three-year carry forward/carry back

This proposal, originally advanced by the Department of Transportation this time
last year, would permit automobile manufacturers to use credits earned when they
exceed the corporate average fuel economy (CAFE) standards for up to three years.
Present law provides that such credits may be carried back or forward one year. S.
1583, S. 2010 and the Administration proposal would all change the one year carry
forward/carry back to three years and the UAW supports this concept.
The purpose of establishing CAFE standards is to achieve overall fuel savings. To

the extent that a manufacturer exceeds the standards in a given model year a
permanent improvement in fuel efficiency for the entire fleet is realized and allowing
use of the credit received for up to three years will not diminish realization of the
composite fuel savings anticipated under the CAFE program. The recommendation
provides some flexibility in the regulatory program without an energy penalty and we
urge its adoption.
The UAW also supports a related provision as set out in S. 2010 to change the

definition of "unlawful conduct" so as to ensure that manufacturers who avail
themselves of the three year carry forward/carry back do not encounter unjustified
legal risk. This is a necessary change to accompany enactment of the three year
provision.

Domestic production by foreign manufacturers

This issue is also addressed in S. 2010 and the Administration recommendation. The
purpose of the proposed change in the law is to permit foreign manufacturers who
establish domestic auto production facilities to maintain a single CAFE combining

,,- their domestic and foreign production. When the original law was passed the UAW
supported a provision which gradually eliminated the right of domestic manufactur-
ers to count captive imports in their CAFEs. The purpose was to encourage domestic
production of relatively fuel efficient autos.
As the situation has developed since passage of the law, Volkswagen has begun U.S.

• manufacture and we are hopeful other foreign auto companies will follow their lead.
However, in order to encourage these foreign concerns to not only locate in the U.S.
but also to achieve a high level of U.S. content in their finished products it is
necessary for them to have a single CAFE combining relatively efficient, high volume
models produced in the U.S. with less efficient, lower volume models produced abroad.
The fact is that this proposed change in the law will serve precisely the same goal as

the original Act, i.e., to encourage domestic manufacture of relatively fuel efficient

)
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autos. However, in the case of foreign companies it is necessary to achieve this goalwith the proposed amendment. We are convinced this legislation will increase U.S.employment while increasing the availability of relatively fuel efficient autos built byU.S. workers with U.S. produced parts, steel, rubber, etc.
Renault-AMC phase-in
S. 2035, introduced by Sen. Nelson, has as its purpose the same objective as the itemimmediately above—domestic production of relatively fuel efficient autos—but pro-poses to achieve this goal in a manner which will solve a unique problem confrontedby American Motors in its new relationship with Renault. The UAW supports S. 2035because we believe it will not only keep American Motors' domestic auto productionlines open in the early 1980's, but provide a necessary transition to the domesticproduction with domestic parts and supplies of Renaults now made in France.To achieve the combined objectives of keeping AMC in the automobile business andencouraging U.S. production of Renaults it is necessary to provide a short-termmodification in the content rules while combining the AMC and Renault CAFEs.Within a reasonable time period the Renault production will realize the 75 percentU.S. content rule and the combined AMC-Renault CAFE will then conform withpresent law. The Nelson bill may justly be viewed as a bill to enhance domestic autoproduction.

Low-volume manufacturers
This issue is addressed by Chairman Cannon's bill and the Administration, andprovides an exclusion from the CAFE rules for manufacturers whose worldwide salesare less than 10,000 vehicles a year. We have no objection to this provision; thenumber of cars produced by the affected companies is too small to be of concern.Mr. Chairman, on a related matter, though not raised as an explicit topic for thesehearings, the UAW strongly feels that the inclusion in CAFE calculations of policecars and ambulances is an oversight that should be corrected.
First, EPCA's inclusion of police cars and ambulances in CAFE is inconsistent withsubsequent U.S. government policy, which benefitted from additional consideration ofthe issue. The so-called "gas guzzler tax" section of H.R. 5263, for example, excludesfrom the tax "any vehicle sold for use and used. . . as an ambulance . . . or. . . forpolice or other law enforcement purposes . . ." Similarly, Executive Order 12003 ofJuly 20, 1977 empowers the GSA Administrator to exempt automobiles "designed tobe used in law enforcement work or emergency rescue work" from rules barringExecutive agencies from purchasing cars that do not exceed EPCA standards for theyear of purchase.
Second, for a number of reasons Chrysler Corporation's sales of police cars farexceed that company's overall share of the U.S. new car market. As a result, inclusionof these vehicles in CAFE hurts Chrysler disproportionately.
Thank you for affording us the opportunity to submit this statement for the hearingrecord.
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