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Mr. Chain11an and Members of the Couunittcc: 

am pkascd to appear be [ore your Conuni ttcc to Ji scuss tile potent .i ;d 

of the J\utomotive Fuel Economy Program w1Jer Ti tlc V of the l'>lotor \!chicle 

Inforn1;1tion and Cost Savings J\ct in the 1986-1995 pcrioJ anJ Senator 

~fad.son's proposal to raise the automotive fuel economy standards in the 

post-1985 period. With me today arc Joan Claybrook, the Administrator of 

the N.:.itional llighway Traffic Safety Administration (MITSJ\) and 110\.;ard Dugofr, 

the Administrator of the Research and Special Projects Administration (RSPJ\). 

Senator Jackson has introduced a proposal, one of four offcreJ ;1s 

:u11c11J111cnts to the Administration's Transportation IJ1crgy Ef ficicncy bil 1 

(S.2015), to raise the mandate<l fuel economy standards for the post-1985 

autornohilc fleet above the existing 1985 stan<lar<l of 27 .5 miles per gallon. 

/\not her arnen<lmcnt, coupled with this proposal, would prov i<lc the :iutrn1u ~cTs 

h'i th a t~L\: incentive -- accelerated depreciation -- <lcsignc<l to case the 

burden of the increased capital investment required to gear up plants for 

p roclud ion of automobiles with much higher fuel economy. 111e last two 

:cunenclmcnts aJJrcss a different subject, attempts to increase the fuel 

economy of the _existing American automobile and truck fleet, and arc not 

williin the scope of this hearing. 

~ly rern.:irks will be conf inc<l to the topic of this hearing. that is, 

how our nation can best insure that those automobiles produced after 1985 

will continue to have improved fuel economy and how our government can best 

assist the automobile manufacturers to achieve this goal in view of the 

massive capital investments required. 
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For several years, and m:>st intensively over the past few n:onths, the 

Department of Transportation has examined in scm= detail this particular 

issue and related conceITlS. In no other sector of the econany is there felt 

the vise-like squeeze of national energy goals ~eting national econanic and 

employment goals, as there is in transportation in general and the autarotive 

industry in particular. 

Clearly, a lead item on our national agendy is the reconciliation of 

these goals -- for they need not be in conflict. But the distance we still 

have to travel to bring them together is great and may be treasured in the pain 

we are experien_cing today :in oil dependency on the one hand and in unemploy­

IIElt and :industrial red-ink on the other. 

Cons icier these uvrn.m:mtal sets of facts : 

First, .AIJ:erica today is still far too dependent on :imported crude oil 

than at any t~ in the past. Imported oil in 1979 accounted for 44 percent 

of all oil consl..llled in this country. Over 50 percent of the oil was consl..llled 

by transportation, 36 percent by the private autarobile and light trucks. 

We have c~ to recognize the fragility of this foreign oil supply and its 

susceptibility to frequent and possibly prolonged interruption. Indeed, it 

is this tmcertain prospect of gasoline availability -- as well as price -­

which we believe has caused the shift in the auto market. 

Second, our dependence on foreign oil is coomanding an increasing 

portion of our nation's wealth. In 1975, inported oil sold for $12.70 per 

barrel and total oil imports cost our nation $27 billion. By December 1979, the 

price had roore than doubled to $28.91 per barrel and the 1979 irrported oil 



bill totaled more than $60 billion. 111is year that figure will approach 

$~)0 billion. 

111ese payments have a devastating impact on our economy, on inflation, 

on cmrloyment, on our balance of payments and the value of the Jollar. 

Moreover, the pervasive nature of energy as the resource that drives all 

that we do has triggcrcJ a re-adjustment of this nation's way of l iCe. 

lt is requiring, in particular, a massive transition in our domestic economy 

and in a mnnbcr of sectors is creating a capital scarcity to rival the energy 

sc;,ircity. 

One sector which is so affected is the auto industry, an industry 

historically central to our economy. 

Houghly one out of every six jobs in the COWltry is related to the 

m1to industry. lt accow1ts for almost nine percent of our 111;111uf;.icttu-ing 

output, 18 percent of wholesale and 20 percent of retail sales. It 

cons1m1cs over one-fifth of the nation's steel supply. over half of the 

rnbbcr, one fourth of the glass and significant percentages of plastic, 

alwninurn, electronics and other commodities. 

Today, as you know, the auto industry and the industrial base 1\'11.ich 

undcrgirds it, arc in trouble -- in part because of the energy situation 

;m<l the industry's failure to anticipate it fully, in part because of 

carefully structured industrial strategies of other nations which have 

targctted on this market. 

The result of these forces converging is a massive and painful 

conversion of the auto industry. In the next five years, domestic auto 

makers will spend an estimated $70 billion to re-tool the industry. 
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They must make these expenJiturcs at a t.imc of economic setbacks -- Ford 

reported a North American negative operating cash flow of $1.1 billion last 

year, General Motors $.5 billion an<l Chrysler $1.S billion -- anJ at a time 

when the market for l;.irge cars, whose sales woul<l ordinarily have financed 

the tr;msi tion, has largely <lisappearcJ. In 1977, s;.tlcs of full-si::eJ cirs 

in thj s country held a sol id 30 percent of the m;irkct; tod;1y th;1t share has 

shrunk to 14 percent. Sales of small cars to<lay account for 60 percent of 

the m:1 rkct an<l SO percent of them arc imports. 

The result of this domestic shift is financial <listress for the 

industry, for the \vorkcrs and, potentially, for the regions in which the 

companies' operations arc located. 

Fw1Jamcntally, then, the industry which has in the p;.ist rebotm<lcd 

from cyclical market shifts, now faces a structural market rcJcfinition 

one \\hi ch is rc<lcfining the <lomcstic auto in<lustry, as \-:ell. 

ln 1975, the Congress, recognizing the seriousness of the drastic 

changes in the price and availability of imported crude oil, initiated a 

mandatory fuel economy program. This program has proved a w1iquely valu3blc 

tool in conserving energy and, ultimately, in assisting in maintaining the 

viability of domestic automakers facing international competition. The 

benefits of this program and the larger energy conservation program that has 

been launched are vast: 

* As a result of Federally mandated fuel economy standards we anticipate 

an overall savings to this country in the next 5 years of roughly 53 billion 

gallons of gasoline compared with the fuel consLD'llption of vehicles at the 

1977 average levels. Indeed we are already witnessing a reduction in national 

gasoline utilization. 
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Between 1978 and 1979, gas conslll1ption decreased by roughly 3.7 billion gallons. 

* The average new <lomcstic car is alreadv more fue1 efficiP.nt - over 21 miles 

per gallon this year compared to under 13 miles per gallon in 1974 -- and is 

being driven 15 miles per week less. 

* The 1974 danestic ne\\· car fleet averaged less than 13 miles per gallon, 

with no models capable of achieving 30 miles per gallon. 1be 1985 domestically 

produced new car fleet will meet the mandated 27.S miles per gallon fuel economy 

standard and more than 50 percent of the vehicles ·will achieve over 30 miles 

per gallon. 

From all this, I believe, the following tentative conclusions may be dra\m: 

1) Our national interests continue to require of us a major commitment to 

a national energy conservation strategy. Because of transportation's role in 

the nation, and the auto's importance, we regard it as a sound area of 

emphasis. Moreover, the substantial potential for improvenent associated 

with the auto and its use makes it a prime area of opportunity for an irrunediate 

return on our conservation investment. 

2) We must conserve our capital as well, both public and private, 

recognizing that, like energy, it is an increasingly scarce and e~11ensive 

resource, requiring careful and judicious use. 

3) The current Federally mandated fuel economy standards for autos playcJ an 

important role in forcing the industry to anticipate the current market demand for 

fuel efficient cars. 1bis year, while the standards call for 20 miles per gallon, 

in fact, the average car will achieve 21. 5 miles per gallon. For the future we 

would specifically reserve the Federal prerogative to mandate post-1985 standards 

in anticipation of issues regarding projected energy availability and market forces. 



4) 111e world energy reality is a major force in a re-definition of the 

world economy. For autos, this means the emergence of global issues involving 

tmprecedented international competition, capital expenditures, corporate 

stra tcgies and investJnent decisions of long-tenn significance. 

5) The conversion of the auto industry -- itself a response to a shock 

wave is rippling through this nation's industrial base, hitting the 

manufacturing industries which are central to our country's economic might aJ1d 

security. In other n;:itions, the impacts today appear less severe because of 

an earlier intenialization of some of these costs, carefully targetted ex-port 

strategies designed to transfer costs, or government-industry marriages to 

absorb costs in pursuit of long-term national employment and economic goals. 

These tentative conclusions bring us to the question or set of questions 

\\'hi ch this hearing confronts: the measure of fuel economy standards applied 

against a set of industrial and national criteria. 111e questions, I believe, 

are nlF.lerous and require both data analysis and personal judgment to arrive 

at meaningful answers. 

Perhaps the easiest questions to resolve concern technology -- that is 
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the technological capacity of the industry to produ~e a fleet of vehicles which 

achieve a prescribed level of fuel economy. It is our view that future fuel 

economy standards are not likely to be an issue of technology alone. Based on 

previous analysis of this issue, as well as the current capabilities of domestic 

and foreign automakers, it appears that an average fleet fuel economy of 40 miles 

per gallon is technologically feasible by 1995. 

Moreover, a number of as yet unresolved factors -- such as public health 

questions concerning pennissible levels of diesel engine and fuel use or the 

potential availability of battery powered vehicles to contribute toward the CAFE 

could offer even greater technological assurances of our ability to meet these levels. 



A much more difficult and canplex set of questions surround the economic an<l 

social consequences of post-1985 fuel economy, regardless of whether the <lrivc 

comes from Federal standards, market forces or a canbination of the two. What 

will be the impact on the capital resources of danestic autanakers, their size 

and structure? What impacts will be transferred to the larger industrial net­

work of the cotmtry; the workers and the regions? How will it affect our 

position in international economic competition? 

Indeed, these questions pertain with or without the issue of regulation 

per se. We must be prepared to consider the synfuels option and its energy anJ 

economic impacts; the prospects for substantially higher reliance on transit; 

an<l the ;_il I -embracing consideration of the future relationship we seek between 

the public and private sectors in this country. Historically we have adopted 

one particular regulatory model. But other nations \dth whom we must compete 

have other approaches: in some, the model is one of partnership, or promoter or, 

in some instances, the lines are even blurrier. The decisions we reach in our 

pursuit of the twin goals of energy conservation and economic health must take 

into account these issues of industrial policy. 

TI1e issue r8ally is one of the structure of a new relationship between 

government and the private sector in a world where the fundamentals of energy 

cost 3nJ availability and international economic competition have recently 

w1dergone unprecedented re-definition. The task we face as a nation is the 

crafting of a multi-dimensional response -- a package, if you will -- that makes 

the most sense in employing regulations, tax incentives, employment and labor 

policies, trade policies, capital investment strategics, innovation and 

technological advancement and other tools to safeguard our energy security and 

our economic canpetitiveness. 



In fact, it was precisely in recognition of these far-reaching conceTils 

that the Congress, as a part of the Chrysler legislation, directed the Depart­

ment of Transportation to examine the future of the auto industry. Specifically, 

under the tenns of the Chrysler l.oan Guarantee Act of 1979, Secretary Goldschmidt 

is required to make an assessment of the impact of likely energy trends and 

events on the auto industry. TI1e Secretary is required to include infonnation 

on long-tenn capital requirements, rates of technological change, shifting 

market characteristics, regional employment impacts, and the capability of the 

industry as a whole to respond to the requirements of the 1980's. This study, 

h'hich j s Jue in January, 1981, is to be followed by annual reports on the su.rte 

of the auto industry and its interaction with the economy. 

In addition to that charge we received direction from the White House 

Domestic Policy office to examine this set of issues in its broadest context 

looking at issues of the industrial base, trade, productivity, employment and 

more -- to develop policy choices for the govenIDlent which could assure the 

production of fuel-efficient vehicles as well as the future health of the auto 

industry and our manufacturing base. 

The study which is already underway recognizes first that the auto industry 

today is, in fact, an international auto system -- one which affects directly 

the manufacturing economy not only of this country but of Japan, Western Europe, 

as well as a number of developing nations which seek to use the auto industry 

as a prime vehicle for economic development. Thus, any effort to analyze the 

future of our domestic automakers must begin with an analysis of global forces, 

global markets, government and industry policies and practices around the world, 

as well as other key factors which describe this system as a whole. 

Next, we recognize the critical variables to which the industry is 

subject -- most notably energy projections and econCJTJic conditions. Against 
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the backdrop of these known conditions and future projections we are 

describing alternative scenarios of the post-1985 market demand, the 

numbers and types of vehicles required to satisfy that demand, and 

the TUll range of ccmponents used to produce those vehicles -- including 

capital resources, raw materials, labor and other requirements. 

As a final step in defining the shape of the industry under various 

assLITlptions, we will describe alternative responses by the automakers to 

projected market conditions. These alternatives would then frame the 

issue of the future condition of the industry, according to varying 

scenarios. 

At the same time that the technical work is proceeding, we are 

advancing on an analysis of policy instrunents which could be employed 

by goverrunent to effect the industry scenarios. Included in this analysis 

would be the full range of instn.unents available to govenunent and a 

careful assessment of their likely impacts, measured against a set of 

criteria -- including energy conservation, jobs, regional impacts, 

balance of trade; capital fonnation, consllller issues, and more. At the 

conclusion of the study we expect to produce a set of choices -- again, a 

package -- which would attempt to integrate these interests into a 

~) 

coherent whole. 1herefore, we cannot recamnend any specific financial incentives 

at this time and cannot support incentives such as those proposed in 

.Amendment No. 1665. 

Beyond technology are the issues of energy and economy and the relationship 

between govEmment and industT)'. The goal we share is an integrated strategy 
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\o.'hich meets the multiple tests of conservation, employment, competition and 

long-tenn national economic strength. We believe that the studies now unden;ay 

in the Department can point the way to such an integrated strategy and pro\'ide 

valuable infonnation regarding the role of fuel economy standards as a tool 

in that strategy. We would reserve corrrnent on the specific proposed legislation 

tmtil the work of the studies yields concrete results. We do appreciate these 

hearings as an initial opportunity to air the range of issues which are before 

us, and we will•be eager listeners throughout the proceedings, seeking to learn 

all that we can in pursuit of the accomplishnent of our current responsibilities. 


