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TRUCK MANUFACTURING INDUSTRY 0UTLOOK

Manufacturersof trucks predict a meager real growth rate in annual

_ salesof mediumand heavytrucksover the next ten years,perhapsas low as

= an averageof 2.1 percent. _1/ (Source: DataResearces,Inc.) The reasonsfor this predictioninclude:

1

I
' (1) highinterestrates,2/

i (2) overcapacity,3/; and
1

: i
I (3) slowgeneraleconomicgrowth.4-/

• • i

Of the major truck manufacturers, International Harvester had

especiallypoor profitperformancein 1980, about a $400million loss.5/

: This is primarilyattributedto:

(1) the longeststrikein industryhistory(172days),6_/

_; _ (2) highinterestrates,_7/

':; _ (3) highcostofcreditdue to a reductioninbondratings(AAAtoBAA),

• _ primarilyrelatedto the 1980 losses,_8/

I (4) bankruptcyof Wisconsin Steel, InternationalHarvester'ssub-

sidiary. 9./

; (5) extraordinarylossesrelatedto the phase-outof the Scoututility

vehicle,10/ ..

(6) phase-outof the industrialwheel-tractorline,11._/(7) large capital outlays, including new research center, and company

• moderizationprogram,12/

(8) generaleconomicconditionsin the U.S., and i_33/

(9) poortruck marketin general.L4/

47
/



Relative to other companies in the industry, International Harvester's

total production line profitmargin appears relativelyfavorable. For

example, the industry's net profit margin in 1979 (pre-lnternational

Harvester strike year) approached2.6% I..55/compared to International

Harvester'smarginof 4.4% 16/' The industry'snet profitmarginprojection

for 1981is O.7%__L_/compared1_ to InternationalHarvester's2.8%_/_^"bothbeing

i economicallydepressed at this point, particularlythe overall truck

industry.The projecteddownturn in the overalltruckindustrypositionin

1981 is oue primarilyto unexpectedlyhighinterestratesand generaladverse

economicconditions.19__/ The InternationalHarvesterprofit margin is

i predictedto amountto 4.4% 20/ between1988 and 1985 comparedto 3.0%21/for the industry, reflecting anticipatedimprovementin International

Harvester'soositionto thatof the industrywhichis alsoexpectedto be on

I an upwardtrend (seeattachedtable).

The orojected$32 millionadditionalcost22/ associatedwith the80 dB

truck noise regulation in 1982 would not, of itself, materially affect Inter-

national Harvester's corporate profits, given International Harvester's pro-

jectedannualsalesin 1982of over$i0 billion.2_33/However,a deferralof

these costs would be expected to be of some benefit to International

Harvester,consideringtheircurrentcashflow difficulties,arisinginpart

i from theircurrentdebtproblem. InternationalHarvesterrecentlyreduceda

ouarterly dividend by 80 percent and cut the salaries of 26 top officers by

20 percent24/ in orderto savecash.

_hiteMotor Companylost$46.8millionin the firstsix monthsof 1980

and _as now declared bankruptcy. Mack Trucks, Incorporated, lost $12.8

million during the first nine months of 1980. General Motors, Ford, and



Freightlinerdo not break out earningsfrom truck operations. However,

industryanalysistsfeel that thesecompaniessufferedlossesin the same

magnitude,as the othertruckmanufacturingcompanies. 25/

In the first 10 monthsof 1980,sales declined38 percentfor medium

trucksand 17 percentfor heavy trucksfrom the comparableperiodin 1979.

26/ Thisdeclineintrucksalecoupledwith high interestrateshavecreated

cashflow problemsfor the entiretruckindustry,

The projected$145million2_7.7/tomeet the 80 dB trucknoiseregulation

in 1982 would not, of itself,materiallyaffectthe industry'snet profit

marginfor 1982. However,a deferralof the 80 dB standardfor one year

would providesome reliefto the currentcash flow problemsof the truck

manufacturersand thetruckingindustryin general. The beneficialeffectof

such a deferral would likely be greatest for InternationalHarvester

Company,whosedebtto equityratiowentfrom .63:1.0in 1979to 1.15:I.0in

lg8g, 28/ and for the "smaller independents"like Mack, Paccar,Freight-

liner,and White.



NET PROFIT MARGINS FOR AUTO AND TRUCK INDUSTRY (IND)

AND INTERNATIONAL HARVESTER (IH)

(in percent)

1976 1977 197,8 1,979 1980 1,981 1983-1985

Profit ZND 4.4 4.5 4.0 2.6 NA 0.7 3.0

Hargin_I/ IH 3.2 3.4 2o8 4.4 NA 2,8 4.4

--'_/Source: Indu-"_=ry: Value Line Report, January 2, 1981; International
Harvester: Value Line Repor=j November 28, 1980.
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