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AMC gambles $60-million on a new compact

Introducing a new car iz a huge and
risky undertaking at any time for
American Motors Corp., the No. 4 do-
mestic auto maker. Yet this week, in
what is shaping up as the worst auto
gales year in more than a decade, AMC
boldly unwrapped a new compact
model, the Pacer—developed at a cost
of $60-million—at ‘a press preview in
Palm Springs, Calif. Rey D. Chapin,

With a boost from
the Pacer, AMC projecis car
sales at 350,000 this year

Jr., AMC's chairman, mainiains that the
Pacer is just what his company needs
to help bolster its sagping perform-
ance, For the 1975 model year, starting
last Oet: 1, AMC's unit sales are off 505
from last vear, vs. a 29% decline for the
industry.

Auto sales have been badly hart by
both the worsening economic slump
and by price increases. But as AMC sces
it, showrooms arc empty these days at
least partly because consumers are not
being offered the right product. This is
a situation, sayz Chapin, "that has to
be met by a product so compelling that
it moves the buyer over the threshold
of the showroom.” The four-passenger
Pacer, which is supposed to be that
stimulant, has futuristic styling—5,600
5. in. of window glass vs. the 3,300 of
most compacts, [t claims a 23-mi.-per-
gal. performance, more inside room
than competing eompacts, and has rack
and pinion steering, which is commeon
on European carz but is found only on
the Mustang TI among U7, 5.-built com-
pacts, Chapin is gambling that con-
sumers will find the 33,200 FPacer so ir-
resistible that they will buy 70,000 of
them this year.

Boosters. AMC desperately needs more
volume. The company must move cars
at an estimated 300,000-unit annual
rate just Lo break even on its automo-
tive operations. But AMC dealers have
recently been selling at a rate of only
200,000 a yvear, With the expected hoost
from the Pacer, which will not reach
dealer showrooms until Mar. 1, Chapin
is projecting aMC sales of 350,000 cars
for the 1975 model vear. But to achieve
that volume and to aveid a repeat of
1970, when industry auto sales soured
and AMC lost $56-million, Chapin is also
counting on:

® Federal action of some kind to limit
gasoline consumption, spurring re-
newed interest in small cars.

u Aperessive selling by the company’s
dealer organization, which had been
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notoriously weak but s now trimmed
back to the higher volume and finan-
cially stronger units.

® A sharp turnaround at AM General,
AMC's truck and bus-making subsidi-
ary, which lost 311-million in the last
two years.

Setbacks. The current crisis in the auto
industry presents a groeling test for
Chapin, 59, who has salvaged his com-
pany in recent vears with a major over-
haul of marketing, manufacturing, and
product lines, Despite the Big Three's
increasing emphasis on small cars, the
revamped company had until recently
increased itz share of that growing
matket: from 4.4% of the 3.9-million
small cars sold in 1971, to 6.2% of the
4.8-million sold in 1973, During the
frantic six months of the Arab oil em-
hargo last year, when consumers were
serambling  for small cars, AMC was
able to increase its unit sales 15% while
total domestic passenger car sales
dropped 21%,

But its fortunes abruptly turned for
the worse last September, when the
company was hit by a three-week
strike. In the fizcal year ended Sept. 30,
1974, AMC's net income dropped 38%, to
$27.5-millien, while salez increased
16%, to $2-billion. AMC blames the
profit decline on the strike, which it

The Pacer, with a base price of §3,200, offers fuluristic styling and European-type handling,

gayve chopped $£13-million off profits,
dipping the company 37-million into
the red in its fourth quarter.

The company has not vet released its
fiscal 1975 first-quarter results, but it
apparently operated at a loss. After
the strike ended and full production re-
sumed in October, the inventory of un-
sold cars in the hands of the company
and its dealers quickly ballooned from
a 47-day supply to 115 days, or 72,000
vehicles, by Dec. 1. All but "severzl
thousand' vehicles are on dealers’ lots,
gays an AMC exeeutive. To work off the
inventories, AMC has shut down its auto
production plants this weak

Chapin terms AMC's presenl weak-
ness "relative.” Says he: "A year ago
this time, the small-car market was be-
yond all bounds of comprehension,
We're suffering by comparizon with the
fact that we were selling everything
we could churn out the door." But the
fact remains that AMC sales are now
well below the rate that the company
must have to survive.

Bels and hedges. AMC expects the Facer
to attract people to showrooms where
they will then, aceording to Chapin's
scenario, purchase cars they otherwise
would not have boughl. An obvious
hitch in that plan is that the Pacer
ecould easily steal sales from AMOC's
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Chapin hopas to sall 70,000 this year.

Gremlin and Hornet models. The com-
pany dropped its Jawvelin, a high-pow-
ered sport compact, and its standard-
sized Ambassador lines last vear to
concentrate on smaller cars with
broader consumer appeal, The Pacer's
base price is relatively cloge to that of
the other AMC models, a5 is its size, and
the ear undeniably resembles the
Gremlin, With its 10-in. wheelbase,
however, the Pacer is officially a com-
pact, while the Gremlin's 96-in. wheel-
base makes it 8 subcomnact.

"Every time you introduce a new car
you eannibalize your line,” concedes R.
William MeNealy, Jr., aMc's group
vice-president for marketing. But he
insists that whatever sales of other
AMC cars might be lost to the Pacer will
be more than made up by

“I'm confident that something is going
to happen in the way of restraints on
fuel,” says Chapin. “"Whether it's a
gasoline tax, rationing, or allocation, it
will again stimulate interest in the
smaller, more economiecal ear.’
MeNealy also believes that the current
ralative strength in sales of standard-
sized and loxory cars is temporary.
Clutching at a straw in the wind, he
notes, “In one week in December, the
prices of used Cadillaes fell $1,000 on
the West Coast.”

While waiting for new government

fuel conservation measures, AMC is try-
ing another ploy to stimulate sales:
Since Dec. 1 and until Mar. 1, it is
offering buvers a free additional 12
months of the company's new-car
buver protection plan—a comprehen-
aive one-vear warranty that covers ey-
ervthing on the egr. "That can be read
az g §99 price cut,” says Chapin. More
important to the buyer than the de
facto price cut, he adds, is that “it as-
sures the buyer that he wen't have to
lay out any money on maintenance for
two years.! So far, however, consumer
response to the extended warranty has
been medicere at hest. "It hasn't
helped,” says John Pohanka, a Balti-
more (Md.) AMC dealer. "The market is
dead. The only thing that can move it,
if anything can, is the Pacer.”
Pressure on dealers. [n recent vears,
AMC has been keeping the pressure on
itz dealers to increase volume, or lig-
uidate. And as the sales of some deal-
ers have grown, other smaller dealers
in the same market area are being
pushed out. Since 1970, the number of
dealers has fallen from 2,300 to 1935,
but the annual sales per dealer have
doubled to 210 units.

Having fewer but larger dealers low-
Brs AMC's costs to service them, The
company alse belisves that they will be
able to sell proportionately more cars
in an ailing market. "All dealers are
eating beans now," says McNealy, "but
the larger dealers have the resources to
sell in tough times.”

On the positive side, AMC expects ifs
AM General subsidiary to produce a
profit in 1975, The subsidiary is an out-
growth of the company’s 1970 acquisi-
tion of Kaiser Industries’ Jeep and
truek operation. Its sales are primarily

Army utiity vehicles and small trucks
for the Post Office.

In 1970 and 1971, the subsidiary pen-
erated about $200-million, or 20%, of
the parent’s annual sales and azhout
£10-million a year in profit. But then
the Army and Post Office drastically
curtailed purchases. Nearly three years
dgo, the subsidiary started producing
commercial buses. "Cutting our teeth
in that business twrned out to be a
more complicated and expensive pro-
cess than we thought it was going to
be,” says Chapin,

Now AM General has a 250-million
backlog of bus orders from several
cities, including San Franeisco and
Kansas City, "Our problems in buses
are behind us,” Chapin says. The sub-
sidiary alsowon a 3100-million contract
for postal vehicles in October and sev-
eral orders to supply 2%4-ton and 5-ton
trucks to Iran and the Philippines. The
upshot is that aM General iz expected
to generate as much as $20-million in
badly needed profits this year,
Braakeven. Chapin refuses to prediet
earnings, but most aute industry
analysts expect the company to break
even for 1975, "We're 8 much stronger,
much different company than we were
in 1970, says John C. Secrest, AMC's
group viee-president of staff. "One of
our problems was that our manufac-
turing facilities weren't equal to those
of the other auto companies.” Since
1971, however, AMC has spent an aver-
age §90-millien per year on plant and
equipment, "Now our efficiency is com-
petitive,” says Secrest. But AMC's car
manufacturing is still done on & two-
plant basis. Car bodies are made in Mil-
waukee and then trucked 30 mi. south
for attachment to the chassis at a see-
ond plant in Kenosha, Wis.

The prim times have already
prompted AMC to shelve its nequisition
program. Last wyear the company aec-
quired Wheel-Horse Produets, Inc, a
$£30-million manufacturer of lawn and
garden tractors. "It's difficult to use
common stock as 2 means of aequisi-
tion,” says Secreat, "and we're relue-
tant to use cash.” aMc held 376-mil-
lion in cash last Sept. 30, down from
$108-million a year earlier, largely he-
cauge of increased inventories of parts,
"The inventories are too high,” says
Chapin. "But we were in a

"eonquests”—sales to own-
ers of other makes of cars,

AMC seesaws in the small-car marimt

situation last wvear where
we didn't know when we

"People don't categorize
caras the way we do in De-
troit,” he says. "Nobody
goes into a showreom and
savs, 'l want a aporty sub-
compact.'! They're inter-
ested in the ear itself, and
the Pacer appeals to a wide
cross-zection of buyers."
But AMC is not placing ail
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were going to get parts, so
we bought whatever we
could when we could get it,
knowing that we would use
it sometime.” Although the
company has expanded its
in-house production of
parts, it is still heavily de-
pendent on suppliers.

| The company has no

Imparts
Percent

its bets on the new model, o0 sy
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INC BUSINeSs YWEEK Leller asks you . . .

which of these
“impossible
money-making
maneuvers”’
Is really impossible?

could even dream them up?
For example—how to:

foryears.. .

capital gains taxes. ..

And which ef them are simply so clever that it's hard to believe anyone

# seoll a pay-off investment but not pay the capital gains tax on your profit

e buy stock “wholesate”, so-(lor example) vour commission on 1,000 shares
of a 330 stock is—not S373—but exactly 528 complete.

& unload your real estate at a big profit without paying one cent in

L .'_'ncrease the amount of revenue you get from your current equity, and
fnerease your net worth—without assuming higher risks.

Do you have the impossible one spotted?

You probably guessed it, They're aff
perfactly possible—and we'll 2end them
{o you free (plus 14 maora great money-
making and money-saving ideas) along
with & trial subscription to tha Business
Week Letter.

Thase “18 Great ldeas' are examples
of what you can learn fram every issua
of the bi-weekly Business Week Letter.
Intelligent money-making ideas, created
by lop firanctal innovators and shared
with you, in detail, every other weak.

This is what distinguishes the Business
Week Letter from every other personal
financial reporting service. We havs the
prestige to tap the finest brains in the
country, the people at the heart of the
money game, And we have the expert
back-up staff to check ouf every point of
these new projects, To expose the deals
that are just & sucker's game. To pass
along only those that make sense to
every lawyear, accountant, tax-man, and
researcher we consuit.

We screen the ideas that sound good—
tha real-estate deals, business ideas, tax
shelters, income-tax wrinkies, estate-
planning devices, insurance gimmicks—
in order to find the few that /oo& good,
We publish the opinions of the best stock
and bond analysts we know. A steady
stream of opportunities—and warnings—
like these:

*Getting the most for your money—how

a bigger morlgage can keep you' liquld

and still keep you in & growth position.

All this, and more. Yours from
The Business Week Letter

*When to file joint income tax returns—
and when It's to your advantage not to.

*How the IRS smokes out tex evaders.
The exact steps they use. How the
computer screening system works.
Audit-triggers  that practically ensure
an |AS visit,

*'Where a high-earning executive or pro-
fessional man can get a cheap collegs
loan, Or & secret Swiss bank account.

*How the market's professionzl traders
can fell, when you can't, when an ac-
tive stock is aboul to jump. Or some-
limes even more important, when [ts
price is going to plunge.

*The right way to-analyze a tax-shalter
deal. If you can't really tell which pro-
motors: know how to find paying oil
wells, build profitable apariment
houses,. or buy beef al the best price,
yau'll lzse money even affer taxes.

*How to get life insurance if you're a
bad rizsk at close fo reguiar rates. Mo
physical exam or group policy needed.

*Warning: Silver medallions may nol be
worth 30%  of the asking price. But
don't miss gold coins as an inflation
hadge,

*What the ocutlook ls—for inflation, busi-
ness conditions, money rates, profits,
government policy, the dollar at hema
and abroad. Specific economic fore-
casts—leading off each issue of the
Business Week Letter. Write to: 1221
Avenua of the Americas, New York,
MY, 10020,

All you do is send In the coupon below. The rest is up to us,

Please send 'ma '18° Greal ldoss from the

I Busineéss Week Letier.,” 1'll siart a frinl sub-
scription and get two full issues without

I chargs. After thal, yvou'll il ma for $44—tha
price of a year's subscription (lax-deductiblo,

I i 1'm an invastor or ln buziness). 11 | decide
not to subscribg, 1"l write or call you during

I my trial puriod. 11 at any time 1 dacido | can'
make full use of all the ideas in the Business
Weel Letter, | can cancet and gel back a re-

l tund lar the upexpirad portlon of my Sobserips
tion

=i

Mame

Adidrass

City Sta1s Zip

_——_——H——_—————--——_____J

Makl to the Business Week Lelfer, 1221 Avenue of the Americas, N.Y., N.Y, 10020
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hank credit lines of $75-million, al-
though Secrest says AMC may soon: bor-
row £25-million. The company has used
retained earnings and long-term debi—
two bond izsues of $25-million each in
1972 and 1974—to finance its recent
eapital spending and the
Pacer's development. However, its
long-term debt of $79-million iz still
short of the peak $84-million in 1970.
To trim expenses, AMC this week in-
definitely postponed the start-up of a
dental plan for its T500 white-callar
employees while slso freezing their
cost-of-living allowances and stopping
all merit wage inereases. The company
has: pot yet laid off any white-collar
workers, but Secrest says 4 "moderate”
cutback is possible. Cash dividends on
the company's stock also are in jeop-
ardy. AMC paid out 20¢ per share last
vear, its first dividends since 1965, "I'm

Pohanka: ‘The market is
dead. The only thing that
can move it is the Pacer’

not making any commitments on divi-
dends,” says Chapin. "It all depends on
what happens in the next few months.”
Survival. One thing is certain about
AMcs future. The company will face
even tougher competition from the Big
Three, The first area may be in war-
ranties. While AMC's extensive buyer
protection plan, introduced in 1972, has
apparently not helped the company
much in the current market, it pets
eredit for perking up sales in recent
vears. A study by Boston University
indicated that 68% of owners consid-
erad the warranty coverage a major
factor in their decizion to buy an AMC
ear. But this year, for example, Chrys-
ler extended its warranty to cover ev-
erything on the car, regardless of miles
driven. Chrysler, however, did not imi-
tate AMC's provision for the loan of an-
other car if the vehicle has to be kept
overnight for repair.

More important, it seems likely that
the Big Three will be offering oven
more small-car models, such as Ford's
Monareh and Granada, A weakened
Chrysler may decide, as aMC has; to
concentrate all its efforts on small cars.
Meantime, of course, GM and Ford are
also pouring bigy money into programs
designed to make larger cars more
competitive. By trimming weight and
improving engines and transmissions,
they hope to improve fuel economy.

But Roy Chapin remains convineed
that the revamped ase, with its new
Pacer and some sovernment action to
eut gasoline consumption, can not only
survive but prosper. Putting up a brave
front in these ploomy days for his com-
pany and its industry, he says flatly:
"I've said that amo will reach 500,000
units within three years. I see no rea-
son to change that number,” "
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