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*Within the next 12 months, do you expect the U.S. economy to be... ¢

*Within the next 12 months, do you expect your familyss nancial well-being to... *
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Figure 4: Consumer Support for Loans to U.S. Auto Industry

“I support government loans to the U.S. auto companies to help them stay in business.”
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As might be expected, there are some regional differences in the degree of support for
government aid to the automotive industry. Not surprisingly, support is strongest in the Great
Lakes region, which includes Michigan and other states heavily dependent on the domestic
auto industry, with 16 percent strongly agreeing that government loans should be used. On
the other hand, only four percent of consumers in the New England region strongly agree.

Despite Americans’ overall reluctance to use government money to assist the automotive
industry, most consumers agree that the bankruptcy of even one of the U.S. auto
companies would be a major blow to our economy. Nearly 60 percent of consumers in
the study, almost the same percentage that oppose government assistance, feel that

the bankruptcy of one of the “Detroit 3” would have dire economic consequences. From
this, we can infer that many Americans have the attitude that“/t’s a problem, but it'’s not

a problem for the government or taxpayers to fix” when it comes to helping the domestic
auto industry get through its current challenges.

Figure 5: Consumer Attitudes about the Impact of OEM Bankruptcy on Economy

“Allowing any U.S. auto company to go into bankruptcy would be a major blow to the
U.S. economy.”
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Impact of Economic Conditions on Vehicle Ownership
and Purchase Behavior

The acquisition of a new vehicle is a major purchase decision and one that many
consumers put off in 2008, judging by the fact that light vehicle sales dropped from 16.1
million units in 2007 to 13.2 million in 2008. Polk’s projections call for even weaker sales
in 2009 as economic constraints continue.

In these challenging and uncertain economic times, it would stand to reason that
consumers might be nervous about making a large investment in a vehicle. To test this
theory and obtain additional insights into how the current situation affects vehicle-
related decisions and behaviors, Polk gathered consumer attitudes about three key
topics: (1) projected purchase horizon for their next vehicle; (2) whether new or used
vehicles would be pursued; and (3) willingness to consider a domestic vehicle.
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One telling sign of tough times is that consumers are maintaining their vehicles longer
than in the past, according to vehicle retention trends tracked by R. L. Polk & Co. The
average length of time that owners held onto a new car or truck in 2008 was more than
four and a half years (56.3 months). Six years earlier, new vehicle owners held onto their
vehicle for just over four years (49.4 months).

Figure 6: Average Length of Ownership on the Rise
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Our study supports a continuation of this trend. Almost two-thirds (64 percent) of
consumers said they were “extremely or very likely” to keep their vehicle longer than
they might otherwise. An additional 25 percent of respondents were “somewhat likely”
to keep their vehicles longer, meaning that only 11 percent projected that the length of
ownership of their vehicle wouldn’t be impacted by current economic conditions.

We also looked at when drivers plan to purchase their next vehicle and the results show
a somewhat surprising state of optimism in light of the current economy. One-third

(32 percent) plan to purchase another vehicle within one year, with an additional 26
percent planning to buy within two years. This suggests that there is pent-up demand
for vehicles because some consumers have been putting off their next vehicle purchase
for some time now.

Figure 7: Purchase Horizon for Next Vehicle

“When do you think you will acquire your next vehicle?”
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While some Americans are still buying vehicles, many are considering a more cost-
effective used vehicle. Seventy percent of surveyed consumers stated that they were
at least “somewhat likely” to consider a used, rather than a new vehicle for their next
automotive purchase. Further evidence for used vehicle demand is reflected by reports
of rising used vehicle prices. Caused partly by a shortage of new vehicle trade-ins, used
auto lots are seeing higher traffic and commanding steeper prices.

Consumers were also asked about their likelihood to consider buying a domestic
vehicle to stimulate the U.S. economy. The results are positive for the U.S. auto
industry: more than two-thirds indicated they would consider a domestic vehicle
purchase. Almost half (49 percent) are extremely or very likely to consider buying a
domestic car or truck, while another 23 percent are somewhat likely to do so and just
28 percent are not likely to buy domestic despite the economic slump.

Figure 8: Consumer Consideration of Domestic Vehicles to Support Economy

“Would you consider buying a domestic vehicle to support the U.S. economy?”
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So What Does This All Mean?

To date, nobody has identified a painless or easy solution to reverse the current
global financial and economic slump. From a market tracking view, it's always wise
to remember that buying behavior has as much to do with psychology as it does
with the lure of the service or product being offered. For automakers, the lack of
consumer confidence in their spending power has impacted sales projections, which
have adversely impacted the entire manufacturing and distribution network. While
government and private institutions urgently work to negate the effects of a global
recession, the reality is that most markets are going to suffer for a little longer.

Given the climate that businesses are confronting right now, it makes sense to
reconsider some basic tenets of long-term business planning. Given the current
American mindset expressed in this study, Polk can provide three perspectives that
automakers should consider in anticipation of an eventual economic recovery:

1. “Today Helps Tomorrow” — History teaches valuable lessons. In the auto industry,
product development for future models, based on assumed market needs today,
needs to factor in and recognize a heightened anxiety level among auto buyers.

If automakers place too much emphasis on the pessimistic views of consumers in
today’s down economy, they might not accurately map out the volume of cars and
trucks that will be needed for the future.

As an example, 78 percent of respondents from this study state strong agreement
levels that that auto industry is partly in the current shape because it doesn’t
respond to consumers’ needs.

If this level of criticism is widespread (and ongoing), vehicle development and
marketing functions should be concerned. From a forward planning view,
automakers and OE suppliers should fight as much as possible to maintain research
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and planning roles within their organization. Vehicle designers and product
planners, for example, need to operate with the optimism that auto sales will
increase again and demand for superbly built and well-positioned models will be
a reality. In Polk’s outlook through 2012, global automotive sales are projected to
grow from 53.3 million units in 2009 to 71.9 million three years later. For the U.S.,
projections are for a 14.2 million industry again by 2012.

2. “The Customer is King” - Don't forget who pays the bills. And more importantly,
don't alienate good customers who may not be in the showrooms right now, but
will want to be with your brand when their confidence (and willingness to buy)
bounces back. In the last two years, Polk has seen a growing number of “loyalty
teams” formed within U.S. automakers. This strategic formation of cross-functional
teams enables a central focus on keeping a precious asset, customers, within the
organization.

3. “It's Not Always About the New Stuff” - Through discussions with our clientele,
Polk has observed a shifting attitude over the last 18 months among OEMs. We have
seen a stronger emphasis on the parts and service business, which can be hugely
profitable. Unfortunately, the historical treatment and budget allocations for this
area of the business have come second to selling new vehicles. In a climate where
consumers plan to hold their vehicles longer, now is the opportune time to foster
new, and maybe even more relevant, relationship, with existing owners that will
need service and maintenance.

The U.S. automotive industry is certainly at a crossroads and 2009 will be a telling year
for its future survival and success. While governmental and institutional intervention
is debated, both import and domestic automakers would be smart to continue to
monitor — and try to influence where possible — consumer perceptions of the industry.
Despite external aid and assistance from other agencies, the task of creating positive
brand equity and excellent customer experiences will always lie with the automakers
and dealer networks themselves.

About the Research

Consumer polling results are based on 713 interviews collected from U.S. vehicle
owners via an online panel from January 30 - February 22, 2009. The margin of error
for this sample is +/- 3. 6 percent.

This market study is part of a series of research reports about the changing U.S.
automotive industry that will be released during March and April by R. L. Polk & Co.
All market studies will be available at www.polk.com.
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www.polk.com.
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