Forecast for '07: Lower sales
16.4 million would be worst in 9 years
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U.S. light-vehicle sales in 2007 will be the lowest in nine years - around 16.4 million units.

That, at least, is the consensus of a dozen forecasters consulted by Automotive News. They blame the slowing U.S. economy and falling home prices.

The next worst year in that nine-year span probably will be 2006. This year figures to come in about 16.5 million, 2.9 percent below 2005, according to the Automotive News Data Center.

"Lots of things are going on, none of which are good for auto sales," said George Magliano, a New York-based analyst for Global Insight. "The economy is downshifting; gas prices; interest rates; housing is taking a hit; the Big 3 are struggling - in that environment, auto sales are struggling."

Then again, in December, the experts often forecast falling sales - then have to raise projections when big incentives kick in.

But that didn't happen in 2006. Incentives were less generous than in other years, and gasoline climbed to $3 a gallon. And although interest rates and the pain at the pump have eased, those factors are still being felt.

In addition, the economy is hitting the brakes. Real gross domestic product grew at an annual rate of only 2.2 percent in the third quarter vs. 5.6 percent in the first quarter.

"Housing is an important variable," said Paul Ballew, executive director of global market and industry analysis at General Motors. Still, GM has one of the more optimistic 2007 forecasts: 16.7 million light vehicles.

"What we see for the economy as a whole - the housing market and the like - for (2007), we see as pretty consistent with '06," Ballew said.
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Interest rates

Ford Motor Co.'s chief economist, Ellen Hughes-Cromwick, says interest rates and low inflation are favorable factors for 2007.

"You're likely to have lower inflation," she said. "The vehicle buyer's pocketbook income is going to go a little farther than it did this year. Inflation won't be eating up as much of their paycheck."

On Tuesday, Dec. 12, the Federal Reserve's Open Market Committee left the benchmark federal funds rate unchanged at 5¼ percent for the third consecutive time since June. For two years before that, the Fed steadily raised interest rates. That raised the cost of borrowing for consumers, dealers and automakers. 

Standing pat suggests the Fed thinks it won't have to raise rates to check inflation. The federal funds rate is what banks charge each other. 

Hughes-Cromwick said long-term interest rates have begun to ease, which will trickle down to consumer loans. "While the pace of economic activity … is slowing - and we anticipate it will slow some more because of the housing correction - low inflation and relatively low interest rates provide a good cushion for auto sales," she said.

Gas pains

Gasoline prices will have an effect on 2007 sales, even though prices have stabilized.

Said Van Jolissaint, corporate economist for DaimlerChrysler AG, "We'd been wondering the last couple of years - as the price of gas went up and down seasonally - how big an increase is it going to take, how long does it have to last, before consumers got spooked?"

The answer came last summer. Oil spiked to $78 a barrel, and gasoline reached a national average of $3.09 a gallon. Jolissaint said that chilling effect should start to wear off in 2007. 

He expects light trucks to regain some market share. For the second year in a row, light trucks lost share to passenger cars in 2006, reversing a long-standing trend.

This year, "the future became sufficiently muddy that consumers decided to think twice before buying the vehicles they were buying in the past," said Jolissaint. "They didn't all run out and buy compact sedans and subcompacts. They just didn't buy anything."

Meanwhile, analysts are also factoring in the slump in housing prices. The rise in home prices peaked in the second quarter of 2005 after a decade of nearly steady increases, according to government statistics.

Prices in most markets are still climbing, but not as fast. Combined with rising interest rates, that makes it less attractive to borrow money against home equity, which cuts household liquidity. 

Some previously high-flying housing markets are feeling the pinch. Prices fell from the second to the third quarter of 2006 for 15 of 25 California cities monitored by the Office of Federal Housing Enterprise Oversight.

Paul Taylor, chief economist for the National Automobile Dealers Association, said the "wealth effect" created by rising home prices is partly psychological. It makes homeowners either more or less comfortable with buying big-ticket items such as cars


