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April 7, 1987

Mr. Michael A. Driggs

Special Assistant to the President for
Policy Development

Executive Office Building

17th & Pennsylvania Avenue N.W.
Washington, D.C. 20500

Dear Michael:

Enclosed are some materials on Harley-Davidson and the motorcycle
industry as you requested.

Our office has not compiled any information since the November
briefing paper when early termination was being considered by the
TPSC. Note that at that time, Harley-Davidson was arguing against
early termination of import relief. Please let me know if I can be
of further assistance, or contact Kevin Ellis (377-1140).

Sincerely,

LS

J. Hayden Boyd
Director
Office of Consumer Goods

Enclosures



Review of Heavyweight Motorcycles Import Relief

Background:

o In April 1983, following a determination by the U.S.
International Trade Commission (ITC) that increased
imports of heavyweight motorcycles were threatening
serious injury to the domestic industry, the
Administration imposed a tariff increase on imports of
heavyweight motorcycles that exceed specific country
quotas. The additional tariffs were to be in effect for
5 years with scheduled reductions in duties as follows:

Tariff rates for Heavyweight Imports
(Effective dates as of April 15)

1983 1984 1985 1986 1987 1988
MTN 4.4 4.2 4.0 3.9 3.7 3.7
Surcharge 45.0 35.0 20.0 15.0 10.0 0.0
Total 49. 4 39.2 24.0 18.9 13.7 3.7

o One American-owned firm, Harley-Davidson, and two
Japanese-owned firms, Honda and Kawasaki, are the major
U.S. producers of motorcycles. U.S. production is
predo?inately in the heavyweight class (engines over
700cc).

o Honda and Kawasaki also import motorcycles from Japan
along with Suzuki and Yamaha. The Japanese firms import
all sizes of motorcycles. These four brands account for
approximately 94 percent of U.S. sales. In 1985,
imported motorcycles and parts accounted for an estimated
two~thirds of apparent consumption. Imports from Japan
accounted for 94 percent of total imports for the first
half of 1986.

o The President's directive imposing the tariffs also
requested USTR to keep the issue under review and if
necessary, propose changes in the relief. USTR solicited
comments from interested parties on the relief in a March
31, 1986 Federal Register Notice.

11/07/86



Summary of Arguments:

Harley Davidson

o The first 3 years of relief have been effective and
have allowed H-D to implement its adjustment plans.

Imports and inventories have decreased
resulting in a more stable market,

H-D has begun its adjustment plan and has
become more competitive, e.g. increased
market share, introduced new engine, new
880cc model, improved quality, increased
productivity, reduced breakeven, improved
financial position.

o Full 5 years of relief is necessary because of tariff
evasion and evidence of unfair pricing.

Japanese began exporting 699cc motorcycle to
evade tariff so H-D has not had full effect of

relief.

Some evidence of dumping by Yamaha and Honda
(may not be valid).

o Early termination would have an adverse impact on the
domestic industry.

Early termination would result in discounting
of old models still in inventory.

Early termination would result in increased

imports.

H-D is still in precarious financial position--
has had losses on motorcyle operations from
1981 through 1985; expects to break even in
1986 and report slight operating profit in
1987,

o Remaining 2 years of relief is needed to complete its
read justment plan.

Plans to introduce 3 new state-of-the-art
production methods: 1injection molding process,
high-pressure die casting, and new crankcase
machinery system.

Further cost savings in 1986 and 1987 of $293
per motorcycle,



Yamaha suggest that USTR should terminate relief and Suzuki suggests that
USTR request an investigation by the ITC of the import relief and

Yamaha and Suzuki

subsequently the President should terminate the relief.

o Import relief has accomplished its purpose of dissipating the
threat of injury due to the inventory build-up and subsequent

depressed prices.
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There is no evidence that discounting would occur as H-D claims.

- Inventories are at their lowest levels
since 1977.

- Because of the substantial increase in the
value of the yen, there is pressure to

increase prices on imports and in fact this
has been occuring.

Pros and Cons of Ending Relief:
Pros
o Lower consumer costs in the final year of relief
o Ending relief would likely result in a large variety of
motorcycles being available, particularly in the 750cc class, which
were modified to avoid the tariff surcharge.
o Give Harley-Davidson an opportunity to compete in a free market
and test its adjustment efforts.
o Would be viewed as consistent with free trade policy.
Cons
o Harley-Davidson is seen as a paradigm of a successful escape
clause case -~ i.e., an industry revitalizing to successfully
compete with imports. Ending relief early could be viewed as not
in keeping with intent of Congress.
o The motorcycle industry as a whole is experiencing declining
demand. Ending relief in such an environment could have adverse
impact on the domestic industry.
o Final year of relief is only 10 percent surcharge on imports
over 10,000 unit quota. Probably not much cost.
o May appear as not being tough on Japan at a time when there is
strong political pressure to take action on trade imbalance with
Japan.
- U.S. Market for Heavyweight Motorcycles
Domestic Apparent * Imports to
Shipments Imports Consumption App. Cons.
Units Percent
1983 70,229 94,443 154,260 61.2
1984 102,139 38,314 127,763 30.0
1985 80,965 31,037 101,475 30.6
Jan.-June'8§5 39,889 21,162 55,566 38.1
Y Thangs< L 43,259 29, 610 Gl 8L O Guf o
lst Half'85-~'86 +8.4 +40.9 +20.3 +17.1

'SO’\A-rQ.L: (TC Qua/v—wr(u./ lzé‘?o\r“\")

S—









WHO’S NEWS

BealsTakesHarley-DavidsononNew Road

By JEFF BAILEY
Staff Reporter of THE WaLL STREET JOURNAL

Vaughn L. Beals Jr. got up at a Wash-
ington news conference earlier this week
and offered to give up what many U.S.
chief executives would dearly love to
have—a stiff tariff against foreign com-
petitors.

The chairman and chief executive offi-
cer of Harley-Davidson Inc., the Milwau-
kee-based motorcycle maker, said his com-
pany doesn’t need the final year of a five-
year tariff aimed at big Japanese motorcy-
cles, and he asked the International Trade
Commission to cancel it.

The move brought immediate praise
from Congress and gave a boost to contro-
versial efforts to aid other battered do-
mestic industries with trade legislation.
Mr. Beals's offer to drop the tariff early
“is the kind of attitude in American busi-
ness that we need,’”” says an aide to Sen.
John Heinz of Pennsylvania, a Republican
who backed Harley's efforts to get the tar-
iff in 1983. Harley’s move shows that a tar-
iff can be a short-term tonic to a company,
Sen. Heinz feels, and needn’'t become a
permanent lifeline, as opponents to such
measures have warned.

Competitive Advantages

But the 59-year-old Mr. Beals didn't
bring his company back from the brink of
collapse by giving away competitive ad-
vantages, nor is he doing so now. His plea
to terminate the tariff is more intended to
portray Harley as a Chrysler Corp. on two
wheels.

Mr. Beals concedes that the tariff,
which falls to 10% from 15% April 1, is
at this point worth little or nothing to Har-
ley, the only remaining U.S. motorcycle
maker. And some say it was never essen-
tial to Harley's survival. “‘I think they
could have pulled it off without the tariff,”
says Kevin Bahr, a securities analyst who
follows Harley at Robert W. Baird & Co. in
Milwaukee.

Rather, Mr. Bahr says, it was Harley's
streamlining of its manufacturing process
and improvement of quality that saved the
company. Some of the measures, such as
so-called just-in-time inventory control, are
patterned after Japanese industrial prac-
tices.

Though Mr. Beals was saying in Wash-
ington that the tariff had given Harley a
“respite from predatory import prac-

NAME: Vaughn L. Beals Jr.

AGE: 59

POSITION: Chairman, CEO, Harley-Davidson

CAREER PATH: After working for an engine
maker and a logging equipment manufacturer,

. he joined AMF Inc. in 1975 and in 1981 led the
leveraged buyout of its Harley unit.
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CHALLENGE: To keep the still pint-sized Harley
from being run off the road by the Japanese.

tices,” the company noted in its stock of-
fering last summer that ‘‘the bene-
fits . . . from the special tariff have been
limited.”

A spokeswoman at the trade agency
said yesterday that Harley hasn’t yet filed
its request to cancel the tariff and that,
when it does, the agency will need at least
three months to research the request and
then make a recommendation to President
Reagan. .

Mr. Beals says that making such a re-
quest has been under consideration for sev-
eral months, but that he wanted to wait un-
til just before the tariff levels were low-
ered to 10%, when the tariff won't be
“worth a whole bunch.”

Ant Among Elephants

Mr. Beals, himself an avid rider of Har-
ley’s big Electra Glide, or ‘‘hog' cycles,
led a management buyout of Harley from
its then-parent, AMF Inc., in 1981. Almost
immediately, high interest rates, a soft
market for big cycles and a global war for
market share among the much bigger Jap-
anese motorcycle brands, Honda and Ya-

. maha, threatened to send Harley to the

junkyard.

The two Japanese makers were rapidly
introducing new models and cutting prices.
Their U.S. inventories were bulging,
threatening still more price cuts. “When
the elephants dance, the ants get tram-
pled,” Mr. Beals says. Harley also was
still dogged by a 1970s reputation for un-
even workmanship.

President Reagan granted the company
tariffs on imported cycles with engines of
700 cubic centimeters or bigger, known as
heavyweight cycles, beginning at 45% of

wholesale prices and falling year by year
to 35%, 20%, 15%, 10%, and ending in April
1988. .

But, Mr. Beals notes, that was easily
skirted. Japanese makers quickly began
building so-called ‘“‘tariff busters’' —cycles
with engines between 690 and 639 cubic
centimeters. And the glut of Japanese cy-
cles already in the country wasn't affected.
“I'd bet my net worth,” Mr. Beals says,
that some Japanese dealers are still selling
‘new’’ cycles that were imported before
the tariff.

As a result of the improved manufactur-
ing techniques he installed at Harley, Mr.
Beals's net worth is now considerable. His
15.9% stake in Harley’s almost six million
shares, which went public last summer,
had a value of about $12 million at yester-
day’s closing price of $13.50, up 25 cents, in
American Stock Exchange composite trad-
ing. .

Mr. Bahr says that's a rich price—al-
most 16 times 1986 operating earnings of 82
cents a share, or $4.3 million—for a com-
pany in a mature industry, but adds that
“there is still kind of a mystique—the only
motorcycle company in America.” Sales
last year were $295.3 million and market
share rose to about 19% from a 1983 low of
12.5%, Mr. Beals says.

Mr. Beals monitors quality by doing his
business travel, weather permitting, on a
“hog.” On a recent trip from San Fran-
cisco to Denver with his wife, Eleanor, he
discovered a defect in the 1986-mode] seat:
the rear, or passenger, seat tilted forward
and Mrs. Beals’'s helmet kept bumping his
whenever he hit the brakes. They stopped
in Reno, Nev., to call the factory, but test
riders there had already found the flaw.



Harley-Davidson. INC.. 3700 W. Juneau Ave . P.O. Box 653. Milwaukee. W1 53201

NEWS

414/935-4538
Contact: Kathryn B. Molling

NEWS CONFERENCE ANNOUNCEMENT

Vaughn L. Beals

Good afternoon, (State Officials by Name), Ladies and
Gentlemen. I'm Vaughn Beals, Chairman of the Board & Chief
Executive Officer of Harley-Davidson, Inc., and I'd like to
welcome all of you here for this historic occasion.

I'd like to open with a brief statement, then I'll
turn the mike over to the head of our Motorcycle Division. A
copy of my remarks and additional background materials are
available in the media kit.

Since 1954, Harley-Davidson has been the only manufac-
turer of heavyweight motorcycles based in the United States. By
heavyweight, I mean motorcycles with engine displacement of more
than 700cc. Our motorcycles are known as the world's best and
most respected line of custom and touring motorcycles.

For decades we virtually had the market all to our-
selveé. In 1969, though, the Japanese started to enter the
heavyweight market with lower-priced products -- in fact, so low

priced that the U.S. Treasury Department found that they were

dumping.



Shortly thereafter, despite testimony to the Interna-
tional Trade Commission that they really didn't compete with
Harley-Davidson, all of the Japanese manufacturers embarked upon
a program of copying our design and styling right down to the
last deéail, and of copying virtually every aspect of our
advertising and marketing.

Then, in early 1982, we noticed the Japanese were import-
ing motorcycles at twice the rate of retail sales. At a time when
the motorcycle market was declining and Harley-Davidson was laying
off long-term employees and cutting production, the Japanese
increased their production levels. This resulted in huge amounts
of unsold inventory in the United States.

We were concerned that Harley-Davidson would be swept
away when the dam broke on this excess inventory, interrupting
our efforts to improve our competitive position which were launched
some years earlier. Something had to be done to restore order
before it was too late. And, something was done.

In September, 1982, we filed a petition with the Interna-
tional Trade Commission alleging that Harley-Davidson, which was
synonymous with the U.S. motorcycle industry, was being injured
by increasing imports.

We proved to the ITC that the U.S. motorcycle industry
faced the threat of serious injury as a result of this deliberate
flooding of the U.S. market by‘our Japanese competitors. The
Reagan Administration responded by following the ITC's recommenda-
tioné to impose additional tariffs on imported motorcycles, under

Section 201 (The Escape Clause) of the Trade Act of 1974. The



tariffs were to last for five years, at annually declining rates,
erding in April of 1988.

The special tariffs were imposed to give Harley-Davidson
time to complete our revitalization programs and to regain our
ccmpetitiveness. The tariffs sent a loud and clear message to
Japan that said Harley-Davidson was not going to simply sit back
and watch them destroy our market.

The special tariffs also sent a very strong message that
the 201 "Escape Clause" was alive and well, and that the Reagan
Acdministration was willing to use that law to give U.S. industry
ar. opportunity to regain its ccmpetitiveness.

Harley-Davidson was and remains very thankful to the
President and his Administration for their support. 1In all likeli-
hcod, it saved Harley-Davidson, and the U.S. motorcycle industry,
from extinction.

As important and helpful to us as the tariffs have been,
we're gathered here today so that I can announce that we have
informed the International Trade Commission that we no longer

need the special tariffs in order to compete with the Japanese

and that the special tariffs can be lifted.

The special tariffs afforded us the time to continue
cne of the country's most successful revitalization programs.
While we're not finished, we've made sufficient érogress in the
last four years that we've regained our competitiveness. I'm
very proud to say that by being able to complete the moderniza-
tion of our product line and by improving our manufacturing and

marketing, Harley-Davidson moved into second place in the heavy-

weight market, increasing our share from a low of 12.5% in 1983



to 19.4% last year, a level we hadn't enjoyed since 1979. We've
attained this strong market position despite the fact that our
product line only covers 60% of this market.

In the super-heavyweight market (over 850cc), where
Harley does have a full product line, we regained the number one
position for the first time since 1980. After hitting a low of
23% market share in 1983, and seeing Honda socar to 44% that year,
we recovered to 34%, two points above Honda in 1986. Believe me,
being back on top is a damn fine place to be.

And, our market share is up in virtually every country
in the world - our exports last year were up 45% from the 1983
level, growing from 13% to nearly 19% of shipments. 1In short,
the improvements in product design and gquality that we have been
able to make during the last four years have returned us to the
forefront of the motorcycle industry.

We've taken a company that had been driven to the brink
of disaster by éur Japanese competitors' predatory pracfices, and
transformed it into a company that is not only financially viable,
but a market leader as well. Our marketing and manufacturing
successes allowed us to make a highly successful public offering
in July of last year-- selling 40% more common stock and bonds
than we originally anticipated. This additional capital permitted
us to diversify Harley-Davidson by purchasing the Holiday Rambler
Corporation, a leading producef of premium recreational vehicles
and specialized commercial vehicles.

| In short, with Harley-Davidson now restored to market

leadership and profitability and with the Company recapitalized



a2 well diversified, we have no further need for. special tariff
protection.

By asking the International Trade Commission to remove
trhaose special tariffs, we're sending a very strong message to
our competitors and to the international industrial community
that U.S. workers, given a respite from predatory import praétices,
can become competitive in a world market. Harley-Davidson is
proof of that.

Rich Teerlink, President and Chief Operating Officer of
our Motorcycle Division, will now give you the details on what we
G&iZ to regain our competitiveness and regain our leadership

position in the market. Rich. . .
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RICH TEERLINK REMARKS

Thank you, Vaughn, and good afternoon everyone. As
Vaughn said, our revitalization program has been enormously
successful. It has catapulted Harley-Davidson to the top of
the ranks in terms of product gquality and manufacturing innova-
tion the world over. The motorcycle press - and Harley-Davidson
riders - are touting the praises of our motorcycles. And, as
our market share shows, former owners of Japanese products are
r.ow buying American-made Harley-Davidscns. Our competitors, too,
obviously like what we're doing as they are continuing to clone
cur motorcycles to the smallest detail.

What has Harley-Davidson done to completely revitalize
a company that was on the brink of failure?

Harley—Davidson'has implemented advanced management and
manufacturing techniques such as employee involvement, just-in-
time inventory principles and statistical process control. 1In
fact, Harley-Davidson was one of the first companies in the U.S.
to study and implement these techniques which were long associated
with Japanese manufacturers. We're also one of the few companies

we know of that's using all three methods simultaneously.

Harley-Davidson is now recognized as a national leader
in the implementation of thesé methods. As such, we are often
asked to share our knowledge with other manufacturers. To date,
we'Qe conducted paid training sessions on these techniques for
more than 100 companies, including all domestic automobile

manufacturers, as well as many leading-edge Fortune 500 companies.



We've also been extensivelw <training our suppliers in these
methods, with outstanding results.

Aé part of the Ccmpany's revitalization program, the
motorcycle product line has been completely redesigned and
revamped. The program has resulted in the introduction of
industry-leading innovations such as the first electronic and
computer-controlled ignition system, belt drive, computer-designed
frames and suspension systems. With the respite granted us under
the escape clause, we were able to introduce a totally new line
of engines between 1983 and 1985 -- our highly acclaimed V2
zvolution Engine.

One of the major lessons we learned while improving our
manufacturing processes is that there is a direct correlation
between efficiency and guality. Since 1981, our productivity is
up nearly 50%, we're operating our plants with two-thirds less
inventory and our manufacturing errors are down about 70%. And,
annual revenues per employee have doubled.

During the last four years, we've also strengthened
our marketing efforts. Today, all motorcycle manufacturers are
routinely offering demonstration rides, following Harley's intro-
duction of the practice in 1983. Our Harley Owners Group -- a
Company sponsored organization of Harley owners formed in early
early 1983, has grown to over 65,000 members, while Honda's copy-
cat club was recently shut down. And this year, we introduced an
industry first -- with our program that permits a trade-in of our
new 883 Sportster at its full purchase price on a new larger

Displacement Harley.



There's a spirit of renewed faith among our employees
thaz is unlike anything I've ever seen. The company-wide commit-
mernt to guality is evident everywhere from the board room to the
computer-aided design labs and to the manufacturing floor.

Because all Harley-Davidson employees are involved in
decisions that have direct bearing on the way they do their jobs,
our employees have an improved sense of contribution to the over-
all success of the Company. I can't think of anywhere in the
country where pride of workmanship is more evident than at Harley-
Davidson. They're putting their hearts and souls into making a
prcduct that they love and use.

What our management and manufacturing improvements and
a major value analysis effort started in 1983 mean to Harley-
Davidson is better utilization of our assets, vastly improved
quality and improved profitability -- all of which make us more
cozpetitive and more successful. The gains we've made in this
area permitted us to cut the price of our popular Sportster by
20% in 1985. By holding our entry-level Sportster price at
$3,995 for three consecutive model years, we've increased sales
of this product line by nea;ly one-third over 1983 levels.

While we're not done yet with our manufacturing improve-
ments, we've made great strides. Our guality and reliability are
now fully competitive, and we're inching our way up to cost parity
with our Japanese competitors and this means we can continue to
narrow the price gap, which results in more profitable sales both
for us and our dealers.

For decades, Harley-Davidson was an industry innovator.

Once again we are being recognized by the motorcycle community



for innovations in our new products, in our manufacturing methods
ané our marketing programs. And, we will continue to seek inno-
vative strategies in all aspects of our business.

Harley-Davidsonr is now on very firm financial footing,
and we are forging into the future. We foresee Harley-Davidson
remaining a competitive force in American industry well into the
21st century. |

Vaughn. . .



VAUGHN BEALS' CLOSING REMARKS

Thanks, Rich. Before I open the floor to gquestions,
I'd like to thank Ambassador Smith of the U.S. Trade Representa-
tive's Office; Senators Kasten, Heinz and Proxmire; Congressmen
Aspin, Goodling, Moody (other officials present by name) for
jeining us here today for this great occasion. I'd also like to
publicly thank President Reagan and his Administration for the
support they offered Harley-Davidson. Without their decisive
aczion at a critical time, Harley-Davidson might not be here today.
Ard, that's extremely important because, to many people throughout
r.e world, Harley-Davidson is synonymous with America.

I'd also like to state publicly that Harley-Davidson
mazde it clear from the beginning that the special tariffs were
nct aimed at preventing free market competition. We simply
wanted the U.S. Government to restore order to a motorcycle
market that was under siege by Japanese manufacturers that refused
tc restrain their production, and the Government responded.

Everyone contributed to Harley-Davidson's successful
turn-around. But, I'd like to extend a special note of thanks
to all of our employees who took salary cuts-- which, by the way,
we were able to restore on March lst of this year; to our hourly
emnployees, represented by the Allied Industrial Workers and the
International Association of Machinists, who extended contracts
witHout wage increases and then accepted modest wage increases --

all of you made a major difference in our ability to survive by



accepting painful decisions which created personal difficulties
for you and still you responded by renewing your efforts to
improve quality and productivity.

I'd also like to thank our dealers and suppliers who

worked with us when times were tough -- and our customers who
continued to have faith in Harley-Davidson.

We've learned to operate lean and mean, and we're going
to continue to do so. We're proud to say that we were the only
major motorcycle manufacturer in the world to increase production
in 1986. All four Japanese manufacturers reduced their production
by more than 20%, and BMW by 14%.

While we're delighted that we are a year ahead of
schedule in regaining our competitiveness, we might have been here
sooner if our Japanese competitors had not found ways to evade
much of the tariff. All four Japanese manufacturers quickly
down-sized most of their 750cc motorcycles to 690-699cc models,
without changing any other features; thus, evading the tariff on
about 50% of imported heavyweight motorcycles. Two of our
Japanese competitors expanded their assembly operations in the
U.S. importing parts that were not subject to tariffs and com-
pleting final assembly in the U.S.

And finally, they sold and are continuing to sell
moto;cycles at extremely low prices. I recently saw new 1983
Yamaha Ventures advertised for $3,998 - a motorcycle that sold
for $7,099 in 1983. That's a 44% decrease in sales price.

Yamaha Virago 920's were also offered for $1,995 --41% below

its original price of $3,399 in 1983. While I feel for any



manufacturer that is still trying to sell his 1983 product line.
I must publicly denounce this blatant dumping of products in U.S.
markets.

The purpose of mentioning these evasions and dumping
here is to focus attention on a key problem facing trade regula-
tors. Harley could have recovered even sooner absent these
evasions and dumping. For those industries who gqualify for support
under the escape clause, I would suggest that the International
Trade Commission, Congress and the Administration consider three

actions!

1. Apply these special tariffs to imported components so that
simply moving assembly of imported components on-shore
can't end-run the International Trade Commission's intent.

2. Provide for a quick remedy to counter blatant attempts to

evade the tariffs; such as the minor downsizing of engines..

3. Where high inventories are an issue, provide a prompt
remedy for dumping. The problem of liquidating excess
inventories should be the importer's problem --not his

U.S. competitor's.

On behalf of all of us at Harley-Davidson, I would like
to conclude by once again thanking President Reagan and all those
in the Administration and Congress who supported us and gave us
the opportunity to regain our competitiveness. We are prepared
to support President Reagan's competitiveness initiative in any
way possible. As beneficiaries of the Administration's support,

We feel a strong obligation to help those who have helped us.



Thank you all
the world that Harley's
well diversified market
alive and well.

I'll be happy

for your time and interest. Please tell
back and thriving --as a well capitalized,

leader, and that the escape clause is

to answer your guestions now.
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For Immediate Release

HARLEY-DAVIDSON, INC. PETITIONS ITC FOR REMOVAL OF TARIFFS
AGAINST JAPANESE MOTORCYCLE MANUFACTURERS

Washington, D.C., March 17, 1987...Harley-Davidson,
Inc., (AMEX: HDI) the only U.S.-based motorcycle manufaﬁturer,
'today announced in an unprecedented action that it is peti-
tioning the International Trade Commission (ITC) for termi-
nation of import relief for heavyweight motorcycles. The
tariffs were imposed in April, 1983 by President Reagan in a
landmark decision after Harley-Davidson proved to the ITC that
the deliberate flooding of the U.S. motorcycle market by
Japanese competitors, in the face of a sharp market decline,
was threatening the American motorcycle industry.

"We have informed the ITC that we no longer need
tariff relief to compete with the Japanese," said Vaughn L.
Beals, Jr., chairman and chief executive officer,
Harley-Davidson, Inc. "We're taking this action now because we
believe we're sending a strong message out to the international
industrial community: U.S. workers, given a respite from

predatory import practices, can become competitive in world



HARLEY-DAVIDSON PETITIONS ITC -- ADD 1

markets. But, I want to stress that U.S. industry must also be
aggressive and take the initiative to regain competitiveness,"
said Beals.

In 1982, Harley-Davidson was able to prove threat of
injury to the ITC, showing that its Japanese competitors had
substantially increased their inventories of heavyweight motor-
cycles (700cc and above) in the U.S. market at a time when
market demand declined sharply. Harley-Davidson had already
taken painful steps and layed off employees to bring production
and inventories into line with market conditions, yet the
Japanese continued to export motorcycles to the U.S. in record
numbers. A nearly two-year glut of unsold Japanese motorcycles
in the U.S. resulted in price cutting which, if permitted to go
unchecked, could have destroyed the American motorcycle
industry, Beals said.

Upon ITC recommendation, President Reagan imposed
additional tariffs on imported heavyweight Japanese motor-
cycles, under Section 201 of the Trade Act of 1974.

The additional tariff was to be effective for a
five-year period ending in April of 1988, at annually declining
rates of 45 percent, 35 percent, 20 percent, 15 percent and 10
pércent. The tariff rate quota was applicable to countrie;
which imported more than 5,000 motorcycles with engine
displacements of 700cc and above.

| "At the time of our original petition in 1982, we
promised the government that we would return to competitiveness

with the Japanese if we were given some time and breathing room
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to finish the revitalization programs we began prior to the
Japanese disrupting the market with excessive inventories.
We've accomplished what we set out to and we simply don't need
tariff relief any longer," said Beals.

"As a result of our revitalization programs, Harley-
Davidson's share of the heavyweight motorcyle market has
climbed 50 percent from a record low of 12.5 percent in 1983 to
19.4 percent in 1986," Beals said. "This share includes that
portion of the motorcycle market from 650cc and up. And at the
premium end of the heavyweight market (over 850 cc), Harley-
Davidson is now the market leader, with 34 percent of the
market share. Our market shares are up on virtually every

continent,"

Beals continued. “WeFve proven that we no longer
need the additional tariff relief to be competitive with the
Japanese, and we want to thank our friends in Washington and
the Reagan administration for providing the time we needed to
return to competitiveness."

A major element of Harley-Davidson's revitalization
program was the incorporation of leading-edge manufacturing
techniques such as Just-In-Time inventory principles, Employee
Involvement and Statistical Process Control, Beals said. "We
wefe among the first companies in the U.S. to study and imple-
ment these techniques, long associated with Japanese manu-
facturers," Beals said. "These techniques, paired with a
company-wide commitment to improved quality, resulted in a new
Harley-Davidson that is recognized the world over for premium

quality products.”
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This "new Harley-Davidson" runs its plants with two-
thirds less inventory than in 1981, has improved productivity
by 50 percent, scrap and rework is down two-thirds and defects
per unit are down 70 percent. The company's annual revenues
per employee have doubled since 198l. "We've taken a company
that was on the brink of disaster and transformed it into a
successful and financially viable company," Beals said.

Japanese motorcycle manufacturers responded to the
special tariffs in two ways: two companies increased assembly
at their U.S manufacturing plants to avoid the tariffs, and;
all major manufacturers down-sized some of their standard
production 750cc motorcycles to 690-to-699cc models to evade
the tariffs.

"The special tariffs helped stabilize the market and
sent a very strong message to our competitors. We were not
going to sit back and watch them destroy our market. If they
refused to curtail production to meet market conditions, they
weren't going to send their excess inventory to the U.S.,
unload it at 'fire sale' prices, disrupt the market and our
ability to compete, without paying a price for that privilege,"
Beals said.

| Harley-Davidson made it clear from the beginning that
the special tariffs were noﬁ aimed at preventing free market
competition.. "We simply wanted the U.S. government to restore
ofder to a motorcycle market under siege by Japanese manu-
facturers that increased production in the face of a sharp

market decline," Beals said.
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On the basis of its recovery, Harley-Davidson went
public in July of 1986 in a well-received public stock offering
and subsequently acquired Holiday Rambler Corporation, the
nation's largest independent producer of recreational vehicles
and a major supplier of specialized commercial vehicles.

Harley-Davidson, Inc. is the sole American
manufacturer of heavyweight motorcycles and offers a complete
line of motorcycle parts and accessories. 1Its Holiday Rambler
subsidiary is a leading manufacturer of premium motorhomes,
travel trailers and specialized commercial vehicles, and a
diverse range of related products. Harley-Davidson, Inc. is

also a supplier to the U.S. Defense industry.

# t  #



FOR RELEASE FEBRUARY 27, 1987 CONTACT: Deborah C. Ladomirak
202-523-0131
USITC 86011

USITC REPORTS RESULTS OF SURVEY OF HEAVYWEIGHT MOTORCYCLES FOR
CALENDAR YEAR 1986

Inventories of imported heavyweight motorcycles held by both the
importers and their dealers decreased from 81,236 units as of December 31,
1985 to 48,103 units as of December 31, 1986, according to a report released
today by the U.S. International Trade Commission. The report is the public
version of the confidential report submitted to the United States Trade
Representative as required by Presidential Proclamation No. 5050 (issued
April 15, 1983).

The following are highlights of the economic data collected on the
heavyweight motorcycle industry for calendar year 1986, compared with data
collected for calendar year 1985.

o U.S. producers’ and dealers' inventories of heavyweight
motorcycles decreased as of December 31, 1986, compared with
December 31, 1985,

o Unfilled orders as of December 31, 1986, increased somewhat
when compared with December 31, 1985,

o U.S. production capacity increased slightly during the
comparative periods, however, capacity utilization decreased.

o Inventories held by dealers of imported heavyweight motorcycles
declined from 58,154 units as of December 31, 1985 to 31,821
units as of December 31, 1986, or by 45 percent.

o The average net selling price of imported heavyweight
motorcycles increased from $3,939 during October-December 1985
to $5,526 during October-December 1986,

Copies of the public report (USITC Publication 1947) can be obtained by

calling 202-523-5178 or from the Office of the Secretary, U.S. International

Trade Commission, 701 E Street NW., Washington, DC 20436,

000



FOR RELEASE February 27, 1987 CONTACT: Deborah C. Ladomirak
202-523-0131
USITC 87-010

USLITC REPORTS RESULTS OF SURVEY OF HEAVYWEIGHT MOTORCYCLES FOR
FOURTH CALENDAR QUARTER OF 1986

Retail sales of domestic and imported heavyweight motorcycles decreased
to a level of 13,228 units during the fourth quarter of 1986, a drop of 42.6
percent when compared with the fourth quarter of 1985, according to a report
released today by the U.S. International Trade Commission. The report is the
public version of the confidential report submitted to the United States Trade
Representative as required by Presidential Proclamation No. 5050 (issued April
15, 1983).

The following are highlights of the economic data collected on the
heavyweight motorcycle industry for the fourth quarter of 1986, compared with
data coliected for the fourth quarter of 1985.

o U.S. production of heavyweight motorcycles decreased to 18,084
units during October-December 1986 from 29,451 units during
October-December 1985, or by 38.6 percent. U.S5., producers'
shipments of heavyweight motorcyles decreased from 21,948 units,
during October-December 1985 to 15,596 units, during
October-December 1986.

o The average unit net selling price for U.S.—produced heavyweight
motorcycles increased from $4,494 during October-December 1985,
to $5,230 during October-December 1986.

o U.S. shipments of imported heavyweight motorcycles rose From
3,983 units in October-December 198% to 4,693 units in
October-December 1986, or by 17.8 percent.

o Combined importers' and dealers' inventories of imported
heavyweight motorcycles decreased from 81,236 units as of

December 31, 1985, to 48,103 units as of December 31, 1986, or by
40.8 percent.

more



USITC REPORTS RESULTS OF SURVEY OF HEAVYWEXGHT MOTORCYCI.ES FOR
FOURTH CALENDAR QUARTER OF 1986
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Copies of the public report (USITC Publication 1946) can be obtained by
calling 202-523-5178 or from the Office of the Secretary, U.S. International

Trade Commission, 701 E Streelt NW, Washington, DC 20436,
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FOR RELEASE NOVEMBER 30, 1986 CONTACT: Diane Manifold
202-523-0467
USITC 86-088

USITC REPORTS RESULTS OF SURVEY OF HEAVYWEIGHT MOTORCYCLES FOR
THIRD CALENDAR QUARTER OF 1986

Retail sales of domestic and imported heavyweight motorcycles decreased
to a level of 30,905 units during the third quarter of 1986, a drop of 35.4
percent when compared with the third quarter of 1985, according to a report
released today by the U.§. International Trade Commission. The report is the
public version of the confidential report submitted to the United States Trade
Repraesentative as required by Presidential Proclamation No. 5050 (issued April
15, 1983).

Total retail sales of heavyweight motorcycles decreased by 35.4 percent
from 47,826 units in July--September 1985 to 30,905 units in July-September
1986, Between the same periods, the average unit selling price for
U.S.-produced heavyweight motorcycles increased by 23.3 percent, from $4,410
to $5,439. Despite the decrease in retail sales and price increases for
domestic products, the market share held by the threce domestic producers
increased from 48.3 percent in the third quarter of 1985 to 56.0 percent in
the same period of 1986.

U.S8. production and producers' shipments declined during this period.
Total employment in the U.S. heavyweight motorcycle industry decreased by 9.9
percent, from 3,095 workers as of September 198%, to 2,789 workers as of

Septamber 1986.

more



USTITC REPORTS RESULTS OF SURVEY OF HEAVYWEIGHT MOTORCYCLES FOR
THIRD CALENDNAR QUARTER OF 1986

2

Importer shipments to dealers ware down 72.6 percent, from 19,305 units
in the third guarter of 198% to 5,296 in the third qguarter of 1986. There was
a 20 percent decrease in inventories of imported hecavyweight motorcycles held
by importers and dealers as of September 30, 1986 when compared with the
57,743 units held in inventory as of June 30, 1986. However, comparing
year—to—year data, inventories of imported heavyweight motorcycles fell 47.0
percant, dropping from 86,977 units as of September 30, 1985, to 46,056 units
held as of September 30, 1986. This reflects a drawdown in importers'
inventories during the fourth quarter of 1985 and the first three quarters of
1986 that was not offset by a corresponding increase in U.S. imports.

Copies of the public report (USITC Publication 1909) can be obtained by
calling 202-523--5178 or from the Office of the Secretary, U.S. Internationaly

Trade Commission, 701 E Street NW, Washington, DC 20436,

o0o



FOR RELEASE SEPTEMBER 2, 1986 CONTACT: Diane Manifold
202-523-0467
USITC 86--068

USITC REPORTS RESULTS OF SURVEY OF HEAVYWEIGHT MOTORCYCLES FOR
SECOND CALENDAR QUARTER OF 1986

U.S. imports of heavyweight motorcycles decreased to 11,704 units in the
second quarter of 1986 compared with 12,372 units in the second guarter of
1985, or by 5.4 percent, according to a report released today by the U.S.
International Trade Commission. The report is the public version of the
confidential report submitted to the United States Trade Representative as
required by Presidential Proclamation No. 5050 (issued April 15, 1983).

U.S. shipments of heavyweight motorcycles decreased from 22,858 units in
April--June 1985 to 22,357 units in the same period of 1986. Retail sales of
domestic heavyweight motorcycles decreased during April—-June 1986 while the
value of U.S. exports increased. The average unit net selling price for
U.S.~-produced heavyweight motorcycles increased from $4,213 in April-June
1985, to $5,160 in April-June 1986. Total employment decreased from 3,115
workers during June 1985, to 2,957 workers in June 1986.

Shipments of imported heavyweight motorcycles decreased from 25,205 units
in April—-June 1985, to 12,628 units in April-June 1986. Retail sales of
imported heavyweight motorcycles decreased from 38,911 units during April-June
1985, to 25,653 units in April-June 1986, or by 34.1 percent. Combined
importers' and dealers' inventories of imported heavyweight motorcycles
dropped from 101,748 units as of June 30, 1985, to 57,743 units as of June 30,

1986, or by 43.2 percent.

more



USITC REPORTS RESULTS OF SURVEY OF HEAVYWEIGHT MOTORCYCLES FOR
FIRST CALENDAR QUARTER OF 1986

2
Copies of the public report (USITC Publication 1846) can be obtained by
calling 202-523-5178 or from the Office of the Sacretary, U.S. International

Trade Commission, 701 E Street NW., Washington, DC 20436.
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Outdoor and Athletic Equipment

Shipments of selected outdoor and athletic equipment are
expected to increase 2.1 percent in 1987, in constant dollar
terms, after increases of 1.4 percent and 1.9 percent in 1985
and 1986, respectively. This modest industry growth, following
a strong post-recession rebound in 1983-84, reflects the return
of the economy and real disposable income to more moderate
growth rates.

Outdoor and athletic equipment industries include lawn and
garden equipment (SIC 3524); motorcycles, bicycles, and parts;
(SIC 3751), and sporting and athletic goods (SIC 3949). The
current moderate growth rate of shipments reflects the general
economic slowdown since 1984, Real disposable income has
made small gains since 1984, and it is forecast to rise 2.4
percent in 1987. Both inflation and unemployment seem to be
holding at their current levels. However, consumer debt has
surged to record high levels in relation to income and the
personal savings rate, which has sunk to a record low. Personal
savings are not expected to increase in 1987.

There are a number of specific factors, in addition to the
macroeconomic variables, directly influencing the demand for
outdoor and athletic equipment. A major influence is the compe-
tition from consumer expenditures on other durable goods.
Promotional activities by car dealerships, for instance, will
boost consumer expenditures on automobiles an estimated 8.7
percent. The maturation of the *‘baby boom’ generation is one
of a number of favorable demographic trends. Baby boomers are
entering a critical age period for the outdoor industry. Families
in this group are becoming homeowners, most earn two in-
comes, and they desire quality leisure time. Another favorable
trend is the migration of population to the South and the West
where the outdoor activities season is longer. Equally significant
are some nonquantifiable factors, including weather, access to
recreational areas, and availability of leisure time.

A historical analysis of U.S. trade in outdoor and athletic
equipment reveals long-standing surpluses in high-tech sectors
of the economy but chronic deficits in more labor-intensive
areas. The consumer goods sector, and in particular the outdoor
and athletic equipment industry, has witnessed a surge in im-
ports from countries whose wage rates are below those of the
United States. This competition was accentuated by the recent
overvaluation of the dollar in international currency markets,
with the result that other countries made further inroads in the
U.S. market. The major competitors of domestic manufacturers
in the outdoor and athletic equipment industries are Japan,
South Korea, and Taiwan.

The declining value of the dollar now is exerting upward
pressure on import prices for such products as motorcycles and
bicycles from Japan; however, for other outdoor products, profit

margins are being squeezed. The full effect of the depreciation
of the dollar relative to the yen is not complete on these prod-
ucts, and imports have not subsided. Moreover, imports have not
declined from South Korea and Taiwan, whose currencies are
pegged to the dollar. As exchange rate realignment causes Japan
to lose its competitive edge, South Korea and Taiwan will
become substitute suppliers, and U.S. imports from these coun-
tries will leap. The net result will be further import growth in
1987.

Currency realignment has provided new opportunities for
U.S. exporters, pointing to a gain in exports of outdoor and
athletic equipment in 1987. The depreciation of the dollar
against the currencies of the major industnalized countnes
strengthened U.S. manufacturers’ competitiveness in those mar-
kets, and in some cases the products of U.S. manufacturers are
now less expensive than those of local producers. Furthermore,
sharply reduced prices for crude petroleum are helping to revive
the economies of Europe, and foreign consumer demand is
rebounding. However, U.S. manufacturers have extensive
ground to make up. The sustained overvaluation of the dollar
during the past few years closed many markets to U.S. outdoor
products, allowing local manufacturers to increase their market
shares and consolidate their positions in the marketplace.

Finally, a crucial concern confronting manufacturers of out-
door and athletic equipment today is product liability. Sky-
rocketing insurance premiums have significantly raised the costs
of production, forcing some manufacturers to drop certain high-
risk products and others to shut down completely. How domestic
producers and U.S. legislators manage this insurance problem
will not only affect manufacturers’ competitiveness, but con-
sumer choice as well.—Patrick C. Hughes, Office of Consumer
Goods, (202) 377-5479, October 1986.

LAWN AND GARDEN EQUIPMENT

The lawn and garden industry is relatively new when com-
pared to other consumer goods industries, with most of its
growth occurring since the 1950s in line with the rapid develop-
ment of suburbs and subdivisions. Since then, the lawn and
garden industry has gained momentum, competition has in-
creased, and the market has expanded.

In 1986, the constant-doliar value of industry shipments rose
1.5 percent, after having risen 3.2 percent in 1985 to surpass the
S-million-unit mark for the first time since 1979. The industry
started 1986 with depleted inventories, but at mid-year some

* companies reported that inventories of certain products were

well above the 1985 levels. Unit shipments in 1986 increasec
slightly for all categories except walk-behind tillers, which
COntinucd thc dCC“ne that began in 192N Indunctry craricvinan



show especially significant growth—an estimated 5.5 percent—
in unit shipments of lawn tractors and riding mowers.

Factors directly influencing consumer shipments of lawn and
garden equipment (also referred to as outdoor power equipment)
include levels of personal disposable income and single-family
residential construction. Real personal disposable income rose
2.3 percentin 1985 and an estimated | .4 percent in [986. These
increases provided consumers with more discretionary dollars
to purchase consumer durables such as outdoor power equip-
ment. The downward trend of interest rates has spurred growth
in the housing sector, with completions of single-unit housing
increasing 4.6 percent in 1985 and about 3 percent in 1986.
Housing completions have a positive effect on shipments of
lawn and garden equipment, which generally lag housing com-
pletions by | year.

Several additional factors have influenced the lawn and
garden equipment market. Competition has intensified from
other household durables, such as automobiles and househoid
appliances. Promotional activities by automobile dealerships,
for instance, siphoned off much of the consumer’s discretionary
income in 1986. Yet, there also has been some reassertion of
demand that was suppressed in reaction to the 1982 recession
and the imposition that year of safety requirements, which
initially sparked consumer resistance to the safety devices and
higher prices. The industry responded through advertising cam-
paigns that stressed the benefits of these new requirements and
the new technology, targeting high-income consumers who
were service- and quality-oriented. Finally, sales of lawn and
garden products are seasonal. The large amounts of snowfall in
the Northeastern and Midwestern states boosted sales of walk-
behind snowthrowers in 1986. However, the summer drought in
the Southeast and large amounts of rain elsewhere in the country
stunted grass growth and depressed the buying of summer lawn/
garden care products.

Although domestic manufacturers’ main focus is on consum-
er products, expansion of the commercial sector also has pre-
sented new opportunities for producers of commercial outdoor
power -equipment. Favorable trends in demographics, muiti-

family housing, and development projects have generated this
increased demand. The number of multifamily housing units
rose steadily during 1980-85, from 440 million to 669.4 mil-
lion, and their share of total housifig starts climbed to 38.4
percent in 1985 from 34 percent in 1980. Many members of the
“baby boom™ generation, now entering its third decade, are
becoming homeowners. These households usually are com-
posed of two wage-eamners and tend to use outside contractors to
maintain and upgrade their property. Additionally, business
developers and municipalities are spending more on landscap-
ing their projects and park systems.

The increasing demand for professional lawncare has led to a
rise in unit shipments of commercial turf and ground equipment.
The lawncare organizations purchase durable, heavy-duty com-
mercial walk-behinds and riding mowers for these tasks. The
unit shipments of walk-behind rotary mowers dipped 2 percent
in 1985 and then rose 1.2 percent in 1986, while those of riding
rotary turf mowers climbed 43 and 5.5 percent, respectively, in
the 2 years.

The commercial sector will not overtake the consumer sector
in size or importance. The total volume of commercial turf and
ground products accounted for only [.8 percent of the lawn and
garden market. In fact, manufacturers for the consumer market
benefit from elevated demand for lawncare services. Many of
these service organizations purchase consumer-market riding or
walk-behind mowers for the smaller, home-maintenance pro-
jects. Commercial products are used primarily for larger pro-
jects such as parks and golf courses. However, even at a golf
course a consumer walk-behind or riding mower is used to
maintain the land adjacent to the clubhouse.

Total employment in the lawn and garden equipment industry
was 27.5 million in 1986, an increase of 1.3 percent. Employ-
ment of production workers rose 6.3 percent to 20.3 million.
The industry’s failure to become more automated has continued
to provide employment opportunities. Unlike the Japanese, the
U.S. industry does not make widespread use of labor-saving
devices such as robotics or automated materials handling.

Recent Performance and Forecast: Lawn and Garden Equipment (SIC 3524)
(in millions of dollars except as noted)

Percent Change

Gompound Annual Annual
1984 1985’ 19862 19873 1972-84 1979-84 1984-85 1985-86 1986-37
Industry Data

Valye of shipments® ............ .. 3,240 3,365 3,483 - 9.8 5.0 3.9 3.5 —_
Value of shipments (19828) ....... 2,932 3,026 3,07 3,120 2.3 -2.0 3.2 1.5 1.6
Total employment (000) ........... 23.2 24.7 27.5 - 1.0 -1.3 6.5 11.3 -_
Production workers (000) ......... 17.9 19.1 20.3 — 1.4 -1.0 6.7 6.3 _

Average hourly earnings (8} ..... 9.04 9.66 10.23 _ 7.7 6.7 6.8 5.9 -

Product Data

Value of shipments® .............. 2,977 3,118 3,243 _— 8.3 1.9 4.7 4.0 e
Value of shipments (19828) ....... 2,694 2,804 2,860 2,914 0.9 -4.9 4.1 2.0 1.9
Shipments price index?

(1982=100) ................. 110.4 11.2 113.4 —_ 7.2 71 0.7 2.0 —

Trade Data

Value ot imports ................ 130 118 141 _ 15.6 21.7 -8.6 89 -
Import/new supply ratio” .......... 0.042 0.037 0.042 — 6.5 18.7 -12.3 13.8 —
Value ot exports .. ............... 149 127 158 o 10.8 -4.5 -14.2 24.1 —
Exporvshipments ratio .. .......... 0.050 0.041 0.049 —_ 2.3 -6.3 -18.1 19.3 .

'Estimated except for exports and imports. $Oeveloped by the Office of Industry Assessment, ITA.

Estimated. "New supply is the sum of product shipments plus imports.

Forecast. SOURCE: U.S. Department of Commerce: Bureau of the Census, Bureau of Economic

“Value of all products and services sold by the Lawn and Garden Equipment industry.
Value of products ciassified in the Lawn and Garden Equipment industry produced by all
industries.

46-2

Analysis, International Trade Administration (ITA). Estimates and forecasts by ITA.
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A crucial concern of outdoor power equipment manufacturers
is product liability. Despite safety requirements, producers are
being named more frequently in lawsuits. Insurance premiums
have risen substantially, with some companies reporting 300
percent increases on their liability coverage and 400 percent on
the umbrella policy. For example, the premium paid by
Gilson's, a manufacturer of various outdoor power equipment,
soared from $350,000 to $950,000. These huge premiums are a
critical part of cost/price runup. Several companies are unable to
obtain full coverage; for exampie, blade accidents may be ex-
cluded. Small companies cannot afford these high premiums.
At least five companies have been forced to go “‘bare,” and
others have chosen to take this risk, although coverage was
obtainable, because paying the premiums was.not economically
feasible.

In 1986, the Outdoor Power Equipment Institute (OPEI)
undertook feasibility studies of captive insurance and a group
insurance purchase. Captive insurance is, in effect, self-insur-
ance by a group of companies. The companies pool their pre-
mium dollars and an additional amount to capitalize an insur-
ance company. OPE! found that some larger members were
already involved in a captive insurance program or were self-
insured, such as John Deere and Toro. The burden then was
placed on smaller manufacturers, for whom captive insurance
offered no cost relief. In a group dividend program, a group of
manufacturers who cannot obtain liability coverage approach
the insurance carrier and develop a program. If losses are less
than anticipated, a dividend is paid out. Because the insurer
must assume the full burden of risk, the premiums are high.
OPEI was unable to find an insurance carrier for such a program.

Some industry members believe that the upward trend in
premiums has peaked and will even out or decline slightly.
These individuals have observed recently a hesitance on the part
of juries to award enormous sums.

OPEI and members of the industry are lobbying Congress for
legislation to regulate product liabliity. In 1986, a bill was
introduced into the Senate Small Business Committee, support-
ed by the Administration, to establish limitations, rather than
standards of liability. Products liability legisiation reached the
Senate in the fall of 1986. However, the Senate voted for further
consideration, and the bill was sent back to the Senate Counter,
which means it was effectively killed for 1986. The bill will be
on the agenda in 1987.

The Engine Component Market

In 1986, small engine manufacturers became more ag-
gressive in the market vis-a-vis both foreign producers and each
other. Engines account for 50-70 percent of the total cost of
outdoor power equipment. The U.S. market is dominated by
three major producers: Briggs and Stratton, which controls
approximately 60 percent of the small engine market; Tecumseh
Power Products, with 20 percent; and Kohler Company, with
about 8 percent.

Domestic manufacturers view the Japanese—Honda. Mit-
subishi, and Suzuki—as their major competitors. In 1985, im-
ports of small engines (lawnmowers. 3-5 hp, and tractors, 8 hp
and above) from Japan were $81.7 million, 88.7 percent of total
value of small engine imports. U.S. manufacturers of outdoor
power equipment and distributors of engines have responded to
the low-priced, high-quality engines offered by the Japanese. In
August 1986, Honda Power Equipment announced that it would
begin producing engines domesticallly rather than importing

them from Honda Japan. Tanaka already provides engines for its
own line in the United States, and Kawasaki manufactures
engines for John Deere.

In response to heightened competition, manufacturers are
expanding R&D facilities and developing innovative and less
costly products. To expedite product improvements and to in-
crease productivity, U.S. producers have begun using computer-
aided design and computer-aided manufacturing (CAD/CAM).
For example, Briggs and Stratton avoided price increases and
sustained its strong position in the U.S. market in 1986 through
use of these labor-saving devices and through frequent offerings
of new and improved products demanded by outdoor equipment
manufacturers and wholesalers and retailers of engines. Briggs
is also offering a just-in-time delivery plan to help manufac-
turers cut costs and realize discounts on engine prices.
Tecumseh’s quality, cost-reduction, and productivity programs
have resulted in overall improvement and profitability of the
company. Tecumseh is dedicated to new product development
programs that allow its customers to compete with off-shore
manufacturers on the basis of quality and value. Domestic
manufacturers continue to emphasize improvements such as
engine quality, efficiency, and noise reduction.

U.S. engine manufacturers are beginning to look beyond the
domestic market to the world market. Briggs and Stratton en-
tered into two joint ventures in Japan during 1986. Mr. Fred
Stratton, President and CEO, commented: *“Through this joint
venture, we will establish a manufacturing presence in Japan
from which to serve the Japanese and Southeast Asian markets.”
Mr. Stratton also cited the benefits of exposure to product
development techniques and production methods used by Ja-
panese manufacturers.

Foreign Trade

In 1986, the lawn and garden equipment industry had an
estimated trade surplus of $18 million. U.S. imports grew
approximately 18.9 percent to $141 million, but exports grew
24.1 percent to about $158 million. Tractors continued to ac-
count for the greatest amount of import trade (about 60 percent
in 1986) followed by riding mowers (24 percent). Imports of
walk-behind rotary lawnmowers plunged an estimated 67 per-
cent to about $7.4 million.

Imports from Japan, the leading foreign supplier of the U.S.
market, climbed 44.5 percent to $82.5 million in 1986.

Imports from Canada, the second largest supplier, rose 20.6
percent to approximately $49.1 million, following a reduction
of 32.3 percent in 1985.

Traditional recipients of U.S. exports have been Canada, the
United Kingdom, and France. Exports to Canada in 1986 are
estimated at $64 million, up 22.2 percent from 1985. Following
the appreciation of the dollar in 1982, U.S. exports to Canada
fell 16.7 percent in 1983 and 19.7 in 1985. Similarly, a sluggish
performance of the European economies and depreciation of
their currencies relative to the U.S. dollar contributed to re-
duced exports to their markets in the recent past. With the
realignment of exchange rates during 1986, export opportunities
developed again. The slide in U.S. exports to France since 1981
was halted with an expected 24.4 percent gain in 1986, and
exports to the United Kingdom increased 8.8 percent to $14.9
million.

During 1986 the industry worked to reduce Canadian trade
barriers to outdoor power equipment imports. Representatives
of OPE! and member companies testified in support of re-

U.S. Industrial Outlook 1987—Recreation Equipment 46-3






Future export performance of the lawn and garden industry
depends on the performance of the dollar and developments in
international trade policies. Given the weaker dollar, U.S. man-
ufacturers who take a sustained and aggressive marketing ap-
proach should be able to boost export sales. U.S. manufacturers
have already entered into joint agreements to be closer to the
markets they serve. Toro in 1985 signed a joint venture to
manufacture mowers in Venezuela with Fielsa C.A., and the
Bolens Corporation established a joint marketing agreement in
Australia with Morrison Industries of New Zealand.

The reduction of trade barriers will also stimulate overseas
sales of U.S. lawn and garden equipment. In 1987, the United
States will begin bilateral negotiations with Canada to create a
free trade area, with the ultimate objective of eliminating all
tariffs between the two countries by the year 2000. A free trade
area would benefit U.S. manufacturers who do not have produc-
tion sites in Canada. Current high Canadian tariffs protect large
U.S. firms with Canadian plants, such as MTD and Toro, in
addition to the Canadian industry. Also, the launching of a new
round of multilateral trade negotiations under the General
Agreement on Tariffs and Trade (GATT) could provide more
access to overseas markets for U.S. outdoor power equipment
manufacturers. The agenda of the GATT negotiations will in-
clude nontariff barriers, tariffs, subsidies, and the discussion of
a standards code. The U.S. objective is to establish a uniform
standards policy, which again would benefit manufacturers of
U.S. outdoor power equipment. For example, France and Ger-
many maintain more stringent requirements than the United
States for noise reduction.—Parrick C. Hughes, Office of Con-
sumer Goods, (202) 377-5479, October 1986.

Additional References

1982 Census of Manufactures Report, Lawn and Garden Equipment, SIC 3524,
Series MC82-1-35A-4(P), Bureau of the Census, U.S. Department of Com-
merce, Washington, DC 20233,

Garden Supplv Retailer. The Miller Publishing Company, P.QO. Box 67 Min-
neapolis, MN 55440.

Lawn and Garden Marketing, Intertec Publishing Corporation, 9221 Quivera
Road. Overland Park, KS 66212.

1987 Outdoor Power Equipmen: Industry Outlook, (Presented by Gilson,
Plymouth, WI), 1900 L Street. NW, Washington, DC 20036.

BICYCLES

In 1986, U.S. shipments of bicycles and parts leveled off
from the previous year's constant dollar shipments of about $564
million. Constant-dollar product shipments of bicycles and
parts declined an estimated 2.5 percent in 1986, after dropping
2.0 percentin 1985. Contributing to this slowdown was sluggish
demand resulting from slow growth in real disposable income—
an estimated 1.4 percent as compared with 2.3 percent in 1985.
Moreover, U.S. imports of bicycles and parts continue to cap-
ture an increasingly larger share of the domestic market.

Foreign Trade

Total U.S. imports of bicycles and parts in 1986 increased to
$657.9 million, up an estimated 38 percent from the previous
year. For the first 7 months of 1986, imports grew 41 percent
over the comparable 1985 period. They were expected to con-
tinue rising for the remainder of the year but at a decreasing rate,
despite the large inventory buildup earlier in the year. Imports’
share of apparent consumption of bicycles and parts increased to
45.6 percent in 1985, and it is estimated at 54.4 percent in 1986.

Bicycle production is a labor-intensive industry, especially in
the high-end lightweight bicycle market, where foreign sup-
pliers have the competitive advantage. Foreign manufacturers
use lugged frames to produce a high-quality bicycle. This type
of product requires larger amounts of labor input, so foreign
producers with low wage rates have an advantage. In addition,
Far Eastern producers have a higher degree of vertical integra-
tion in their production, using high-quality components which
come mainly from Japan and Taiwan.

U.S. imports of bicycles have risen substantlally in recent
years. Imports of bicycle units increased more than 42 percent in
the first 7 months of 1986 and were estimated to increase 35
percent for all of 1986. U.S. imports of bicycle parts grew by an
estimated 29 percent in 1986.

Taiwan, which has low production costs, remained the domi-
nant foreign supplier of bicycle units to the U.S. market. Since
1982, Taiwan has consistently increased its share of total im-
ports. In 1985, it accounted for nearly 82 percent of imports of

Historical Trends: Lawn and Garden Equipment (SIC 3524)

(in millions of dollars except as noted)

1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984
Industry Data
Valye of shipments® .............. 1,059 1,174 1,563 1,353 1,401 1,575 1,883 2.537 2,247 2,005 2,365 2,580 3,240
Value of shipments (19828) ....... 2,230 2,397 2,876 2,209 2,158 2,279 2,596 3,244 2,579 2,138 2,365 2,399 2,932
Total employment (000) ........... 20.7 21.7 25.3 19.6 18.7 19.6 21.9 248 20.3 18.1 17.8 18.8 23.2
Production workers (000} ......... 15.1 16.5 19.1 14.1 13.8 14.7 16.6 18.8 14.3 12.9 12.4 13.9 17.9
Average hourly earnings ($) ..... 3.70 4.03 4.28 4.78 4.94 5.17 5981 . 653 7.09 7.52 8.08 8.26 9.04
Capital expenditures .............. 47.6 29.2 40.8 46.1 33.2 28.6 39.8 55.0 56.8 35.7 51.1 43.2 65.9
Product Data
Value of shipments? .............. 1,143 1,249 1,713 1,558 1,676 1,747 2,118 2,704 2,419 2,270 2,385 2,585 2,977
Value of shipments (19828) ....... 2,407 2,550 3,152 2,544 2,583 2,527 2,920 3,457 2,777 2421 2,385 2,404 2,694
Shipments price index?
(1982=100) ................. 48.0 48.9 54.4 61.3 69.2 69.1 72.6 78.2 87.1 93.8 100.0  107.5 110.4
Trade Data
Value of imports ................ 22.8 38.7 60.5 37.8 35.5 84.5 97.8 48.6 25.9 30.1 40.1 66.1 130
Import/new supply ratio* .......... 0.020 0.030 0.034 0.024 0.021 0.046 0.044 0.018 0.01 0.013 0.017 0.025 0.042
Value of exports . ................ 43.6 B3.7 96.5 92.8 © 104 m 123 187 217 202 186 131 149
Export/shipments ratio ............ 0.038 0.051 0.056 0.060 0.062 0.063 0.058 0.069 0.090 0.089 0.078  0.050 0.050

'Value of all products and services soid by the Lawn and Garden Equipment industry.

%Value of products classified in the Lawn and Garden Equipment industry produced by all
industries.

Developed by the Office of Industry Assessment, 1TA.
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‘New supply is the sum of product shipments pius imports.
SOQURCE: U.S. Department of Commerce: Bureau of the Census, Bureau of Economic

Analysis, International Trade Administration (1TA).
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Recent Performance and Forecast: Motorcycies, Bicycles, and Parts (SIC 3751)
(in miflions of dollars except as noted)

M Percent Change
Compound Annuai Annuai
1984 1985’ 19862 19873 1972-84 1979-84 1984-85 1985-86 1986-87
Industry Data
Value of shipments* .. ... ....... .. 1,153 1,029 1,038 _ 4.8 -35 -10.8 0.9 -—
Value of shipments (19823) ....... 1,109 994 978 977 -2.4 -9.0 -10.4 -15 ~-0.1
Total employment (000) ........... 10.4 9.4 9.0 - -43 -9.3 -9.6 -43 -_
Production workers (000) ......... 8.5 77 7.3 — -4.6 ~-10.0 -394 -52 —
Average hourly earnings (8) ..... 8.05 8.40 8.63 - 6.8 4.9 4.3 2.7 -
Product Data
Value of shipments® ... ... ...... 1,263 1,177 1,206 —_ 7.3 2.6 -6.8 2.4 —_
Motorcycles & parts ........... 634 544 573 — 15.5 13.1 ~14.2 5.4 —
Bicycles &parts ............... 574 578 566 — 3.1 -4.38 0.7 -2.0 —
Value of shipments (19828} ....... 1,214 1,137 1,137 1,13 0.0 -3.3 -6.3 -0.1 -0.5
Motorcycles & parts ........... 613 521 532 533 10.9 10.4 -15.0 2.0 0.2
Bicycles & parts ............... 576 564 550 348 -3.5 -94 -2.0 -2.5 -0.5
Shipments price index®
(1982=100) ................. 104.1 103.6 106.2 — 73 6.1 -05 2.5 -—
Motorcycle price index
(1982=100) ............... 103.4 104.4 107.8 - 4.1 2.5 1.0 33 —_
Bicycle price index
(1982=100) ............... 99.6 97.7 97.9 — 6.9 5.1 -1.9 0.2 -
Trade Data
Value of imports (iTAY ........... 1,144 1,404 1,618 — 1.1 -1.4 227 15.2 —_
Motorcycles & parts ........... 73 926 960 —_ -0.2 -6.5 29.8 3.7 —_
Bicycles & parts . .............. 431 478 658 - 3.7 13.6 11.0 375 -
Importnew supply ratio® .......... 0.462 0.544 0.573 - -2.8 -25 17.7 5.3 -
Motarcycles & parts ........... 0.533 0.630 0.627 - -4.0 -8.5 18.2 -0.5 -—
Bicycles &parts . .............. 0.402 0.453 0.538 — -0.2 1.1 12.7 18.8 -
Value of exports {ITA)® ........... 97.6 75.6 102 —_ 23.4 7.0 ~22.5 47 -
Motorcycles & parts ........... 85.4 67.7 77.9 — 23.9 9.3 ~20.7 15.1 —
Bicycies &parts ............... 12.3 79 23.9 — 20.6 -39 ~35.8 202.5 —
Export/shipments ratio ............ 0.073 0.065 0.085 —_ 14.8 3.0 ~11.0 30.8 —
Motorcyctes & parts ........... 0.137 0.125 0.186 — 7.4 -3.1 -8.8 8.8 -
Bicycles &parts ............... 0.019 0.014 0.043 - 16.6 -20 ~26.3 207.1 —
‘Estimated except for exports and imports. Developed by the Office of Industry Assessment, ITA.
Estimated. "Import data are developed by the chapter author.
3Forecast. iNew supply is the sum of product shipments piys imports.

“Vaiue of all products and services soid by the Motorcycles, Bicycies, and Parts industry.
SValue of products ctassified in the Motarcycles, Bicycles, and Parts industry produced by
all industries.

bicycles, while Japan and South Korea accounted for 9.6 per-
cent and 3.5 percent, respectively. France, Italy, and Germany
together accounted for only 2.2 percent. (See Figure 46-1).

In 19835, the Bicycle Manufacturers Association (BMA) con-
tinued its appeal of a U.S. International Trade Commission’s
finding concerning dumping charges against Taiwan bicycle
imports. The ITC had determined that, despite unfair dumping
by certain Taiwanese manufacturers, the domestic industry was
not adversely affected. BMA’s appeal is still pending.

The leading foreign suppliers of bicycle parts to the United
States are Japan and Taiwan. Japan is still the top supplier,
accounting for 50.8 percent in 1985 and 57.5 percent in the first
7 months of 1986. Despite the rise of import prices, consumers
will continue to demand high-quality parts from Japan. Taiwan,
the second largest supplier, accounted for 22.3 percent of U.S.
imports in 1985 but only 19.2 percent in the first 7 months of
1986. Taiwan maintained its position as the leading supplier of
tires and tubes, accounting for 59.8 percent, followed by South
Korea with 20.3 percent. For the first 7 months of 1986, Tai-
wan’s and South Korea’s shares of tires and tubes dropped to
57.2 and 16.3 percent, respectively.

Efforts to Compete

To become more competitive, U.S. bicycle producers are
increasingly upgrading their technology and adopting inno-
vative production methods. Robotics is playing a larger role in
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JExport data are developed by the chapter author.
SOURCE: U.S. Department of Commerce: Bureau of the Census, Bureau of Economic
Analysis, International Trade Administration (ITA). Estimates and forecasts by ITA.

the welding and wheel production. Huffy, for example, man-
ufactures and markets a new line. Techninum, under the Raleigh
label, which features thermally bonded aluminum frames,
creating a lighter but stronger low-cost bicycle.

Additionally, manufacturers are increasingly moving to off-
shore production sites to lower production costs. Murray Ohio
Manufacturing Company reportedly plans to enter into a joint
venture in South Korea. Murray will set up a facility to manufac-
ture bicycles in the low-end of their product line. The company
maintains that they could not produce these models on a compet-
itive basis in the United States and identified lower production
costs as the primary factor in their decision. Murray's joint
venture in South Korea will result in a loss of approximately 400
jobs.

The Trade and Tariff Act of 1984 included a provision that
excluded bicycle producers from using foreign trade zones,
which would have allowed them to import parts at a lower tariff
rate. This provision expired in June 1986. However, an amend-
ment is pending before Congress to extend this provision until
1989. The amendment is expected to be approved sometime in
1987.

Prices

Import prices in recent years have mirrored the performance
of the U.S. dollar. U.S. import prices for bicycles fell 15.3
percent between |984 and 1985, when the dollar was appreciat-
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Hutty Bicycte Division

Bicycles on the assemblv line. Growing interest in bicvcling, especially among adults, has boosted demand, but so far imports have been the
beneficiaries, rising 35 percent in 1986 as U.S. industry shipments fell 2.5 percent (constant dollars).

ing, but then rose 7.4 percent in 1986, when the dollar was
depreciating. With respect to domestic prices, the Bureau of
Labor Statistics (BLS) producer price index (PPI) for bicycles
declined 2 percent in 1985 and in 1986 was expected to rise
moderately.

Unit values of imports from Taiwan, the leading supplier,
showed little change in the first 7 months of 1986. The Tai-
wanese NT dollar. which is pegged to the U.S. dollar, has not
appreciated significantly.

Imports from second-place Japan have shown price increases
due to the effects of the U.S. dollar’s dropping almost 35 percent
in value against the yen. The average unit value of bicycles and
parts from Japan increased nearly 20 percent in the first 7
months of 1986. The Japanese are concerned that higher prices
will send more producers to other foreign sources such as
Taiwan. However, they also expect to overcome part of this price
disparity through cuts in production costs, new product innova-
tion, and a reduction in costs of energy and raw materials.

Profitability

In 1985. many domestic bicycle manufacturers incurred earn-
ings and profit losses. Huffy. the largest manufacturer of bicy-
cles in the United States. incurred a 97 percent drop in net
earnings and a 58.6 percent decline in operating profits as a
result of reduced sales volume and lower profit margins. These
losses were attributed to increased competition and relocation
and startup costs at a new production and distribution facility in
Kent. Washington. Other contributors to the declines were a

one-time charge incurred when a physical fitness line was dis-
continued and a loss on the sale of a former manufacturing
facility.

Murray, the second largest U.S. manufacturer of bicycles,
also performed poorly in 1985. Murray increased its net sales by
| percent, but net income dropped 40 percent as a result of price
cutting to maintain market share. The major factor affecting
1985 earnings was the continued high level of imports in the
U.S. bicycle market.

Outlook for 1987

Domestic shipments of bicycles and parts are expected to
remain flat or decline slightly in 1987 as imports continue to
make inroads in the market and supply the bulk of U.S. demand.
The dollar is expected to stabilize in 1987, but import prices of
bicycles will increase, with these price increases ultimately
passed on to the consumer. Rising prices will slow, but not halt,
growth in imports of bicycles and parts during 1987.

Long-Term Prospécts

Although demand for bicycles has been rising, much of this
growth will be captured by bicycle imports. especially from
Taiwan. Improved automation, innovation, and a continued
decline in the dollar should help U.S. bicycle producers com-

. pete with overseas sources and perhaps give the bicycle industry

a better outlook over the next few years.
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heavyweight motorcycle segment of the market. In mid-1985,
the company introduced a new model, the Sportster 883, which
is grouped in the low end of the heavyweight motorcycle market
and. with a suggested retail price under $4.000, is more price
competitive with Japanese-made motorcycles. This model has
allowed Harley-Davidson to enter the “‘trade-up” market; i.e.,
consumers who currently own a Sportster will most likely trade
it in for a larger motorcycle.

Japanese producers have adapted to the tariff restrictions on
motorcycles in several ways. Two Japanese competitors have
avoided paying the special tariffs by increasing assembly in the
United States and shipping engines, transmissions, and other
major parts from Japan. Moreover. Japanese producers have
avoided the special tariffs by replacing 750cc engines with
motorcycles that have 690-699cc engines, which are not af-
fected by the tanff restrictions.

Honda, a Japanese-owned company with a plant in the United
States, currently accounts for about 60 percent of the motorcycle
market. Honda's introduction of the three- and four-wheel all-
terrain vehicles (ATV) has helped attain its curtent dominance.
Honda now holds about 44 percent of the domestic markets for
ATVs. which are popular with young riders who use them for
recreational purposes.

Future sales of ATVs could be affected by the National ATV
Safety Act (H.R. 3325) in the House Committee of Public
Works and Transportation as of late 1986. The Act would
require states to adopt a 16-year-old minimum age for ATV
operators. According to preliminary findings of the Consumer
Products Safety Commission (CPSC), |9 percent of all ATV
injuries involve children under 12 vears of age. and 46 percent
involve children under 16. The bill also will prohibit the use of
ATVs on highways and will require that riders have licenses,
which would be given to them after completion of a training
course. CPSC recommendations to the House Committee of
Public Works and Transportation were expected by late 1986 or
early 1987.

Four major Japanese motorcycle firms in the United States are
the subject of a 2-year-old criminal antitrust investigation by the
U.S. Justice Department. A federal grand jury is trying to
determine whether these four companies were involved in price-
fixing to expand markets and reduce competition in the U.S.
market during the early 1980s. In 1985, these four companies
accounted for about 94 percent of the $2.7-billion U.S. retail
market for motorcycles.

Outfook for 1987

U.S. shipments of motorcycles are expected to remain flat in

1987. While imports gain at a slower rate than in 1986, the
continued decline of the U.S. dollar against the yen will result in
further price increases on U.S. imported motorcycles from
Japan. To the extent that they are passed on to the U.S. consum-
er, these increases will contribute to rising inflation. How
Jariff rates for heavyweight motorcycles will fall from 10.9
percent to 13.7 percent in 1987, offsetting some of the ex-
change-rate-induced price increase and thus fostering import
growth.

Long-Term Outlook

The motorcycle market is forecast to increase at a compound
annual rate of 3 percent during the next 5 years. U.S. product
shipments are expected to grow 1.5 percent (constant dollars),
while reduction of the tariff on heavyweight motorcycles in

1987 and 1988 contributes to further growth in imports and their
share of the market. A number of factors affect the demand for
motorcycles in the Unlited States. Economic factors such as the
downward trend of the dollar against the yen are causing prices
of imported motorcycles to rise. Changing consumer tastes and
preferences have altered purchasing habits. In addition, financ-
ing of motorcycles is difficult, with disproportinately high inter-
est rates, and insurance can be prohibitively expensive. These
factors, along with high prices, have turned away some prospec-
tive buyers.

Despite the negative pressures on the motorcycle industry,
several favorable factors should help increase demand. Harley-
Davidson’s introduction of the new Sportster 883 has helped
increase sales, and purchasers of these motorcycles will most
likely trade up for larger models in the future. The weak dollar
can be advantageous to U.S. producers by giving them the
opportunity to expand their markets abroad. Changing demo-
graphics are favorable for the industry. Population in the 35 to 44
age group, the primary market for motorcycles, is expected to
increase 17.8 percent from 1986 to 1991, according to the
Bureau of the Census. Additionally, disposable personal income
is estimated to rise 2.7 percent annually during 1986-91.—
Kevin M. Ellis, Office of Consumer Goods, (202) 377-1140;
Judith Corea, Office of Consumer Goods, (202) 377-0311,
October 1986.

Additional References

1982 Census of Manufacturers Final Report. Motorcycles. Bicycles. and Parts.
SIC industry 3751, Series MC82-1-37C-4(P). Bureau of the Census. U.S.
Department of Commerce. Washington, DC 20233.

Heavvweight Motorcvceles: Quarterlv Report (Covering Second Quarter of
1986), USITC Publication 1889, August 1986, U.S. International Trade
Commission, Washington, DC 20436,

American Bicvelist and Motorcyelist, Cycling Press. Inc.. 80 Eighth Avenue,
New York, NY 10011.

Bicvele Business Journal, Quinn Publications. Inc., 1904 Wenneca Street, Fort
Worth, TX 76102.

Bicveling Magazine, U.S. Adult Bicycle Usage and Ownership.” 33 East
Minor St., Emmaus, PA 18049.

1985 Motorcycle Statistical Annual, Motorcycle Industry Council, 3151 Airway
Avenue, Bldg. P-1, Costa Mesa. CA 92626.

Motorcycle Business USA, HBJ Publications, 7500 Old Oak Bivd., Cleveland.
OH 44130.

SPORTING AND ATHLETIC GOODS

Industry shipments of sporting and athletic goods approached
a record $4 billion in 1986. However. adjusted for inflation,
shipments increased only 2.6 percent, as growth in nominal
disposable personal income slowed to an estimated 3.3 percent
in 1986 from 5.9 percent in 1985. During 1972-84. constant-
dollar industry shipments increased a moderate 10 percent.

Industry Definition

The sporting goods industry is comprised of firms producing
several major categories of equipment, including fishing, golf,
gymnasium and exercise, tennis, bowling, team sports, skis,
scuba diving, billiards, surfing, skating. raquetball, and track
and field. Sports categories not included in this industry are
footwear, apparel. camping, hunting, and leisure vehicles such
as motorcycles and bicycles.

Some 1,500 firms are in the sporting goods industry. These
firms operate about 1,600 plants, two-thirds of which have fe
than 20 employees. In 1982, only 7 percent of these firms
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Historical Trends: Motorcycles, Bicycles, and Parts (SIC 3751)

{in millions of doilars except as noted)

1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984
Industry Data

Value of shipments' . ............. 660 722 959 786 791 1,008 1,225 1,375 1,337 1,344 1.341 1,436 1,153

Value of shipments (1982%) ....... 1,478 1,562 1,811 1,320 1,269 1,583 1,760 1.779 1,544 1,459 1.341 1.412 1.109

Total employment (000) ........... 17.6 17.8 19.1 14.0 13.7 15.6 17.2 16.9 15.2 13.9 13.0 12.2 10.4

Praduction workers (000) ......... 15.0 15.1 16.2 1.1 11.4 13.3 14.7 14.4 12.7 11.2 10.4 9.9 8.5
Average nhourly earnings (S) ..... 3.85 3.88 4.27 5.16 5.43 5.28 5.71 5.34 6.39 7.82 8.38 3.77 8.05

Capital expenditures .............. 16.0 15.9 24.9 15.8 16.5 24.1 27.2 29.5 22.0 26.8 23.1 26.5 20.3

Product Data

Value of shipments? .............. 541 71 880 704 688 847 1,001 1,112 1,160 1,160 1,143 1.151 1,263
Motorcycles & parts . ........ .. 112 170 250 302 273 286 390 342 464 368 481 492 634
Bicycles &parts ............... 397 530 623 389 406 490 540 733 649 733 602 596 574

Value of shipments {1982S) ....... 1,211 1,561 1,663 1,184 1,105 1,306 1,438 1,438 1,340 1.259 1,143 1,132 1,214
Motorcycles & parts ........... 176 260 333 379 344 363 464 375 503 382 481 486 613
Bicycles & parts .. ............. 834 1,132 1,170 657 645 747 783 943 746 793 602 589 576

Shipments price index3
(1982=100) ................. 445 45.9 52.9 595 62.2 64.8 §9.7 773 86.8 922 100.0 101.7 104 1
Motorcycle price index

(1982=100) ............... 63.7 65.4 75.0 79.6 79.4 78.9 84.2 91.3 92.4 96.5 100.0 102.2 103.4
Bicycte price index
(1982=100) ............... 44.9 46.8 93.3 59.2 62.9 65.6 §9.1 77 871 92.4 100.0 99.1 99.6
Trade Oata ’

Value of imports (ITA} ........... 1,001 949 1,316 882 584 888 1,187 1,225 1.539 1,669 1,329 1,103 1,144
Motorcycies & parts . .......... 730 609 969 745 533 704 980 998 1,257 1,342 1,121 774 713
Bicycles &parts ............... 279 339 347 137 151 183 207 228 281 327 208 329 431

Import/new supply ratios .......... 0.651 0.568 0.599 0.556 0.498 0.912 0.543 0.524 0.570 0.990 0.538 0.474 0.462
Motorcycles & parts ........ ... 0.867 0.782 0.795 0.712 0.662 0.711 0.71§5 0.745 0.730 0.785 0.700 0.611 0.533
Bicycles & parts . .............. 0.413 0.390 0.358 0.260 0.271 0.272 0.277 0237 0.302 0.308 0.257 0.330 0.402

Value of exports (ITA)® ... .. ... 738 1.0 14.1 2.7 27.3 39.3 43.5 89.7 111 96.9 99.1 97.8 97.6
Motorcycles & parts ........... 6.5 8.3 10.8 18.7 22.4 29.4 37.3 54.7 N7 77.0 87.5 85.2 85.4
Bicyctes &parts ............... 1.3 2.2 33 30 49 9.9 12.2 15.0 18.8 19.9 11.6 12.8 12.3

Export/shipments ratio . ........... 0.014 0.015 0.016 0.031 0.040 0.046 0.049 0.063 0.095 0.084 0.087  0.080 0.073
Motorcycles & parts ........... 0.058 0.052 0.043 0.062 0.082 0.103 0.096 0.160 0.196 0.209 0.182 0.173 0.137
Bicycles & parts .. ............. 0.003 0.004 0.005 0.008 0.012 0.020 0.023 0.021 0.029 0.027 0.019  0.019 0.019

Value of all products and services soid by the Motorcycles, Bicycles, and Parts industry.

%yajue of products classified in the Motorcycles, Bicycles, and Parts industry produced by
all industries.

30eveloped by the Office of Industry Assessment, {TA.

Yimport data are developed by the chapter author.

more than 100 employees. Requiring only small capital expen-
ditures, firms can easily enter and exit this industry, which is
becoming less concentrated as conglomerates sell off their
sporting goods subsidiaries: the four largest firms had only 17
percent of the business in 1982, whereas in 1958 their share was
41 percent.

Industry Performance

-According to industry sources, the divestiture of sporting
goods companies by large conglomerates continued in 1986.
This trend is favorably viewed by the industry because it is
believed to result in a stronger. more profitable industry. New
firms resulting from the spinoffs will be more responsive to new
competition.

In the sporting goods industry the most efficient plant size
employs between 250 and 499 employees, but only 2 percent of
the firms in the industry fall within this category. The value
added per dollar of production wages in these efficient plants is
$4.59, compared with only $4.45 for the most efficient plant
size for all manufacturing. The 2 percent of the sporting goods
firms having the most efficient plants account for 30 percent of
capital expenditures and 23 percent of industry shipments.
These firms also account for 2! percent of the total employment
and 24 percent of the total payrol! while contributing 26 percent
of the value added by sporting goods establishments.

In 1986, the sporting goods industry employed an estimated
35,200 production workers, up slightly from the previous year.
This gain, primarily the result of increases in production for
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SNew supply is the sum of product shipments plus imports.

“Export data are developed by the chapter author.

SQURCE: U.S. Department of Commerce: Sureau of the Census, Bureau of Economic
Analysis, International Trade Administration {1TA).

export, was in sharp contrast to the {oss of 15.800 jobs between
1972 and 1985.

Reflecting the shift to off-shore production, 14,800 of the lost
jobs were in production. Consequently, production workers’
share of total employment has decreased significantly, to 75
percent in 1984 from 81 percent in 1978. The average wage rate
in the industry, at about $7 per hour, is well below the more than
$10 per hour for all manufacturing.

Product Liability

Industry sources indicate that insurance premiums and legal
fees may be as high as 15 percent of sales in certain sporting
goods product lines. The manufacturers most affected by these
high costs are producers of football helmets and other equipment
for contact sports. Producers of air guns. archery equipment,
scuba diving equipment, and gymnastic equipment are also
adversely affected. The industry reports that many producers
are paying 3-4 percent of sales for product liability insurance
and that the level of coverage provided by this insurance is
inadequate.

According to the Sporting Goods Manufacturers Association
(SGMA), the hard goods sector of the industry paid 0.3 of one
percent of net sales in 1985 for insurance and this low ratio does
not accurately reflect the effects of product liability on the
industry. The SGMA explains that the ratio was small because
some firms in the survey did not have product liability insurance
and other firms discontinued product lines that had required very
high insurance. Moreover, firms that have gone out of business,

U.S. Industrial Outlook 1987—Recreation Equipment



Recent Performance and Forecast: Sporting and Athletic Goods, n.e.c. (SIC 3949)
(in miflions of doilars except as noted) P

Percent Change

Compound Annuai Annual
1984 1985? 1986? 19873 1972-84 1979-84 1984-85 1985-86 1986-87
Industry Data

Value of shipments* .............. 3,765 3,803 3,955 4,154 6.7 6.0 1.0 4.0 5.0
Vaive of shipments (19828} ....... 3,746 3,818 3,916 4,033 0.8 1.6 1.9 2.6 3.0
Total employment (000) ........... 46.7 45.2 46.4 47.8 =22 -3.6 -3 2.6 3.0
Production workers (000} ......... 35.2 343 35.2 36.3 -2.7 -4.5 -2.5 2.6 3.0

Average hourly earnings {$) ..... 6.73 6.89 7.01 — 6.6 7.2 24 1.7 —_

Product Data

Value of shipments® .............. 3,284 3,317 3,450 3,624 6.5 45 1.0 4.0 5.0
Value of shipments (19828) ....... 3,267 3.330 3,416 3,518 0.6 0.1 1.9 2.6 3.0
Shipments price index$ .

(1982=100) ................. 100.6 99.7 101.0 103.0 5.0 4.2 -0.9 1.3 2.0

Trade Data

Value of imports  ................ 1,090 1,193 1,320 1,452 13.8 12.4 94 10.7 10.0
impornew supply ratio’ .......... 0.249 0.264 0.277 0.286 8.5 59 6.1 4.6 34
Value of exports ................. 332 300 318 343 5.0 1.8 -9.6 6.0 8.0
Export/shipments ratio .. .......... 0.101 0.080 0.092 0.095 -1.4 ~2. -10.5 1.9 2.8

'Estimated except for exports and imports. ®Developed by the Office of Industry Assessment, ITA.

Estimated. "New supply is the sum of product shipments plus imports.

3Forecast.

“Vatue of alf products and services sald by the Sporting and Athietic Goods, n.e.c. industry.

SValue of products classified in the Sporting and Athletic Goods. n.e.c. industry produced
by all industries.

such as football helmet manufacturers, were not included in the
data.

Some industry observers claim the high cost of product lia-
bility insurance has significantly affected the industry’s compet-
itiveness because product lines have been dropped by some
firms. Additionally, the high costs have increased prices of U.S.
goods in international markets, resulting in fewer markets and
fewer American jobs. Research and development of new prod-
ucts and new technologies have been delayed pending the out-
come of this crisis.

A broad product liability bill is before both houses of Con-
gress. but there is a high degree of uncertainty that either house
will act on the legislation anytime soon. There is continued
debate on the $250.000 cap on awards for *‘pain and suffering.”

Foreign Trade

Forthe last 15 years the United States has had a trade deficitin
sporting goods. The trade deficit grew from $47 million in 1672
to an estimated $1 billion in 1986, and more than $1.1 billion is
forecast for 1987.

Imports. In 1986, U.S. imports of sporting goods for con-
sumption increased almost 11 percent to $1,320 million. The
United States imported 30 percent of its estimated apparent
domestic consumption of $4,452 million in 1986.

The rapid depreciation of the U.S. dollar since 1985 so far has
had only a moderate effect on U.S. imports. Of the three
countries accounting for two-thirds of U.S. imports, Japan is the
only one whose currency has appreciated against the U.S.
dollar. Japan, which has experienced a 35 percent appreciation
in its yen, accounts for only 12 percent of U.S. imports of
sporting goods.

The primary sources for U.S. sporting goods imports are
Taiwan, 37 percent; South Korea. 18 percent; Japan, 12 percent;
Canada, 4 percent; France. 4 percent; and Haiti, 3 percent.
Taiwan and South Korea have not experienced currency appre-
ciation, and these countries receive duty-free treatment under
the Generalized System of Preferences.
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SOURCE: U.S. Department of Commerce: Bureau of the Census, Bureau of Economic
Analysis, International Trade Administration (ITA). Estimates and forecasts by ITA.

In 1986, imports of fishing equipment are expected to total
3208 million. down about 5 percent from the record 1985
imports of $219.2 million. Over 80 percent of U.S. imports of
fishing equipment came from the following three countries:
Japan, 36 percent; Taiwan, 23 percent; and South Korea, 23
percent. The appreciation of the Japanese yen is certainly a
factor in the slowing of these imports.

U.S. imports of golf equipment totaled an estimated $148
million in 1986. a 39 percent increase over the previous year.
Since 1981, imports of golf equipment have shown continuous
growth, expanding 30-40 percent annually. The leading supply-
ing countries are Taiwan, 35 percent; South Korea, 28 percent;
and Japan, 19 percent.

U.S. imports of exercise equipment have once again ex-
hibited rapid growth. U.S. imports in 1986 are estimated at
$207.4 million, S1 percent higher than in 1985. Taiwan ac-
counted for 87 percent of the total increase.

Exports. In 1986, U.S. exports of sporting goods were an
estimated $318 million, up 6 percent over 1985. This increase
represented a reversal of a 3-year declining trend. Exports
increased about 8 percent per year from 1972 to 1982 but then
decreased about 8 percent per year from 1982 to 1985. Japan
continues to be the largest export market for U.S. sporting
goods. Six countries account for almost two-thirds of the ex-
ports: Japan, 24 percent; Canada, 15 percent; the United King-
dom, 8 percent; Haiti, 7 percent; Australia. 6 percent; and
Germany, 5 percent.

Exports of fishing equipment, at $22.6 million in 1986, rose 8
percent from 1985, reversing the rapid decline evident since
1982. The primary export markets for these products are Cana-
da, 26 percent; Japan, 22 percent; Australia, 6 percent; Mexico,
5 percent; and the United Kingdom, 3 percent.

U.S. exports of golf equipment in 1986 were $108 million, up
9 percent over 1985. These products are primarily exported to
Japan, 4] percent; Canada, 16 percent; the United Kingdom, 16
percent; Australia, 6 percent; and Mexico, 3 percent. U.S.
exports to Japan dropped from $73.6 million in 1982 to only
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$36.2 million in 1985, accounting for 83 percent of the decline
in total exports of golf equipment during 1982-85.

U.S. exports of exercise equipment declined an estimated 12
percent in 1986 to a new low of $23.3 million. The primary
markets for exercise equipment are Saudi Arabia, 18 percent;
Japan, 15 percent; Canada, 14 percent: the United Kingdom, 13
percent; and Germany, 5 percent. From 1981 to 1984, Saudi
Arabia more than doubled its purchases of U.S. sporting goods,
from $2.8 million to $6.4 million, but its 1986 purchases were
estimated to be less than half the 1985 value.

In 1986, exports of miscellaneous sporting goods were S164
miilion, a | percent decline from 1985. Miscellaneous sporting
goods account for 54 percent of total U.S. exports of sporting
goods. The primary markets for these miscellaneous goods are
Japan, 27 percent; Canada, 21 percent; Haiti, 19 percent; Ger-
many, |1 percent; and Australia, 10 percent.

Changes in trade patterns. Currency exchange rates affect
relative prices of products moving in world trade, and changes in
relative prices affect a country’s competitiveness in that trade.

The recent depreciation of the U.S. dollar relative to Japan and’

Europe is expected to slow the rate of import penetration and to
accelerate the growth of U.S. exports of sporting goods. Con-
versely, the rise in the value of the dollar vis-a-vis other curren-
cies after flexible exchange rates were instituted in the early
1970’s contributed to a loss of U.S. market shares, both domes-
tically and in the world market, as shown in the accompanying
tables. Table | gives changes in U.S. share of the world sporting
goods market vis-a-vis four other major exporters—South
Korea, Taiwan, Germany, and Japan. Table 2 compares infla-
tion-adjusted exchange rates of these countries plus Canada.

Table 1: Comparative Shares of World Trade in
' Sporting Goods

(in percent}
South West
U.S. Taiwan Korea Japan Germany

.......................... 17.4 6.5 2.7 10.9 5.1
.......................... 14.1 8.6 3.9 12.6 5.0
.......................... 121 8.9 5.7 13.5 5.4
.......................... 3.2 111 5.6 10.3 5.1
.......................... 134 112 5.7 8.5 5.2
.......................... 126 17.3 6.0 8.0 5.2
.......................... 144 149 7.0 8.9 5.4
.......................... 145 161 7.2 8.8 5.4
...... 13.0  19.7 8.1 8.5 5.2

...... 10.0 244 9.4 8.6 4.9
.......................... 86 258 9.0 10.6 4.9

Table 2: Inflation-Adjusted Exchange Rate Index
(Foreign currency per U.S. dollar; 1985=100)

South West
Year Canada Taiwan Xorea Japan Germany

. 86.5 MA 975 842 59.1
85.3 NA 885 88.4 66.4
87.7 887 861 845 63.0
93.1 875 824 760 57.4
96.8 86.6 824 720 55.3
95.2 81.2 816 825 56.7
984 866 831 751 69.5

9.5 933 833 864 75.0
1983 . 95.1 9.5 87.8 88.5 76.0
1984 ... 95.7 963 961 904 85.5
1985 ... 100.0 100.0 100.0 100.0 100.0
19867 ... 99.7 968 1043 767 71.5

*Estimate based on the first two quarters.

SOURCE: U.S. Oepartment of Commerce, International Trade Administration.

Wholesale price indices for foreign countries and market exchange rates are from the
International Monetary Fund's International Financial Statistics. Taiwan's wholesale price
index and market exchange rate were provided by the Coordination Council for North
American Affairs.
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As shown in table !, U.S. share of total world trade in
sporting goods fell by more than half between 1975 and 1985,
from 17.4 percent to a new low of 8.6 percent. During that same
period. Taiwan’s, and South Korea’s shares increased over three-
fold. Taiwan’s shot from 6.5 percent in 1975 to 25.8 percent for
1985, and South Korea's rose from 2.7 to 9.0 percent. Shares
held by Japan and Germany both remained relatively constant at
I1 and 5 percent, respectively.

During the most recent period of U.S. dollar appreciation,
from the fourth quarter of 1980 to the first quarter of 1983, the
United States suffered a 12 percent annual decline in its share of
world trade as prices for its products increased relative to those
of other countries. Taiwan's share, in contrast, rose 14.6 percent
per year, and South Korea's 6.5 percent.

As the world’s largest importer of sporting goods, exceeding
the EC and Japan combined, the United States has been the
target for many of these increased imports. especially from
Taiwan. Imports’ share of U.S. new supply rose from 18.5
percent in 1980 to 26.4 percent in 1985, with Taiwan's share of
the import market soaring from 13.4 percent to 37.1 percent.
South Korea's share, on the other hand, remained about steady
at 18.5 percent.

The currencies of Taiwan and South Korea are closely pegged
to the U.S. dollar. but inflation-adjusted exchange rates in Table
2 show considerable changes nonetheless. The real value of the
new Taiwanese dollar declined only 15 percent from 1981 to
1985. Over the same period. the real value of the South Korean
won declined even more at 20 percent. In contrast to these
decreases, the Japanese yen and the German mark experienced a
33 percent and 44 percent decrease in real value during this
period.

Exports of golf clubs to.Japan and U.S. imports of ski gloves
from South Korea and Taiwan are two examples of how ex-
change rates affect relative prices and how these relative prices,
in turn, affect trade flows.

In 1985, U.S. imports of ski gloves were valued at $76
million. The quantity of these imports had increased about 30
percent in 1983 and 1984, but the 1985 increase was only 6
percent, and a 4 percent decrease is estimated for 1986.

Golf clubs were the largest single U.S. sport product exported
in 1985. Their value amounted to $37 million, 12 percent of
total sporting goods exports and down from a 1982 peak of $64
million. During the recent period of dollar appreciation the
quantity of golf club exports fell by half. Conversely, the dollar
depreciation, which started early in 1985, resulted in an estimat-
ed 6 percent increase in the quantity of goif clubs exported in
1986.

Outlook for 1987

In 1987 the value of sporting goods shipments is expected to
increase 3 percent (in 1982 dollars). Since personal disposable
income (PDI) is the most significant determinant of demand for
sporting goods, the 2.4 percent constant-dollar increase in PDI
in 1987 should result in significant growth in sporting goods
consumption. Other factors that play a role in consumer demand
are interest rates and the general level of inflation. These factors
affect consumer confidence and are expected to have a positive
effect in 1987.

The domestic industry will be more competitive with foreign
suppliers as the full effects of the dollar devaluation are felt in
1987. The price sensitivity of sporting goods demand will result
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Spalmq
A stop-action photo shows the path of a golf ball being tested. Demograhic changes and growing interest in outdoor sports bode well for sporting
goods such as golf balls and equipment.

in fewer imports and more exports, although the value of im- in sporting goods is expected to decrease trom the current level
ports still will increase more rapidly than the value of exports. of 81 billion.

Capital expenditures per production worker, estimated to be

Long-Term Prospects one-third the level of capital expenditures per production worker

in all manufacturing, are expected to increase in the next 35

The long-term outlook for the sporting goods industry should years. However, the rate of growth of expenditures may not be

improve. A 3 percent annual increase in constant-dollar domes- sufficient to regain the level of competitiveness that the U.S.

tic shipments is expected over the next 5 years. The value of the sporting goods industry once enjoyed. Since new capital expen-

dollar on international currency exchanges is expected to sta- ditures have been growing at two-thirds the rate of growth in

bilize near the current value, resulting in a more competitive industry shipments, some industry observers feel that efficiency
position for the U.S. industry. Over the long run the trade deficit gains will suffer in the future.

Historical Trends: Sporting and Athletic Goods, n.e.c. (SIC 3949)

(in millions of dollars except as noted)
1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984

Industry Data

Value of shipments' .............. 1,729 1,613 1,892 1,993 2,303 2,425 2,978 2.812 3.055 3.249 3377 3,334 3,765
Value of shipments (19828) ....... 3,405 2,971 3,336 3,258 3,216 3,295 3,427 3,464 3.370 3,399 3.377 3,295 3,746
Total employment (000) ........... 61.0 57.6 61.9 4.5 60.0 57.2 59.7 36.0 53.9 52.4 478 443 46.7
Production workers (000) ......... 49.1 46.7 50.5 43.8 43.8 46.1 48.1 443 42.2 10.4 36.0 33.7 35.2

Average houry earnings (8) ..... 3.12 3.12 3.48 3.82 4.10 417 4.51 4.76 5.13 5.49 6.29 6.51 6.73
Capital expenditures . ......,...... 48.7 45.1 59.4 44.4 89.0 62.7 69.3 88.8 73.5 68.1 76.5 - —

Product Data

Value of shipments? .............. 1,539 1,489 1,728 1,798 2,133 2,217 2,450 2,640 2,847 3.042 3,161 3,127 3,284
Value of shipments (1982S) ....... 3,030 2,741 3,042 2,939 2,978 3,012 3,260 3,252 3,140 3,182 3,161 3,090 3,267
Shipments price index?

(1982=100) ................. 56.3 57.9 82.6 67.2 73.9 74.6 76.0 82.0 91.2 96.0 100.0 101.2 100.6

Trade Data

Value of imports ................ 231 282 314 264 401 523 566 607 646 624 695 828 1,090
Import/new supply ratic* .......... 0.130 0.159 0.154 0.128 0.158 0.191 0.188 0.187 0.185 0.170 0.180 0.209 0.249
Value of exports ................. 184 143 168 169 172 194 245 303 355 385 388 366 332
Exportshipments ratio ............ 0.119 0.096 0.097 0.094 0.081 0.088 0.100 0.115 0.125 0.127 0123  0.117 0.101

'Value of all products and services sold by the Sporting and Athletic Goods, n.e.c. industry. ‘New supply is the sum of product shipments plus imports.

Vaiue of products classified in the Sporting and Athletic Goods, n.e.c. industry produced SOURCE: U.S. Department of Cormerce: Bureau of the Census, Bureau of Economic
by all industries. Analysis, Internationat Trade Administration ({TA).

3Devetoped by the Office of Industry Assessment, TA.
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Spalaing

A stop-action photo shows the path of a golf ball being tested. Demograhic changes and growing interest in outdoor sports bode well for sporting

goods such as golf balls and equipment.

in fewer imports and more exports, although the value of im-
ports still will increase more rapidly than the value of exports.

Long-Term Prospects

The long-term outlook for the sporting goods industry should
improve. A 3 percent annual increase in constant-dollar domes-
tic shipments is expected over the next 5 years. The value of the
dollar on international currency exchanges is expected to sta-
bilize near the current value, resuiting in a more competitive
position for the U.S. industry. Over the long run the trade deficit

in sporting goods is expected to decrease from the current level
of S1 billion.

Capital expenditures per production worker. estimated to be
one-third the level of capital expenditures per production worker
in all manufacturing, are expected to increase in the next 5
years. However, the rate of growth of expenditures may not be
sufficient to regain the level of competitiveness that the U.S.
sporting goods industry once enjoyed. Since new capital expen-
ditures have been growing at two-thirds the rale of growth in
industry shipments, some industry observers fee! that efficiency
gains will suffer in the future.

Historical Trends: Sporting and Athietic Goods, n.e.c. (SIC 3949)

(in miilions of doliars except as nated)

1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984
Industry Data
Vafue of shipments' .............. 1,729 1,613 1,892 1,993 2,303 2,425 2,576 2,812 3.055 3.249 3,377 3.334 3,765
Value of shipments (19828) ....... 3.405 2,971 3,336 3,258 3,218 3,295 3,427 3,464 3.370 3,399 3377 3.295 3,748
Total emptoyment (000) ........... 61.0 57.6 61.9 94.5 60.0 §7.2 58.7 56.0 53.9 52.4 4738 44 8 46.7
Production workers (000) ......... 49.1 48.7 $0.5 43.8 43.8 46.1 43.1 44.3 42.2 40.4 36.0 33.7 35.2
Average hourly earnings ($) ..... 3.12 3.12 3.48 3.82 4.10 417 4.51 4.78 5.13 5.49 6.29 6.51 6.7¢
Capital expenditures .............. 46.7 45 59.4 44.4 89.0 §2.7 69.3 88.8 73.5 68.1 76.5 — -~
Product Data
Value of shipments? .. ............ 1,539 1,489 1,726 1,798 2133 2,217 2,450 2,640 2,847 3.042 3,161 3.127 3,28
Vaiye of shipments (19828) ....... 3,030 2,741 3,042 2,939 2,978 3,012 3,260 3,252 3,140 3,182 3.161 3.090 3.28
Shipments price index?
{1982=100) ................. $6.3 57.9 62.6 87.2 73.9 74.6 76.0 82.0 91.2 36.0 100.0 101.2 100.
Trade Data
Value of imports ................ 231 282 314 264 401 523 566 807 845 624 695 828 1,0¢
Import/new supply ratig* .......... 0.130 0.159 0.154 0.128 0.158 0.191 0.188 Q.187 0.185 0.170 0.180 0.209 0.2¢
Valueofexports ................. 184 143 168 169 172 194 245 303 355 385 388 366 kG
Export/shipments ratio ............ 0.119 0.096 0.097 0.094 0.081 0.088 0.100 0.115 0.125 0.127 0123 0.117 0.1¢

'Value of aft products and services sold by the Sparting and Athietic Goods, n.e.c. industry.
WNalue of products classified in the Sporting and Athigtic Goads, n.e.c. industry produced

by all industries.

I0eveloped by the Office of industry Assessment, ITA.

New supply is the sum of product shipments plus imports.
SOURCE: U.S. Department of Commerce: Bureau of the Census, Bureau of Econom
Analysis, International Trade Administration (ITA),
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The number of Americans participating in recreational boat-
ing in 1986 totaled roughly 69 million, compared with 67.9
million in 1985. About half the U.S. population lives within 50
miles of water and that proportion is growing as a result of
population shifts toward shorelines, especially in the sunbelt.
The U.S. coastline (including the Great Lakes) has almost
83.000 miles suitabie for boating.

Water sports activities—particularly water skiing and sport
fishing—have continued to grow in popularity, boosting de-
mand for sport boats, ski boats, and run-abouts. This trend has
been supported by more aggressive marketing at the dealer level
and greater availability of credit at lower interest rates.

Among the recent gainers have been medium-priced stern-
drive boats and inboard cruiser-drive boats. Together they were
expected to capture 10-15 percent more of the market in 1986.

Sales of outboards. on the other hand. have been going up in
value, but the number of units sold has been falling. In 1985,
their value rose about 7 percent to $760 million, but unit sales
declined 4 percent to 305,000: average price of an outboard boat
reached nearly $2,500 that year, or about 11 percent more than
in 1984, If the same percentage growth was maintained the cost
of an outboard boat in 1986 would have risen to about $2,780.
As in the past the 16-foot motorboats and other small craft
accounted for the bulk of the unit sales volume.

Sales of outboards have been supported by innovations in hull
design, more efficient advanced technology, improved power
plants. and strong promotional campaigns by manufacturers.
The availability of affordable financing also has been a positive
factor.

In addition to selected growth in the power boat industry,
sales of engines. trailers, and accessories were expected to show
gains through 1986. Industry reports have called 1986 a year for
improvement and upgrading, with good sales performances
seen for items such as marine electronics, galleyware. foul
weather gear, and maintenance products.

The average boat dealer reportedly grossed more than
$800,000 in 1985, compared with less than $700,000 in 1984,
Based on this growth rate, earnings in [986 should have sur-
passed $900,000. Average sales per waterfront dealer may have
reached $1.2 million, compared with around $1 million record-
ed in 1985.

The industry continues to be affected by a number of issues
and trends, including:

® Further growth in private “*dockminiums” in line with growth
in condominiums and the loss of conventional slip spaces and
shorefront. Dockminiums are especially prevalent in the
Northeast, Mid-Atlantic States, and Florida. California is
seen as the next probable area for growth.

® A number of recent mergers and acquisitions within the
industry, which are seen leading to concentration of financial
and other resources and strengthened vertical integration.

¢ The rising cost of liability insurance, which is beginning to
adversely affect the industry, despite a favorable trend in
boating safety and fatality statistics.

¢ Tax reform that would eliminate the deduction for interest
paid on financing of consumer goods. This change could
especially affect the sale of large cruisers and sailboats (30
feet and up).
Rapid import growth continued to hurt U.S. boating man-
ufacturers through 1985 and into 1986, negating the positive
effects of rising consumer demand. [mports of boats and equip-

ment rose nearly 24 percent in 1985 to a high of more than 5350
million, while U.S. exports dropped 7 percent, to $61 million,
in their sixth straight y&ar of decline. This left a trade deficit of
about $290 million, or 39 percent above that in 1984.
Inboard motorboats made up the largest share of both imports
and exports. Imports of inboard motorboats amounted to nearly
$180 million in 1983, or 47 percent more than in 1984, and
accounted for 85 percent of the total increase in pieasure boat
imports during 1985. The five leading suppliers were Taiwan,
Japan, The Netherlands, Italy, and Singapore. Exports of in-
board motor boats rose slightly to $36.9 million in 1985 from
$34.2 million the previous year and probably showed modest
growth again in 1986. Inboard motor boats made up 60 percent
of U.S. boat exports in 1985 and went primarily to Canada,
Spain, ltaly, the Bahamas, and the United Arab Emirates.

Outlook for 1887

The U.S. boating industry is reasonably optimistic about its
performance in 1987. With the recent growth rate of 5-6 percent

o

0'Brien international and National Manne Manucxurers ssoaatlon
Making a water ski. Retail expenditures on boating and relate’
tivities may reach $14.8 billion in 1987 if they continue their r
annual growth rate of 5-6 percent.
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