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COMDMIENTS OF FEDERAL TRADE COMMISSION STATT
ON SENATE BILL 103 /- ‘

Mr. Chairman and members of the Senate Comimitiez en Highwavs
Tramsporiation anc Lecal Government. the Fecderal Trade Commission stal
appreciates the cppertuniiy to comment on Scnuie Bill 303

The opinions and views expressed herein are those of the st of the
Cieveland Regional Office and the Bureaus of Compention. Consumer Protecuon,
and Economics of the Federal Trade Commussion, and do not necessarily
represent the views of the Commussion itseif. The Commission has, towevar,

voled 1o auithorize us W sabmil (DesSC eumminls & vou. Our Sopiiunty Ao

-

limited to those poriions of SB I3 that would amend current ORin sizicios
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iistributors.
The current statulcs give motor vehicle dealers procedores Jnor ochallong ey

(1} the establishmmemt or yeiocation of oilier Jealerships witlsln therr relsvap:

markct arcas (RMA) and (2) the termenartion or noa-rcacwal of their Sra:
agreements by the mancfaciurer or distributor. As we discuss boelow, we belione
the exwsting franchise statutes inhibit competivon and, In so duing, ruisc cosis
for consumers. SB 103 appears likely o compeund the anti-competitive ezt
of the current laws. Thercfore, we urge that the amendments contained @

SB 103 not be adopted. and we recommend that you instcad consider legnlanon

that wouid repcal the cxisting statutes.

The FTC is charged with maintaining competition and prolecling consuions
from restraints of trade! In accordance with this role. the FTC and ity stai!
submit comments upon request to federal, stute and local governments o hein

- .,

asscss the competitive and consumer welfare impiications of pending regularioy

initiatives.

U Ser 15 USC. 8§ 41 ¢ sew
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Scetion § of the FIC Act proiubits unfair merthods of competition and
unfair or deceplive acts or prac:iccs. By eiforeine shis stasutes, the FIC
has gained substantial experience in analyzing thc impact ©f Varicus restra:
on competition and e cests and benefits of such Testrainls (o consumers
recent vedrs, the FTC staff has besn mveived 13 @ sumber of isstsy spec

Jealing with retail motor vehicle dealerships. Tn Januery 1984 7
FTC's Bursau of Economics published the results of o study of the Ej
Srate Enrry Regularion on Rerail Awomobile Markers!?  The FTC siafl i
gained experience releling o ithe actomebiie industry through maeny

1

investigations and iftigated cascs

The Existing RMA Luaws and The
Senate Bill 1023 Amendments Harm Consumers

Under surrent Okio lew, guromobile manufeeray
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mobiite macnfaerarers sehme & mash
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relecate doalerships must give wrilten notice o all existing dedlars seiinz

vehicles of the same maxe witzin the relevan: marke: aras. Ohic Rew.

§§ 4517.01(X), 4517.50(A)) * A “reisvant markes

ared” & geringd &8 b &
within a radius of ten miles fram the site of the proposed neow dealer. ORC

2 We are providing the Cm:r.n 2 with a copy of this Staif Report
(Attachment 1) for veur inf "n‘.;..lon.

3 The term "motor vechicie” ;s \.cf ned at Ohio Rev. Code 3 450
includes other self-prepelled vehicles, such as mortercveles, manu

]
ufacturcd he
and recreational vehicles. in addition o automobilcs and trt::ks Our comm
concerning the anti-competitive nature and cffcess of markst rasrranis are

applicable 10 these motor vehiclcs as weil
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§ 251701(DD)] * The dealers sniizled o neificaten may, within

fiftcen days, Tile a protest with the Motor Vehicle Deuleos Beurd, [ORC

(=em B % e . s e S o B O -~
S 4317.5C(A)] Upon recsipt ¢f a protest, the Board must schedule @ 2ating o2
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findinoes of Jact and recommerndavions 10 the Board, (ORC § 351737, T
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Board then detzonvines whether the donler hat sEawn good Cauie o7 aot

mumo the establishment ¢f ¢ new dealershim or “he relocution i «n
B . -y - - L 4
cx:slmg onc. (ORC § 4517.5)°

ST 103 contams subsianiyve amendments 1o some of these a2xniny

Provisions.  Tac radies O @ Tzisvadl marger arse wenld B2 exiiad:d Troe oo
Evwg o i . i U i T T
o [1rtewn miles they mxTsanne A srde of an RATA Tom 3504 fouane =05 9,
e D - Fo i i nomellongy Foamy poe oy v SRS R Bivgy: %Y
over 7062 square m:ules. The ovidentary dburden would be shifted o the

manufaeturer. The manufactursr or distrebuicy would 22 recuwired o st turis
Al

specific greunds for the establishment or relocanion of a Jdzalership oo

aouflicauon to vanung dealers, and to carry the burden of proaf Ly

i :
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N The relevant mar‘r'- arce for dealers of manufactured homes cr
recreational vchicles is defined by a radius of :swenty-five miles.

<

Scetion 4517.51 provides 2 dst of Taciers o bz considered, among others. i
determining if good cause” exisis. These include: (1) the effecr on the rotald
motor vehicle business and the consuming public in the relevant market area;
(2) whether the establishment or relocation of o dealer is wurious or senelic

3 [ e game Dieke o ghe

o the public interest: (3) whether the oae xt.A.; dealers of
1‘316\’3111 .thvt area are er: :']g ;ujg;;_;u-l ; SETe e

onsumer care for vehicles: and (3) whes
PET‘.C'.;«!'.l(/ﬂ and representatiorn.




We beiieve the exssiing provisions harm consumes oY cindering
competition 10 relail motor vehicle markets in Ohiee The SB 103 mmencio o
would intensify the ani-competitive aspects of these laws. Thess conciusians

are based i large sar on the FTCs Bursau of Ecopemics Sl Reporr winsh

- N 1 iR, # T i e At e gt B By B B
found that RMA laws raise automebile prices. on average. by o psrreass

Such price increases rosult from the restraint the RMA laws i

fdee on L
freedom to open new dealerships. By limiting manufacturers’ frecdom o emier

and reiocate in areas where automobiies are most 1n demand, the RMA [Las

increase the cost of distributing autemobiics and thereby facilitate vises in

ddivaasblioe

autormnebile prices. Morcuver, RMA laws wond w incrcuse (he mcanver:
consumers of searching for 2 new car. Consumers may find themaeives woik
fewer dealers among whom o shop for better prices, and may find they =ow2

travel farther and expend moere time in the course of their shopping

6 These price increases are most likely to occur in counties or moircpl.uian
areas experiencing a growih in population. The results of s FTC study are
consistent with other studics which show incrcased prices resulting from RNMA
laws. See Eckard, E. W, Jr, "The Effecis of Srare Awomobiie Dealer Entry
Regularions on New Car Prices” Economic Tnguiry, Vol XXIV, No. 2 (Apni

1983), pp. 223-42; and Smuth, R. L, "Franchise Regularion: An Economic

Analysis of Siate Restrictions on Awomobile Disiribuiion.” Journal of Law anpd
Economics. Vol. XXV (April 1982), pp. 125-27. Ohio expericneed virtuaily zors
population growth between 1975 and 1984, Within Ohio, however, there are
many areas that have experienced population increases. It s within these arzos
that RMA laws arc morc likely to incrcasc the price of autcmobiies. In
addition, furturc population growth will tend to increase the offcet of RM.A laws

Since the release of the Burcau of Economies Staff Report, Wharten
Econometric Forecasting Associates (WEFA), at the reguest of the Natona!
Automobile Dealers Association, has prepared a report that reviews the Staff

eport and challenges its conclusion that prices of automobiles would rise
result of RMA laws in areas of growing population. We ars providing e
Committee with the staff’s response te rhese challences (Attachment 2
of the WEFA crnincisms are shown o be inappropriate and musleuding. WER2
speculation that the Staff Report has demonstrated only that rapidiv growens
areas have higher automobile prices is shown (o be untounded i

w3
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he enfry of mew compention ov filing spur

dclay the establishment of a new dealership by as
rrent provisions. Because SB 02 would extend
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nearing must be commenced from 60 1o 180 davs,
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existing dealer has an opportunity (o negoliate concessions from

manufacturer in setilerment of the protest. The costs of

manufaciurers’ concessions are uitimately passcd on

only a small perceatag

)

costs on entrants and reduces (ke expected prefits

eniry.
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Rather than passing SB 103, we recummend

repeaiing the current RMA laws. Existing dealers are no
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by the repeal of these laws, excedt where he lzws have permitied supra-

comp:titive profive. Theoe is Bille bass (o presgos denlery feags - Helns

coded with more dealerships than potential solss

1s nol in the interest of enther ctive deaiers
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in such a marketwn Prospective deaicrs have suffic
in real estate, inventory and personnel 1o require
the muarket can bear. Manufacturers will likew:ise

market. Theyv have an interest in strong, stabic d

ommunty, whose goodwill will help sell the product. Fu

mwanulacturer gains a reputation for treating existing deciers badly, it wi
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We note that the SB 103 cmendments to the
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relazl moror vehicle business and ithe coa.summg public in the mc\.mzz narket
area’ and dd(’lng the effect on “the exisiing new moror veli

same line-make in the rc/wa/u marker area’  Alth gu:m § 4317
“whether (t‘w action) 1s injur:ous or beneficial tc the pub
"sood cause” factor, omutting refsrence to the effect on i
may imply that consumer weifare issues, which we believe

¢concern, are nct important
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difficult to find persons who are willing to mnake

-

sizgaificant capital

in sales and service facilities when the nceed for new dealers arises.

Without the restraint that the RMA laws pla

Al

competition, manufaciurers can be more responsive

f
dealer service is unfounded. Competitien from dealers of other manuls
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that removing RMA [aws will harm consumers by owering the
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will insurc that consumers receive the mix of service. quality, quantizy anc

price they want.

The Existing Termimution Procedures And

Thke Senate Bill 103 Amendments
Development Of Efficient Distribu

Under the current statufory provisions, a mal

S e TG S SR B et
INuractuier st oo:

Hinder The
tion Systems

franchise unless 1t has "good cause” for termination, and ié manulasiurer mg
provide dealers with a 90-day npotice of its intent 10 wWrmaiae under must
circumstaaces. [ORC § 231754(B)* A dezler who has reegived notice maon

scck preliminary and permanent injunctive relief in statc eourt. (OR

~
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451754(C).] Under SB 103, dealer termuination disputcs would be heard by iz

§
Motor Vehicle Dealers Board, which would be required to commencs

within 180 days of the dealer’s protest.

SB

Like the RMA laws, the termination provisions of the existing statute znd

103 may decrcase the ability of manufacturers to establish and maintain

efficient distribution systems. Terminations may be based on the dealer's

fallure to satisfy consumer demands, rcsulting
consumer complaints, or market conditicns may indicatc that fewer dc
would make the distribution system more efficie:

5

Section 4’1"‘-‘(}3‘ nrovides for a iS-dav notice p

the dealer is inscivent, has ceased business cperatic
unlawful business pmmcc after & wntten warning
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1. The notice and h
provisions in the current law and the SB 103 amendments remove the
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ns, Or nas engoagzed
thereot,

168, S
alers

cariii

"

flexitlis

e,



oy
o

necessary to chaagc tac sysre:n .2 response
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As a result, consumcrs are demed the pro-competitive
-

gE i prarket condsions’t

benelil of an 2ii:

distribution svstzm, and manufacturers arc forced to pay he higher cosis

associated with an inefficient syvstem. These increascd costs ars

in higher prices for consumecrs.

Conclusion

By imposing additiona] rssirictions on the estab
termination of cdealcrs. the SD 0% amendmznts would
sostly 2nd unnesessary resiilinls Oon compsLnen In o
n Oh:o. We therefore recommend that SB 103 not b
belicve that eliminaung the current sletulory Drovisio

> s

consumers, and wc urge yvou 0 c¢ensider thelr repeal
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2 The cleven-member Moelor Vehicle Dealers Board.

these ten members, seven must have been enguged in
- five in sclling vehicles at retal and
the ten a:vpomted members are 1o specificaily
mav not have ndeen eNgAgec in seiling motor vehicles
Manufacturers and distrioutors are not represcnted on

WO In vemclc leasing. Only o
represent ke publie, and

likely
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termination disputes as well as eatry protuts under SB 103, consists ox’ the
Registrar of Motor Vchicles and ten members appointed by
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A Response to Wharton Econometric Forecasting Associates” Comments
On the Bureau of Economics Study of Relevant Markhet Area Laws
This paper! responds to comments v Wharten Ezoncmziric Forccastin
Associates ("WEFA™® concernin

g a 1386 Burzau oi Economi:izz Stail Repor:

enutled “"The Effects of State Entwry Regulation on Rtz Auicmebiic

-

-l v g g " s R 3 4 & SR R £ 5 ® S Lad 1R -
Marke:s Star{ Repert’). The Stalff Report fentluded : he S2mE ¢f am
gzonoamsoirie studyv  that state relevant maries area Qo [xIa Tz

nireasc the retail prices of awtomobiles® The WEFA comm~—onis G4 v
- 3 Sy ¥ -~ - X caty A INa~nm o= &4t ~
tha Stat Report’'s conclusions are not  vahid  btezacvsz: ol 2rrors o

specifications of the price medel. Beiow, we rzspond to “WEFA': commenis

and atfirm our earlier conciusion that RMA jzws have a cozitive =2:7ezr on

TELOn BMIZTDE M prrCEE 1 3TEEE 31 DoS1niNVE gEPulsEE Brtwiin
¥ ~ - -~ - ~ - ~ e -~ N~ e
WEFA's commenis z2n be divided into three wpcs SEULITIEEYS TRAl

apply to anv ééonomearric analysis. ) ¢ommeénts that &7 B gmoirizails

investigated to see if they cause changes in the conciusic:

1

* Prepared by Alan Mathios
Economiczs, Federal Tradze Commission.

° WEFA. "An Evaluartion of the FTC's Analysis of tnz Effecsis of RMA
Laws on Auto Markets" {January 1987). The WEFA report = i i
the request of the Nationa! Automobile Dealers Association.

3 State relevant market area laws in general give existing |
automobile dealers a right to challenge establishment or reciscation by their
franchisor of other dealerships within a certain distancz of thei
market arca.

4 In addition to criticizing the Staff Report. WEFA addresses policy
rcasons whv RMA laws mav be desirable and discounts arguments that
suggest that these laws will impose costs on society. The :zsue of whether
RMA laws raise price, however, is an empirical one. Therzicre, we do not
cvaluate WEFA's comments regarding the policy issucs but rather focus on
the criticisms of the econometric model. We note, however, tnat the WEFA
rcport provides no empirical validation of its view that RMA laws benetit
consumers by leading to higher quality service.



Report, and 3) comments that cannot be addressed without additioral Zata,
some of which can be obtained only from the auto dcalers themscinos.
Betore discussing each of the three tvpes of criticisms (Scctions I I and
IV respecuively), Secuion [ brieriy outlines the modei used 1n the S

Rzpor:t. Sczuon V concludes.
-

I. The Staff Report Model

To examing the zif221s of RMA laws on the rerail p

=y
'
[
O
[}
=
O
b )
=
Ey
L
«

(8]

the Staff Report developed a1 model of supply and demand {or new
automokbiies, using 1978 cross section data.® Unlike models developed bv

Report moedel takes account of the possibility  ixat

VATIZ10RE AJF0SS 3rggs 81 A Sountpy n she lawig feouizuing 2398 S ¥galrs
may be in part due o0 diffzrent conditions in local 2uto retail marssis
Previous authors have assumed that the !laws are estabhished independeniy o8

any influence by auto dealers.

In additicn, the Staff Report modz! allows for differont ¢ffecis oF FhiA
faws depending on whether or not the region is experiencing an in
population. This latter consideration is extremelv mportant.  Laws tha:
restrict entrv of dealers 1nto areas where there 1S zero or negantve
population growth are hikelv to have no erfect, because in those areas 1t is

unlikely that manufacturers would find 1t in their interest to start 2 new

dealership anywav. Therefore, an cconometric analysis that dogs not

> This modci is similar to the models of Smith and Eckard. Sce
Eckard., EW., Jr. "The Effects of State Automobiic Dealer Entry Regulation
on New Car Prices", Economic [nquiry, Vol XXIV, No. 2, (April 1983}, pp.
223-42, and Smith, R.L., "Franchise Regulation: An Economic Analvsis of
Statc  Restrictions on  Automobile Distribution”, Journai of Law and
Economics. Vol XXV, (April 1982), pp. 125-57.



distinguish between areas with negative and positive growth is likciy 1o mask

some of the effezt of RMA laws.
The effect of RMA laws on the price of automobtiies 1s cstimated from
the price (supplvi zguation. within 3 muitivariate {ramewcrk that acsounis

fer the effects of various f{actors on price. Whiic taking account ot

population growth, the prices of automobiies in areas with RMA jaws, 2re

«,
©
3
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ared to thoss in arcas where therse 1S na law Tae Swaii Ropor
sencludes that 1n areas experiznaing populaticn growth, RMA faws have 3

large and statistically significant po
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This 1s the conclusion that WEFA claims 1s iavalid, because according to

WEFA, the conclusion results rom a misspecification of the supply modeal

11. WEFA Comments on the Econometric Analysis

We address first WEFA's assertion that the Staff Report's cconometrn:e
analvsis has specification errors.  This 1s a relatuvely ecasy ziaim 16 maxe
with respect 1o any econometric analvsis. 17 1s more difficuit 1o ev2.uate
the ;:fs:t ol any asserted specification error on the results of the anziveis.
After carefully considering the misspecifications asserrzd by WEFA w2 arc
unzbie 1o find any indication that the Staff{ Report omitted any var:abics
that would be expected to bte correlated with RMA laws. Abseat 2
reclationship with RMA laws, the omission of such variables cleariv docs not
affect the wvalidity of the analysis. In additicn, WEFA asserts that
relationships amoag included wvariables can lcad to misleading or biased
results.  We explain below why this is untrue. Finally, WEFA mistakenly
cquates the total ecxplanatory power of an sconometric model with the

significance of an individual variable.



WEFA asserts (p. 4) that "Viewed from the perspective of its abiiity (2
¢explain regional variations ia the dealer margin., the FTC mode! is a faiicre,
The model introduces 108 {actors of which 73% have an incorrect (using F1C
criterion) directional or 2 siausuicaily insignificant erfect on the marzin’
We believe this statement s misizading tecause it fails to consider that !

the facters in the modsl were 2ot oxpiaining variation ia dealer mar

using common statisucal tesis. $37y of the faciors weu:d be insignirican: in
fagt, 4 very S1mple Stansiiz ohdls (¢ derermine whether he gnire 81 5y

factors in a modsl. taken together, are statstically meaningful® Eazh or
the 9 equations in the Siaff Report passes this test at more than the

conventional fevel of significance.

. = 1 e - < ¢ = o ¥ + ~A Qe e N o - : - o ol 5 oy R —
WEFA also ¢laims tp. Isa that the Stanl Report demana model "leal:

<1~ ¢ p & e 2 o 5 A - %0 s Samat Turs w5 o TA Ay~ <1 % s

dteariv  neorrést Ssuimaied rtelpUOnshIps cecause Mt ntreduces Ayl ine

separate  relevant explanatery f{acztors individually, [wherel the varicus
explanatory f{actors are interrcliated”. This is not trus.’ Interralaizg

explanatoryv wvariables do not zause incorrect estimaton (biez) In faco of

the estimation vields signifizant coerficients they are perfectly vaiid

6 This statistic is called an F-statistic. The F-statistic is based on

how much variation in the variable of interest is cxplained by the {actors in
the model.

“ In fact, if a model has interrelated explanatory variables, the
omission of any of these variabies from the analvsis will bias the resulits.
To avoid misspecification, it i1s essential that all variables that affecct the
dependent variable and are interrclated with other explanatorvy variables bte

included. See Pindvck, R., and Rubinfleid, D., Econometric Models & Economuc
Forecasts, McGraw-Hill, 1981 (pp. 128-130).

4a
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correct.®. An interrelationship among variabies is an ¢xoianation only
why individual zceflicients may appear (o bte insigniricant.

According o WEFA if 2 relevant ~ariatle® is excivded from :he
analvsis. the resuis concerning the inciuded factors are nct valid, This s
not alwavs true. The exclusion of relevant variatles biases the esumates o

the included Jacrizes oniy i the i1asluded Taciors ars osfresiaged with he

- 1T - - -
-~ - ~ v N - -y -~ - T -~ - s
excluded relevan: factort WEFA's critcism or the S:aff Reps :
o LA s oA = v o g ~ e = & B 15 ol i
waidunded Fefynie heL: prowide fHo EVidends of Sorrolif=a3f Dbitiweés Ld

excluded and inciuded factors. For example., WEFA suggesis that speoiiic

regional costs of 2wning and operating an automobiie dealership should e

included in the 2nalvsis, Thz issue is not whether thesz regional gosi
25 T8ee price othey ormeably ok BT O TINSr WISIRer thEy oo Yo Soeilert
that operate undar RMA jaws and those :hat 20 not. [ regional ccsis Jo

not differ in this wayv, then the estimaszes obtained withour inciuding the

regional cost variabies are unbiased.

WEFA suggests that 1l 2 moceal dees not explain most of the wvarjatin
in the variabls being studied. ie.. have 2 Aigh R>, then the model ha: not

oerformed well!!  For example. WEFA states (p. 21) “the objective of the

8 Sce Kmenrta, J.. Elements of Econometrics, Macmillan Putlishing Co..
New York. New York. 1971, Kmenta s:ates (p. 3838) "Let us now examine the
connecction between the degree of multicollinearity and the properties of the
least sguares estimators of the regression coefficients. Under the basic
assumptions of the classical normal linzar regression model. the least squars
estimators of the regression coefficients have all the desirable properties.”

o

S By relevant, we mean that the variable is important in explaining
the dealer price or marg:n.

10 See Pindvek, R., and Rubinfeld, D., pp. 128-130.

11 R? jndicates the percentage of variation in the dependent variable
cxplained by the modcl.

i



FTC supplvy model was to explain regional variauons 1n the dealer marain
and to determine whether introducing RMA laws increased th:s margin, 7
essentiaily all the explanatory power in the average unit retail price cquation

comes irom the unit dealer cost vamatle, the FTC mode! is not doing 2 2504

isb at exrclaining variation in the dealer margin®. 1T the question s wheothar
RMA 1aWs 1nergase the refasl prise or duviomobiles, & wafistidn v signnsdant
sositive relationship beorween gerail price and RMA fasws is enriqewy suliision
o Som@lwds thar they @o4° Tng oEroefifage of the vanatldn wny refad oros

The WEFA analvsis next twurns to more subsiantuial martters  of

misspeciiication. The maior misspecification cited by WEFA ¢an be analvzec

[11. Empirical Investigation of WEFA Comments
The WEFA report claims that. rather than {inding that RMA laws rasuis

in higher prices i1n areas that are cxperiencing large perc

(8]
D
-~
%
(ny
(8]
.
)
1
b
J
"
v

)

1

population, the Staff Repors xas rz2ally found that either: | market arz2as
with large absolute population increases have higher retail motor vehicic
orices, or 2) market areas with old RMA laws and large absolutz populaticn
increases have higher retail motor vehicle prices. In partcular WEFA notes
‘p. 4) that "since only large rapidly growing cities have large absolurts

popuiation increases, the FTC may merely have documented that wage and

12 This conclusion assumes that there are no omitted {actors that are
correlated with the laws. There are many examples of empirical models
where there is a low R? and very reliable effects on a specific factor. For
example, in examining ecarnings across individuals, those who have morce
cxpericnce earn more than those with less experience. The tvpical R? in

-

such models is approximately .2 vet the factor "ecxpericnce” is statistically
significant



other deaier costs are higher 1n majcr metrorciitan arcas than in smaiier
urban @rzas and rural areas.”

The Statf Report included the rercentar2 change 1n population (whether

positiveg ©r neganive) as 3 fasoer to explain ceweil prizes. WEERA asszris thas
the afseaic change in popuiation {or arcas with growing population shouid
-

have bBeea uigd as a fadtor. sigce 3 large 2rowing 23ty <an have a smail
BErdentEse ipartase in popu.ation Bup 2 lared albscinre iporgase. To gcooum

for this we have re-estimated the ideaucal price Ysepplyr eguation, axoops
that this time we have included 2 variable that captures whether an area has
positive absolute population growth and. :f so. how large an absolute zrowth.

Qur resul:ss conrirm the Sonciusion drawn {rom thz original cquation, namely

We ftave also re-estimaisd the ideatical specification. except that this
time we¢ use the percentage increase in populaticn only if positive, and z2z:2
othecrwise.  This will ailow us to compare prices in aregas with poguiatncn
growth znd RMA laws 0 pricss in areas with popuiztion growth Sut withaoug

RMA laws. The results using this variable confirm the conciusion that in

growing are2s. RMA laws have a positive and csignificant effect o

0D
~
=)
o
0
Ly
2]
o

of automotiics.!*
The WEFA study suggests that it is more appropriate to explain dealer

margins than o expiain retail prices. WEFA claims that by including dealer

12

The new and original regression results are prescented in Appendix
A. along with a brict summary of the findings regarding the law variables.

14 The regression results for the original and new specifications are
given in Appendix B along with a brief summary of findings regarding the
law vanables.



¢

crs

(@)

cost as an explanatory variacle. the R* of the cquation is higher and
a misicading indicator of performance of the model. Whiic we do not agree
with WEFA's claim?®® in the interest of completeness we have re-cstimated

bie to be cxplained.

| 5]

the cgquation with dealer margin as th:s dependzsnr van
The rezsults confirm our conclusion that in growing arcas RMA laws have 2
-
positive ¢ffcct on automotile prices. S
IV, WEFA Comments that Require Additional Data

We agree with WEFA that it is preferabic to inciude dealer zost

variables that are associated with the specific marker area i(SMSA or county

‘2vel) than to use statewide averages.  For example, WEFA suggcsts that
wages should be cciiected Tor each marxer arsga, but 23 WEFA nores, tusn
Zz2ta mav not cxist.  In liew of specific wags data. WEFA suggesis using

wholesale-retail trade anc service-sgcror wage rates. which can te calsulared

for all the market areas. [t is not clear whether these variabies would be

superior to statewide awveragas of wages specific to the 2uio Zdeailsr seltir

wholesale trade wages versus how similar local auto deaisr wages are

statewide auto dealer wages.

15 We have already dismissed the role of R* in evaluating the impact
of RMA laws on the price of motor vehicles. In addition. the econometric
model was originally specified as a demand and supply cguation {or
automobiles. Consumers do not care about margins, they carc about price.
[t is appropriate to c¢suumate the mode!l with price as the dependent variatle
and includc determinants of pricc as cxplanatory varniabics. In fact, by
including the cost of the automobile to the dealer as an cxplanatory
variable, the Staff Report s being less restrictive since s not restricting
the cocfficiecnt on this factor to be cqual to !, as i1s the case if decaler
margin is uscd as the dependent variable.

16 The results of these regressions are given in Appendix C along with
a brief summary of the findings regarding the faw variabies,

3



WEFA also suggests that i1t would be wuseful to c¢btain dawta fer
dcalerships over time and compare the prices ol automobiles before the RMA
laws were passed to the prices atterwards. They clarm that because many of
the potential omitted variables wouid not change Jver time., oy comzaring
pec- and post-law prices we would avoid many problems.  Whiie we agrez

that this would be a wusstui addisional oxerzise. the fack of such 2

(

somroar:son Jdoes not impiv that the oross-sgoiion2i anzivsis in the S:ioary
Rermert s invalid. tn taci, in the cime-series. Jross-secuional  anaiveis
suggesied by WEFA. the number of cross sccuon observauons (difizrent
dealers) will far exceed the number of time periods (the number of vears of

data for zach dezaler). Conszguently, the tulk of the econometric anaivsis

WOLNE st COMDArs DTIIOC ZITDS: J00iSrs. rItoEr rhasn ovites slrcIz Lo
In summaryv, WEFA =sugges:s that o "0ivn" the Stalt Report maodel,

rzgionai differencss in dealer ownership and operating ¢ost must be propariv
and complctely incorperated into the model. Addiuionally, WEFA suggzasis
that regional differences in dealership size. sales m:x within makss, Zealzr
supplicd options. and regienal differances in segisiation must be iacluded. As
discussed above. becauss YWEF XA provides no evidencs that these variabizs are
svstematically related to the existznce of RMA laws, it cannot be conciuded
that their omission [rom the Staff Ra“port model will affect the validity of

the conclusions about the elfects of RMA laws,

V. Conclusion
Although WEFA has claimed that the Staff Report may be subject to
specification error, WEFA provided no cxamplecs of misspecification that arc

likelv to affect the report’s conclusion. WEFA cited a few variables that



are not included in the analvsis but WEFA orovides no evidenc

(¢]
)
(=]
—

.
o1
«
n
[

variables differ syvstematically between rcz:ons that are subiect to RMA iaws
and regions that are not, 2 necessary condition {or obraining biased results

WEFA's speculation that the Staif Rzport has demonstrated only thas
rapidly growing areas have higher automobile prices has been shown to b2
untfounded. When controiling for the absoiute growth of an area, we st}

find that RMA faws in areas with growing 22opuiaticns have 3 positivg glizle

on motor vehicle prices.  Other specificaticns of the growth var:able

9]
v
o)

confirm the saffects of RMA laws.  Firnaliv, examinanion of Zeaier marzing

instead of prices does not change the report’s conclusion.



Appendix A
In this appendix we repor: the originai and new csuimates of the suppis
squation. The foiiowing changs was made :in ia¢ specification. The growis

rare variable iGR) was originaily aclined as the rato of the observation vear
-

in population terwesn
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i970 and 1978, if positive, and zzro otherwise.rr Al of the other varialbiszs
are detined as they were :n the original rcport. Obvious!y, this change wiil
affezt the coefficient on the growth variabtie. he reosults below reveal that

whilz the coerflicients on the RMA law wvariabizs have changzd siightiv, 2

ot iiwe (moast Af Dnidt f frZwerhd 3reas G g Sl Ael B Redepgoa gee
SRE AL s S S es e = e o ; N -
S model the coetficient on the nterac:isn of the 2w varakle and

absolute population growth, [AGR!, is pos:itive and signiiicant. In taci the

magnitude and the level of siznificance of thiz cocelflicient 15 larger for gvery

model tvpe. Recail, that this is while the abselese populaticn zrow:h
variable 1s being zontrolled f<r. In the following :abics. zzzifizicnis with t-

values greater than or equal (in absolute value: to 1.96 are Zignificant at the
954 level. The t-values are reported under the cocificients and agpear in

D rent heses,

" To be consistent with the original specilication we have
transformed the absolute growth variable. The transformation is identical to
the transformation of the AGR variable in the Starf Report (p. 62).

1l



Appendix A

The Estimated Regression Coet'licients for the Rerail Supply Equation
for the Nine Chevy Auto Bodyv-Tvpes for 1978
1Dependent Variatic = Log of Rewail Price:

VAariabiz Bogdy Tung
Reaular Matibu C e
-
(ﬂll4 \\‘:\\ /?“‘ \: f\/ 5! \'.“"\_‘
C ~3 2 5810 342a <312 A 227
RNEW - 0028 -00Z7 D32 - OGS S337 So5T
L sl {-0.83) NI EY =050 IR 3T
RCLD - 1613 -.1253 -.0G4 - 1317 G365 -22i8
-1.538) t-2.10) =170 (-2.30) (.56) 0534
IAGRO 0135 J124 0Cas G130 - 3067 =204
(1.455 1T LA 1]aT -5 -0.58T
[AGR 20845 31400 LoEsl 27510 Z.8AED 2 C2AS
b e 370 S A 15.49) nES "L

TAGRISQ j5:3-18 -9.5244 --1,5‘32' =7.A3750 -9‘:5 -1-3—‘-31
PW SoTT Si162 9306“ 1%331 991\:_5 9’943‘
WAGE .C‘J}I! 0138 L2338 G35 -l v 8 - Z‘CJ"S
ADV

B SRS

DEXNS -.0039 -.00Z8 0022 -.060i5 L0l
.5 .46) : :

GR -.0G31 #1755 06353 1955 3130 -7
-.40; (-2.02) (.73) (-2.41) (1.56) -1.97)

FORCE -015335 -0162 =0121 -0170 ~007 -2106
CANCEL 0174 L2226 0172 0241 0074 0137
{3.34) (3.31) {3.32) (4.19) 11.48) (2.29)

LD -0131 -.0107 -0160 -0146 -0116 - 0090
(-2.37) (-1.90) (-3.14) (-2.65) ts2.22) -1.534)



Appendix A

The Estimated Regression Coetficients rfor the Rerail Supply Equarnion
for the Nine Chevy Auto Bodv-Types for 1978
{Dependent Variatle = Log o1 Retail Price

Vowand lg Body Thos
Nova Monte Carlo Manza
-

i b 5915 2099 3389 5682 £
RNEW  -2006  -00C6 -0023 -0z 0845 0
=20 20 -82) -T2 hEY his

ROLD 01353 -0Z80 -0890 - 1184 EROCE - 0931

IAGRO -.0024 0021 0100 0120 L2008 LEBS
S8) 033, 1.380 1S oz e

[AGR 1.3538 PRSI L 17007 Z.as5¢: PIThL N
1.056; (4.60) 402, (4.5%) Bome s 13649

IAGRISQ -5.024 -7.3424 -1621 -7.7018 - 9754 S 0R8S
(-2.03) (-3.67) -1.73) (3.5 O

PW SC67 G112 8485 §- 7
[60.54) (87.77) ¢81.92) {7555 04T RIS
WAGE G E] 0237 217
ADV -.0021
DEXNS -.0007 -.0003 -0021 -0uld -CC16
GR 0108 -0768 0017 -.0908 L2201 -.1485
FORCE  .0031 0013 -0162 -0172 = 0002 -0075
117

CANCEL 0036 0071 0176 .0206 L1328 0183
: 8

LD -.0087 -.0076



Appendix A

The Estimated Regression Cocfficients for the Retail Suppiv Eguation
for the Ninc Chevy Auto Bodv-Tvpes for 197§
(Dependent Variable=Log of Retail Price:

Varnable Body Tyvpe
- Chevetie Scortvan Corverrs
Qid New Old New oid Nom
C 3361 4336 2245 1123 SRS o3
RNEW -Q0025 »,0027 -2077 -.0080 Wik 2
-8 -0.77) 161 (-1.58) 351 13,37

ROLD -0672 -.1057 -.0280 -.0851 3033

IAGRO 0055 .008% 0012 .86077 =202 - 02T
70 {1.18) 7.09) 10.62) SN Paud
IAGRI 1.6861 5.2553 O 24992 R 6.231C
{4.33) (5.65) £5.43) (3.59) =B e

IAGRISQ -4.4453 -6.9334 -3.89%2 -7.4675 -1.72722 -13.32
(-1.54) {=3.21) (-1.31) (-3.€9) Sl & f=3, 280

PW 9289 9368 3649 9688 G723 2325
(95.60) (88.95) 183.67 (8¢.24) 33,7

WAGE 0198 0268 L2222 0336 SRR !
11.99) (2.81) 11.39) 1233} G b G

ADYV -.0038 -.0057 -.0036 -.0070 0002 -.
(-2.99) (-4.81) (276} (-3.96) {0.06) (-1.07

DEXNS -.0005 .0008 -0018 -.0006 -.0087 - 2046
(-.66) (1.09) (~1.72) (-0.61) {-3.82) (=531

GR = 0022 -.194] -.0060 -.0602 -0i69 -3242
(-.27) (-2.13) (-46) (-0.68}) (-.70) (-2.

FORCE -.0096 -012) -0120 -.0097 -.0031 -0
(-1.71) (-1.93) (-1.60) (-1.28) (-.1%) (-0.25)

CANCEL 0186 0246 P22 0234 D123 0217
(3.38) (3.92) (3.25) (3.34) (.79) {1.52]

LD 0212 -0174 -.0050 -0030 7 e oy 054

3.93) (-3.10) (-.67) (-0.40) (1.37) (2.18)
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Appendix B

The Estimated Regression Coetrficients {or the Retaii Supply Equation
for the Nine Chavy Auto Bodv-Types for 1978
tDependent Variabls = Log of Retail Price)

Varmabie Bodv Tvoe
Rzoular Afa iz

o N oid New

C 7873 TSCA 3<lo A3IT

RNEW  -2028 -.0020 -0032

ROLD

IAGRO 0103 01i2 0093

TAGR1 20889 227
,

IAGRSQ -5.348 5.39
o N

WAGE jm':i 212 \ .O}CS

ADV -0045 -.0043

DENS -.(.'039\ 0639 -00z22

GR -.0031 -.0024 ‘005\3

FORCE  -01353 T'Ol

CANCEL 0174 0177 0172
3

LD -.0131 -0132 -0160




Appendix B

The Estimated Regression Coetlficients or the Rerail Sucpiy Equa
for the Nine Chevy Auto Bodv-Types for 1578
(Decpendent Variable=Log of Rertail Price:
Variable Brdv Tunma
Nova Mante Carlo Monza
Qid New o4 Nzw Bl
= TS 182 45809 4073 £EZ

IAGRISQ -5.024 -5.14 -4.521 -4.6641] s &752

P 9067 5071 G393 =297 Hadd
(90.54) (80.32) 1§1.92) S1.eh LA
AGE Ols! C134 siT2 375 . o

i Py .76 1.56) 1.5G, =

FORCE .0031 0031
CANCEL .0036 .00
7

LD -.0087 -.0088 =
(-1.82) (-1.83) (=2.

1100
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Appendix B

The Esuimated
o

Variakis Bady Type

Chevette Sportvan

-
i N ow Qld
C 35e S454 2233
RNEW - Q25 00256 -0077
° i

ROLD -0672 L0813 -.0280

IAGRO :C.:S.S .C069 .‘OOl:

IAGR] ‘;98.67'. 1.6853 1.5323
IAGRiSQ 7-1.-1453 --1.-190-3 -3.667C
PW .‘9:893 8292 9
WAGE 519!

!

ADV -.00538
DENS -.0005 -AOOO‘é -.0019‘
GR -00Z2 -.0055 -.0060

(«.27) (-.62) (-.46)

FORCE  -.0096 -0 102 -.0120
-1.71) (-1.80) (-1.60)

CANCEL 0186 0192 0222
(3.38) (3.48) (3.25)

LD -0212 =012 -.0050
(-3.93) (-3.92) (-.67)
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The Estimated Regression Coetficients {or the Retail Supply Equation

Varighls

C

RNEW

ROLD

IAGRD

[AGR!
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WAGE
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FORCE
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LD

Appendix C

for the Ninc Chevy Auto Bodv-Types for 1978

(Dependent Variabie=Dealer Marging

Monte
Carln

-.0401

RIS

1-0.88.

(-3.7H)

0188

~gAn

(3.82)

-0161
(-3.19)

Malibu Camarn Nova
- 5854 1379 - 003
-3Qs0 2028 S
S1T 5 13.56: 125
- 1713 Q1353 -«2855
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Appendix C

The Estimated Regression Coefficients for the Rertaii Suppis Equation
for the Nine Chevy Auto Body-Tvpes for 1878
iDependent Variakie=Dealer Margin:

Variable Bod Tvpe

RNEW - 008!
ROLD

[AGRO 01497 il 0109 = 2393

(1.76) {2.19) (0.8 <7
TAGR S254 53R RIORES RN

1.54, BT 3.20) RS
[AGRISQ 7973 -4.1036 -3.83513 - SA3G

i0.28) (-1.36) r-1.40) 43
WAGE 2027 0360 0321} ...oh

1 2.03) (3.61) (2.03) €24
ADYV 0027 - 3032 -0067 ]

(-1.81) (-3.25) (-3.41) S

DENS ~001+4 -.0004
GR 0181 -0055 -.0080 -0z
FORCE  -0145 0145 -.0146 0329
CANCEL .0206 0243 0243 3119
3 1 [0.76

LD 0257 -0244 -.0103 0224
3
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