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ROTUNDA DRIVE AT SOUTHFIELD ROAD
L.A.IACOCCA P. 0. BOX 627
VICE PRESIDENT AND DEARBORN, MICHIGAN
GENERAL MANAGER

May 1, 196k

Mr. John Glenn Hughes, Jr.
1148 North Tacoma Street .
Allentown, Pennsylvania

Dear Mr. Hughes:

Thank you for the recent letter with your kind comments
about myself and our new Mustang.

As you correctly surmised, a great deal of the
information you requested is confidential. Enclosed, however,
are copies of several speeches -- some of them by myself and
some by other division executives -- that will answer most of
the questions you posed.

Good luck on your paper, and thank you again for writing.

Sincerely yours,

(o e
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Introduction
The purpose of this lab report is to discuss the sales
forecasting procedures presented in certain publications, and
compare or relate these techniques to those used by a specific
company .

The August, 1960 issue of The Journal of Accountancy is

the source of initial discussion. In an article entitled '"Sales
Forecasting'", the author, Lewis A. G. Martorano, presents a
comprehensive outline of factors which may be used in preparing
a sales forecast. The list of factors is quite inclusive, which
means that appropriate items may be selected to fit any part-
icular case.

The second section combines material from two sources and
is devoted to the automobile industry. The first portion of
this section summarizes Peter E. De Janosi's article '"Factors
Influencing the Demand for Automobiles'", which is found in

The Journal of Marketing (April, 1959). This article analizes

the family characteristics related to the purchase of a new

car. These characteristics are weighed by the sales forecastor
when deriving his estimated sales figure. The idea of market
surveys is continued in the second portion of this section, where
a summary of market surveys used by the Ford Motor Company is
presented. The source of this information is a case study

found in Kenneth R. Davis' book, Marketing Management.

The third section of the report selects as its illustrative



company and product the Ford Motor Company and its new 'baby",
the Mustang. The Mustang is first briefly discribed to give
the reader a basic knowledge of the product. The general tech-
niques and factors considered in forecasting sales for the
brand new Mustang are then discussed. The sales forecasting
information is naturally not detailed, since such material is
classified. The reader must keep in mind the complexity and
difficulties encountered in dealing with a new product. New
product marketing is a rather unscientific activity. It often
operates on the basis of executive intuition, or relies on
checklist approach in many cases.

The reader should recognize the progression of this report-
from the sales forecasting techniques applicable to almost any
firm, to those procedures used by forecastors of new automobile
sales, and finally to the sales forecasting procedures used

to estdmate sales for a particular new automobile - the Mustang.




Summary I - "Sales Forecasting" AT,
by Lewis A. G. Martorano ,/’///’
The Journal of Accountancy, ust, 1960

Never before has forecasting played such an important
role in business activity. Business decisions and plans are
predicted on assumptions regarding the future, and management
realizes more and more the need to reduce the element of
guessing.

In today's business world, even the small businessman
finds it necessary to forecast probable business patterns.
"The forecasting techniques that he requires, though less
sophisticated, are nevertheless the same in principle as those
applicable to medium and large companies."l

Obviously precise forecasting will probably always be
beyond the ability of man. Unforseen exogenous forces contin-
ually disrupt the expected. Uncertainty and world affairs
will always remain synonymous. The uncertainty, however, can
be reduced by effective techniques of forecasting.

The sales forecast, when compared to a general business
forecast, is much narrower in scope. It is usually confined
to sales expectations of an individual company or organization.
The prime use of a sales forecast is to guide management in
planning future sales activities and in evaluating actual
sales when they are achieved. ''Sales forecasts are used in
the following areas: Budgeting, sales and advertising plans,
production planning and inventory control, capital expenditures

planning, organization planning, and market development".2




The author divides the general sources of information
for the preparation of sales forecasts into two groups -
internal and external. Martorano lists the following as
examples of internal sources:

Accounting and cost department data

Sales department statistics

Market surveys made by the company

Personnel of the organization (From top
management down to field salesman)3

He further presents examples of external sources:

Outside economists and services, such as:
National Bureau of Economics Research, Inc.
Committee for Economic Development
U.S. Economics Corporation.
Janeway Service
Kiplinger Letter
F. W. Dodge Corporation
Econometric Institute, Inc.
Industry Publications:
Trade association publication and journals
Trade association market surveys
Government and private publications; examples of
some of the more important publications are:
Economic Indicators, U.S. Government Printing
Office
Monthly Labor Review, Bureau of Labor Statistics
Survey of Current Business, Bureau of Foreign
& Domestic Commerce
Federal Reserve Bulletins, U.S. Board of Governors
of the F.R. System
Weekly Desk Sheet of Business Indicators, National
Industrial Conference Board, Inc.
Monthly Retail Trade Reports, Bureau of Census
Annual Survey of Manufactures, Bureau of Census
Wall Street Journal
Business Week
Nation's Business"

The author next presents the three main phases of sales
forecasting - consideration of general economic factors, consi-
deration of trend in specific industry, and development of
the company's forecast - and he discusses each phase.

With regard to general economic factors, there are two




sources from which management can get an indication of the

broad business outlook. These are opinions and projections

prepared by outside economists or firms, and opinions and

projections prepared by the company itself. The factors

usually considered when viewing the broad business outlook

are:

Gross National Product items

Various production series (Steel, auto, etc.)
Capital expenditure data

Prices

Employment and Wages

Financial Series

Leading, Coinciding and Lagging series®

Eight leading indicators (which tend to lead fluctuations

in the general economic activity by three to nine months) are

pointed out by the National Bureau of Economic Research, Inc.

These indicators are:

1. New orders, durable goods industries

2. Average hours worked per week in manu-
facturing

3. Residential building contracts (Floor
space)

4, Commercial and industrial building
contracts.

5. Business failures

6. New incorporations

7. Spot market price index for basic
commodities

8. Industrial common stock price index®

Consideration of the trend in the specific dndustry is

the second major phase the forecastor must consider:

The general economic outlook

Historical trends

Projections made by trade associations

Marketing surveys conducted by trade
associations

Productive capacity of the industry

Price trends for industry products

General demand for industry products




Labor relations including status of union
agreements as they affect a specific
industry. A

Correlations with other factors as indicators

Recurring cycles and stage of cycle.7

The company next prepares a projection of its own sales
against the backdrop of the general business outlook and in-
dustry picture, predicting what share of the market it will
get.

The elements of the company's forecasting procedure are
quite similar to those considered for the industry forecast.
The company, however, goes one step beyond and produces a
detailed product sales forecast by models, types and units.,
Some of the common techniques used by a company are:

1. Establishment of relationships to the
industry forecast level based on what
share of the market the company expects
to get.

2. Use of sales organization estimates

3. Consideration of company sales volumes
trends.

4, Use of market surveys

5. Consideration of new product plans

6. Consideration of competitors' activities

7. Consideration of productive capacity

8. Consideration of sales promotion plans®

The most important factor influencing the final sales

forecast of a company is the judgement of management as to

what it feels its company's market potential will be.




Summary II Combination of Two Articles
a) "Factors Influencing the Demand for New Automobiles
by Peter E. De Janosa, The Journal of Marketing, April, 1959
b) "Case 3-6 Ford Motor Company' by Kenneth R. Davis
Marketing Management, Ronald Press Co., N.Y., 1961

We see that the preceding article is quite comprehensive
and applicable in a general way to sales forecasting in any in-
dustry. We now turn our attention to one particluar industry -
the automobile industry.

The sales forcastor, in predicting the sales volume of a
new automobile, must naturally consider the general economic
factors, as illustrated in the first section of the report.
Likewise, consideration of the trends of the entire automobile
industry is essential. Finally, he must prepare a projection
of his individual company's sales against the backdrop of the
general economy and the automobile industry's pictdre. A com-
mon and important technique used in forecasting detailed pro-
dust sales is the use of market surveys. Market surveys provide
stratigic information about the characteristics of prospective
buyers of new automobiles.

The following summary illustrates an analysis of eight
particular variables influencing the demand for new automobiles.
This study shows what family characteristics are related to the
purchase of a new car, and it shows the statistical techniques
utilized in testing simultaneously the relationship of these
factors to new car purchases.

In a market survey, it is not enough to just ask the inter-
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viewed person about his new car purchase plans. Other variable
factors must be considered - the selection of which'is somewhat
difficult.

To begin, a person desiring a new car must be able to pay
for it, or obtain credit. Personal income is probably the most
important measure of this ability to pay, although other mea-
sures do exist. For example a family might have a low personal
income, but still possess large liquid assets. A family already
owning a car might more feasibly buy a new car than a family
with no car because by selling or trading this car, the actual
financial outlay will be smaller.

Ability to pay for a new car is important, however, a
family's willingness to buy in just as important. This willing-
ness is reflected by several factors, one of which might be
the family's perception of their own financial situation. This
factor includes the subjective feelings of the family, as well
as its expectations concerning future needs, expenses, and in-
comes. The family's attitudes and expectations about the economy
as a whole are somewhat related-to its feelings of financial
security.

Opinions about the automobile market such as fluctuations
in car prices and styling, and general appearance of automobiles
also influence willingness to buy.

Another influencing factor is satisfaction with the present
car owned. It stands to reason that dissatisfaction with ap-
pearance or performance of the present car would increase the

family's willingness to purchase a new car.




The data used in this analysis were gathered by the Survey
Research Center of the University of Michigan. '"The Survey is
based on a cross-section of spending units. A spending unit
is defined as a group of individuals related by blood, marriage,
or adoption, sharing a dwelling unit & pooling their incomes ."?

Eight variables, reflecting the spending units ability as
well as willingness to purchase a new automobile, were used.

The variables used were:
1. Disposable income
2. Car ownership status
3. Financial well-being
4. New-car purchase plans
5. Actual and expected earning rates
6. Age of the head of the spending unit
7. Marital status of the spending unit
8. Size of the community.

Disposable income, which excluded tax payments, is a better
measure of available income than total personal income. Dis-
posable income and frequency of new-car purchase is positively
related, as shown in table 1 (Part A).

Whether the spending unit owns a car or not, and also
whether the car owned is fairly new, will affect the net out
lay necessary for the purchase of a new car. The spending units

|
were, therefore, divided into three groups, as shown in Table 1
(Part A). This table indicates that individuals in the lower
income brackets first tend to enter the used car market, and

only later upgrade to the new car market. The table does not,

however, support such a tendency for the upper-income brackets.

Table on Following Page
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TaBLE 12

PROPORTION OF SrexpING UN1Ts ThatT Bouvent A NEwW CAR DURING 1952
WiITHIN DISrosanre INCOME

(B)
; (A) AND ECONOMIC
AND CAR OWNERSHIP STATUS GROUPS IWELL-BEING GROUPS
Spending Units That: Financially Better or Worse Off
Own acar QOwnanold
{951 . AIl_ Own acar bought used used car
Spending Unit  spending bought (Recent or do not Better Worse
Disposable Income — units new® models)*  ownacart off Same off
Under $3,000 sg% .09 .05 .01 .05 .01 .02
(332) ( 43 21 268 94 112 126
$3,000-3,999 (].gg) .16) .(04) ¢ .Ol) ( .IO) ( .03) (.04)
(43 24 92 48 66 45
$4,000-4,999 (l.gg) .18) .(14) { .01) ( .15) ( .05) (.02) .
( 51) 14 69 55 38 41
$5,000-5,999 (.lé) 14 .(12) ( .15) ( .15) ( .13) (.14)
7 ( 36 16) 20 27 23 22
$6,000-7,499 ( ]53) .12) .(30) ( .28) ( .17) ( .18) ¢ .20)
( 33 10 7 28 17 10
$7,500-9,999 (.ég) .15) .(33) ( .25) ( .33) ( .05) ( .20)
40 6 4 (15 20 15
$10,000 and over .%E’; (.21 ) .(00) ¢ .80) ( .24) ( .27) ( .24)
) 58 1 5 25 22 17
All spending units .08 (.15) f12) ( .03) ( .13) ( .06) (.06)
(861) (304) (92) (465) (287) (298) (276)

;The fizures in parentheses are the number of cases in the cells.

: Includes spending units that own a car originally bought new, irrespective of when this car was bought.

dIncIudes spending units that own a car originally bought used of 1047, 1048, 1049, 1950, 19561, 19562 vintage,
Includes spending units that own a used car of pre-1947 vintage, and spending units that do not own a car at all.

Variables reflecting the family's willingness to buy a
car are next discussed. Financial well-being is one such variable
shown in Table 1 (Part B). The table indicates that the measure
is not at all objective, but relies on the spending units sub-
jective feelings of its own well-being. In the lower-income
brackets (below $5,000) there seems to be a strong relationship
between financial well-being and new-car purchases.

The next variable discussed is new-car purchase plans (the
intention to buy a new car during the eleven or twelve months
following the interview) A very strong relationship exists

between planning to buy a new car and new-car purchases, as
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shown in Table 2 (Part A).

Actual and expected earning rates, shown in Table 2 (Part
B), is another variable analized that reflects the willingness
to buy a new automobile. Spending units were categorized into

three groupings.

TABLE 2*

PrororrioN oF SPENDING UNiTs ThaT BouanTt A NEW CAR DURING 1952
Wrriin DisrosAsLE INCOME

(A) ®)
AND NEW CAR PURCHASE AND PRESENT AND EXPECTED
INTENTION GROUPS EARNING RATES GROUPS
Car Purchase Intentions Spending units that:
Make more Make less
and expect No change or and expect
1951 Spending Unit Intend to buy Do not intend to make mixed movements to make
Disposable Income anew car®  lo buy a new car more money in earning rates®  less money?
Under $3,000 .38 02 .04 .03 (.gg)
( 8) (824) ( 56) (228)
$3,000-3,999 .36 .03 .04 .04 21
(11) (148) ( 49) ( 96) ( 14)
$4,000-4,999 50 04 .08 10 08
(14) (120) ( 50) (72) (12)
$5,000-5,999 50 11 J1 14 20
(6) (66) (18) (44) ( 10)
$6,000-7,499 50 12 .36 12 .00
(8) (42) (14) ('32) )
$7,500-9,999 67 .07 J7 .16 33
(9 (41) (12) (32) (6
$10,000 and over .50 .18 31 19 50
. (14) ( 50) - (13) ( 43) (8
All spending units 49 .05 .10 .07 12
(70) (791) (212) (547) (102)

a The figures in parentheses are the number of cases in the cells.

b Bven though a spending unit may intend to buy two new cars, it is included only once.

¢ Includes spending units that have an unchanged present earning rate and expect the same, as well as units that have
different present earnings rates compared to those expected. (See footnote d for exceptions.)

d Includes spending units that make less and expect to make less money, as well as those that (1) make less and expect
no change; and (2) make the same, and expect less.

— e

The remaining three variables - age of the head of the
spending units, marital status of the spending unit, and size
of the community - are illustrated in Table 3 (Part A, B, & C
respectively).

"The size of the community gives some indication of the

need for transportation; and age and marital status are 'proxy'
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variables which stand for the various stages through which
economic behavior passes furing the course of the existence

of a spending unit".10

TABLE 3*

PrRoOPORTION OF SPENDING UN1TS THiaT Boucnt A New Car DuriNG 1952
WITHIN DISPOSABLE INCOME

() (B) (C)
AND AGE GROUPS AND MARITAL AND SIZE OF
STATUS GROUPS COMMUNITY GROUPS
Age of head of
spending unit Marital status Size of community

! Towns,
55 Central cilies,
1951Spending Unit Under and. Not metropolitan Block open
Disposable Income 35 35-54 over Married married area® cities®  areas®

Under $3,000 .03 04 01 .03 .02 .02 03 .02
( 95) ( 96) (141) (173) (159) ( 63) ( 61) (208)

$3,000-3,999 .08 02 06 .06 .00 .06 .00 .08
( 49) ( 78) ( 32) 137) ( 22) ( 36) ( 32) (91)

$1,000-4,999 Jl J1 .00 : .08 J4 .00 J4 11
! (37) (72) ( 25 (120) 14 ( 30) ( 22) ( 82)

$5,000-5,999 .16 15 .08) 15 ( .00) .06 .08 19
(9 4y (19 (66 (o) (1) (1) (49

$6,000-7,499 45 .10 .00 17 25 .30 20 13
(I 3y (9 ( 40) ) (10 (10 (30

$7,500-9,999 25 25 .00 J8 ( 20 . .28 { 11 .18

. ; ( 8) ( 28) ( 14) 45) 5 (7 9) 34
$10,000 and over 40 .20 29 ( .26 ( .00) .33) \ 13 ( .27)

- ( 5) 35) ( 21) ( 61) (3 12) 15 37
All spending units 11 (.10 04 .10 .03) ( 07 ( .07) ( .09)
(224) (381) (256) (648) (213) (175) (161) (525)

® The figures in parentheses are the number of cases in the cells.
. YlIncludes spending units that live in central metropolitan areas.

¢ Includes spending units that live in cities over 50,000 but not metropolitan areas.
; ;ll;,cludcs spending units that live in cities and towns of less than 50,000 ; non-farm open country areas; and metropolitan
suburban areas.

The individual relationships of each of the eight variables
to the frequency of new-car purchases has been discussed. It
is necessary now to compute the relationship of all eight vari-
ables combined to new-car purchases. To test simultaneously
the relationship of these factors to new-car purchases by

families the following formula was used:

Formula is found on following page




(1) Py=aDI, 4 a.A+ a,M, 4+ a,C, + a,S; 4 a, LM 4 a;F, + aE; 4+ 2
wherei=1,2,%,...861and

P = 0 did not buy a new car
1 did luy a new car’

DI = 1951 disposable spending unit income (in $100)

1if the head of the spending unit is 35-54 years old

JO if the head of the spending unit is less than 35 years old
A=
| 2if the head of the spending unit is over 55 years old

M= 0 if it is an unmarricd spending unit
=" ifitis a married spending unit

0 if spending unit resides in central metropolitan arcas
I if spending unit resides in cities over 50,000 hut not metropolitan arcas

C=
2 if spending unit resides in towns, cities and open country areas and metropolitan suburbs

0 if a spending unit owns no car, or a used car of pre-1947 vintage
I if a spending unit owns a used car of post-1917 vintage
2 if a spending unit owns a car originally bought new

S

0 if spending unit makes less money than a year ago and expects to make less money a year
hence; makes less and expects no change; no change in present rate, and expects less
LM — 1 if spending unit has and expects no change in carning rates; mixed movements, with the
=19 exceptions noted above
2 if spending unit makes more money than a year ago, and expects to make more money a
year hence ‘

1 if spending unit is neither hetter nor worse off financially than a year ago

0 if spending unit is financially worse off than a year ago
A O —
2 if spending unit is financially better off than a year ago

E— 0 if spending unit does not expect to buy a new car
=11 if spending unit does expect to buy a new cax

The statistical estimate of equation (1) results in the

following equation (the numbers in parentheses are sampling

errors): -

2) P — .00016DI — .01697A - .03269M — .01225C - .02651S
(00017)  (:012) (.020) (011)  (.010)
—.03961LM - .03003F /40818E - .0469
(:016) (011y  (:033)
R — .452
—— e —
TABLE 4

A MATRIX OF CORRELATION COEFFICIENTS BETWEEN VARLABLES USED IN EQuATION (2)

Size of Car New-car

Disposable ~ com-  ownersh ip Ageof Marital  Earning Financial purchase New-car

income  munily status head status rates well-being intentions purchases
(DI) (C) (S) (4) (M) (LM) (r) (E) (P)
DI 1.000 —.018 406 055 234 —.014 028 170 .149
C 1.000 116 —.025 069 —.048 101 114 .033
S 1.000 —.005 242 .003 .026 234 205
A 1.000 —.040 —.290 —255 —112 —.088
M 1.000 —.022 .036 .052 107
LM 1.000 315 101 —.002
F 1.000 074 103
: 1.000 428

P 1.000




"Variables with sampling errors one-half or more the size
of their parameters can be considered statistically insign-
ificant."l We see that four of the variables fall into this
category - disposable income (DI), age of the head of the
spending unit (A), marital status (M), and size of the com-
munity (C). The other variables have the expected sign, ex-
cept for actual and expected earning rates, which is negatively
related to new-car purchases.

The correlation coefficient (R) found in equation (2) is
quite high. Correlation coefficients for every variable with
every other variable appear in Table 4.

"The feasibility of a thorough multivariate analysis has
been demonstrated, and also some important knowledge has been

gained about the role of certain variables in new-car purchase
decisions."?

In retrospect, we have discussed sales forecasting pro-
cedures applicable to any product, and then attention was given
more specifically to the automobile industry. Limiting our
scope just a little more, we devote our attention now to small
cars. Continuing along with the market survey analysis dis-

cussed thus far in this section of the report, we turn to a-

case study found in Marketing Management by Kenneth R. Davis

on the Ford Motor Company. The study is in regard to the
Falcon.

"fizrly in 1959 management of the Ford Motor Company was
reviewing its decision to add a small car to their line in the

1960 model year. Foreign small cars had been capturing an
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increasing share of the U.S. automobile market, and the big

three automobile manufactures (Ford, General Motors, and

Chrysler) all had

faced this same problem."13 Aware of the

threat posed by small foreign cars, the Ford Motor Company

had periodically made studies of the U.S. market. A list

of these market studies with a list of their nature follows:

July, 1954:

May, 1956

July, 1957

August, 1957

August, 1957

Oct., 1957

An Assessment of the American Market

for a smaller Ford-built car. Personal
interviews were held with 2,400 house
holds selected on a national probability
basis to determine interest in a smaller
car package offering gasoline economy.

Volkswagen Owner - Attitude Survey.
Telephone interviews were conducted with
500 Volkswagon owners in 10 states

to determine owners' characteristics

and reasons for not buying an Anglia.

A Reassessment of the American Market

for a Ford-built Economy Car. Personal
interviews were held with 2,000 house-
holds selected on a national probablility
basis to determinelinterest in selected
economy car packages.

A Survey of Recent (1957) Buyers of
Foreign Economy Cars. Telephone inter-
views were conducted with 461 foreign-
car buyers in 10 principle cities to
determine motivation for purchase and
type and make of car previously owned.

Ramber and Scotsman Buyers. Telephone
interviews were conducted with 200
Scotsman owners and 250 Rambler owners
to determine purchase motivation of
these buyers.

Foreign-Car Price and Delivery Time
Study. Shopper visits to 93 foreign
car dealers in 6 principle cities were
made to determine pricing practices
and time required for delivery.



Nov., 1957

Dec., 1957

Dec., 1957

Jan., 1958

Feb., 1958

March, 1958

Dec., 1958

A Survey of 1955 Buyers of Foreign
Economy Cars. Telephone interviews
were conducted with 578 foreign-car
buyers in Los Angeles, San Francisco,
and New York City, to determine the
degree to which 1955 buyers had gotten
rid of their car and replaced it with
one of the same made.

Small Car Test Drive Study. To deter-
mine basic preference for package size
at stated price differentials, 336 U.S.
car owners and 134 foreign car owners
in Los Angeles, New York City, and
Chicago road tested 1,600 and 2,200
pound models of foreign economy cars.

Small Car Feature Rating Study. Per-
sonal interviews were held with 1,000
car owning households selected on a
national probability basis to deter-
mine preference difference between
1,700 and 2,200 pound economy cars and
the importance of various features that
could be incorporated in such packages.

Consumer Preference Between Anglia and
Taunus. Interviews were held with 108
potential economy car buyers at the
Chicago Auto Show to determine preference
between the Anglia and Taunus at a

price of $250.

Cost-Awareness Study. Personal inter-
views were conducted with 765 car

owners in Chicago and Los Angeles in
which some respondents road tested
foreign economy cars and were educated
on the actual cost saving connected with
their ownership to see if such know-
ledge would change their attitude toward
buying an economy car.

Four-, Five-, and Six- Passenger Economy
Car Study. Personal interviews were
conducted with 900 households selected

on a national probability basis to deter-
mine comparative preference between a
four-, five-, and six- passenger.economy
car at stated price differentials.

Resurvey of Economy-Car Market.
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Jan., 1959 A national sample of 1800 persons
were interviewed, plus a sample of
4-cylinder European car owners.
These market research projects were used to determine
the demand for Ford's prospective product. Similarly, once

the product is made, the results of these and other market

surveys can be used to forecast sales of the product.

17
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ILLUSTRATIVE COMPANY AND PRODUCT - FORD MOTOR COMPANY AND THE MUSTANG
This section is based primarily on information acquired
from Mr. Iee A. Iacocca., This source material is enclosed

at the end of the report,

The stage is almost set for discussion of the sales forecasting
procedures used by the Ford Motor Company in determining an expected
sales figure for its exciting new product-The Mustang. We have nar-
rowed our scope from forecasting sales for any product to preparing
a sales forecast for one specific product. Before we even begin to
analyze Ford's forecasting procedures, it is necessary to have a basic
knowledge of the product itself. Only then can we see why and how
Ford expects this new car to appeal and be sold to so many Americans.

The Mustang, low-slung with a long hood and short deck, is
actually more than one car. With its host of additional options
- (including a choice of three V-8 engines up to 271 horsepower),
this car ranges from a smart economy car to the level of a "poor
man's Thunderbird™ or a sports car "that will play tag with a
Corvette Stingray;"l5 The economy model, selling for $2,368 f.o.b,
Detroit, is sporty.without the options. It is equipped with bucket
seats, padded dashboard, wall-to-wall carpeting, bright trim,
3-speed manually operated floor shift, and a 101 horsepower, 6~cylinder
engine. The fifty optional accessories (see inclusion) offer answers
to a wide range of auto buyers' demands, resulting in a car ranging
up to $L,L00. This new car, available as a convertible or hardtop,
has been called a "universal car." ILee Iacocca denies this claim.
e don't claim the Mustang is a universal car, or that it can be all

things to all people. But we do believe the Mustang will be more
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thiags to more people than any other automobile on the road."k6 As
we will see, this compact packs a triple appeal to catch the eye of
the sports-car addict, the family economy realist, or the luxury-bent
executive.

The article in the April 20, 196l issue of Newsweek says that plan-
ners first figured on a first-year volume of 100,000 Mustangs. As
optimism rose with regard to the Mustang's selling potential, planned
volume rose.....and rose and rose. By mid-1963, Ford planned to pro-
duce 240,000 Mustangs at Dearborn. This figure ballooned into 360,000
when it was later decided to tool up a San Jose, California, plante
A projected sales figure of 400,000 Mustangs for its first year is
quoted from Time (April 17, 196l;). Ford's Falcon holds the modern
record for first-year sales, selling l17,1l7h copies. The "Father of
the Mustang," lLee Iacocca, says, "I don't usually admit this, but
deep down, that number really gets me. >I guess what I really want
is to sell 117,175 Mustangs.™7

What prompted the Ford Motor Company to produce such a product?
What procedures were used or what factors were considered in decidiﬁg
how many Mustangs to produce (which is identical to the sales fore=-
casted figure)?

To begin,'the Ford economists recognized countless existing
economic factors that were condusive to automobile sales in general.,
Based on different measures of business activity (i.e. GNP employment
and wages, automobile production series), the economy could be termed
quite "healthy."

Other general economic factors seem to be quite condusive to

automobile sales, such as the increasing population. Ford has placed

——————————— e eSS
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much emphasis on the "postwar babies" idea. These postwar babies are

coming of age. In fact, Ford's researchers predicted that between
1960 and 1970 the number of Americans from fifteen to twenty-nine
yvears old will increase by LO per cent, to 50.5 million people. On
the other hand the number from thirty to thirty-nine will actually
fall almost 9 per cent, to twenty-three ma'.llion.18 "By next year,

14O per cent of the total United States population will be under twenty
years of age."19

The steady spread of suburbia is another important factor. Also,
the tax cut will surely have a favorable affect on expenditures:in the
economy as a whole, as well as on the car industry. This is another
factor considered by Ford.

Another important factor considered by Ford is the fact that thexe
is significant growth in college enrollmentse. "By 1970, it is estimated
that seven million young people will be attending college-almost double
the enrollment in 1960. By 1980, there'll probably be nine million
college students."™ The importance 1ies-in high correlation between
car purchases and college educated people as compared to a lower corre-

lation with non=college people.20

Factors within the automobile industry itself indicate that the
time is ripe for a new sports care. One such factor that supports the
idea of a potentially enormous market for an inexpensive sports car is

the growth in multicar families. In fact, nearly one out of five families
21

in the United States now shops for a second car.
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The real significance of multiple-car families is the fact that
these people acquire cars at almost twice the rate of one-car families.
This accounts for 4O per cent of the new car sales each year. TFord
researchers even went as far as to discover and analyze the causes of
the multiple car explosion. These causes relate to the general economic
factors, such as rising incomes. Ford researchers predict that the
segment of our population earning over $10,000 annually will increase
by 156 per cent in the period 1960-1975, They also predict a 27 per

cent increase in the S5-to~-10 thousand dollars a year bracket, and a
7 per cent decrease in the number of families earning below $5,000.

Another reason for the multiple-car explosion is the increased
number of women drivers. The number of women drivers has increased by
53 per cent since 1956, as compared to a 6 per cent increase in the
number of male drivers.

The need for more than one car in the family stems also from the
increase in the number of working women.22

Sales trends in the automobile industry have been tremendous in

the last two years. The industry has seen two 7,000,000 plus auto

21
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years in a row. Projected sales volumes would indicate at least 8,000,000
car sales in 196lL-and that was before the tax cut. Assuming continued
health of the United States economy and considering thé tax cut, auto

sales this year could reach 8,500,000.

NEW SALES

egistrations in millions

195556 S7 58 59 60 61 62 63 64
TIME Chart by J. Donovan (CH3)

Considering auto sales in 196L's first quarter, this figure seems
feasibles Sales in the first quarter were the highest in history, ris-
ing 7 per cent over last year, and L per cent over record 1955.23

In deriving the sales forecast for the Mustang against this back-
drop of a healthy economy and an increasingly prosperous automobile
industry, Ford considers all of the techniques presented in the first
sumary of "Sales Forecasting® in this report.

The expected share of the market shall first be discussed. The
accent, with regard to the Mustang, is on the young and sporty look.
Tt is styled to appeal "primarily to the fast expanding youth and
young married market" and also to the "sports minded who can't reach
for a T=bird or a Corvette."zh The design of this car is so flexible,

its price is so reasonable, and its options are so numerous that its
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potential appeal could concievably reach toward two-thirds of all United
States car buyers. Between 1960 and 1970 Ford expects a 51 per cent
gain in the 18-2) age group-a huge pool of first buyers.2> What effect
will Mustang sales have on Ford's present lines? Henry Ford concedes
that some Mustang sales will be at the expense of its present lines
(especially the Falcon and T-bird), but he insists that the Mustang
should account for 3 per cent of all auto sales-"and more than half of
that should come out of rival companies! hides."26

Much of the optimism that is reflected by the sales forecasts for
the Mustang was derived from the enthusiasm the Mustang received from
both Ford dealers and the public that got a test market look at the car.
This enthusiasm prompted Iacocca to trigger additional production,
which will begin in July at Ford's San Jose plant.27

Market surveys showed that customers have a preference for sporty
carse "They ordered hardtops, and then asked for convertibles even
before they were available. And they are still going for hardtops and
convertibles."28 Through February, 196k, model production of convert—
ibles and hardtops in Ford's other four lines accounted for 39 per cent
of total production in those ‘lines-up from 30 per cent for the same
period last year. "From the outset, compact car customers have wanted
bucket seats, deluxe trim packages, high performance engines, four-—on-
the-floor stick shifts, and every other option we could devise. Cus-
tomers wanted the basic economical compacts, to be sure. But they also
wanted to be able to dress them up to suit their own individual tastes.
The compact car market reflected the flavor of youth-=young Americans
out to have a good time. "9

As has been previously pointed out, auto sales in general have

increased rapidly. The Ford trend, however, has been down-from
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28.53 per cent of the industry's sales in 1961 to 2l;,87 per cent last
year. In the same three years-General Motorst! "penetration of the
market has risen from Lj6.53 per cent to 51,04 per cent. We see, then,
that the Mustang was a matter of necessity.BO

Ford's sales trends this year have so far been upward. Its sales
volume has increased to 26.2 per cent of the industry's sales-at the
expense of General Motors and Rambler.3t

Through March of this year the '6Li Falcons have accounted for the
highest production among any of the new compacts and intermediate cars,
and the Fairlane ranked number three. "The Comet established its high-
est March production in history last ménth and is headed for a new
April record . "32

Ford also considered competition in predicting the Mustang's sales
figure. The competition for this type of car is not exceptionally ex=-
tensive. The Corvair Monza Spyder is the Mustang's chief competitore.
The Monza, a car equipped with bucket-seats, floor shift, and tack=-
ometer, has been doing quite well, accounting for 76 per cent of all
Corvair sales. Other competitive targets are the Dodge Dart 6T, the
Plymouth Barracuda, the Tempest Lemans, and the Chevy II Nova.

Ford's productive capacity is not really a limiting factor with
regard to'the Mustang's expected sales volume. The capacity of the
channels of distribution, however, must be considered. The Hdsel,
which never had more than 1,000 dealers, is still a Ford sore spot.
Unlike the Edsel, Ford aims for fast, maximum exposure, right at the
start of the Spring and Summer selling season. The Mustang will be
available at every one of Ford's dealerships~6,400 of them-around the

country.33 Estimating the average annual Mustang sales per dealership
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could lead to 2 total sales forcast. For example, for a total sales
figure of 417,175 hoped for by Iacocca, each dealership must average
just a little less than 65.2 Mustang sales the first year.

Sales promotlon is playing the most essential role in selling the
Mustang. "Because of the breadth of the market Ford is aiming at, its
promotional campaign will be as extensive as any it has ever taken.
The company is convinced that the price for the basic is so attractive,
when matched with the sporty styling, that it is featuring it in
national advertising-~the first time Ford has advertised price nation-
ally since World War 1.3l The sales promotion plans for the lMustang
are quite extensive-requiring $10 million dollars from Ford's pocket-
book. The birth of the Mustang was proclaimed on Thursday, April 16,
on a half-hour TV show appearing on all three networks. It is estim-
ated that this program was seen on "TV screens in more than half the
homes in the country-an estimated 29 million. Ads in 2,600 newspapers,
reaching 75 per cent of the households in this couni;ryr"35 also announced
the Mustang's birth. Four-color spreads in national magazines are an
important part of the Mustang's sales promotion; announcement ads were
run in "twenty-four top magazines with a combined circulation of 68
million."36 Also,special ads appearing in women's pages in newspapers
of 100 major cities will feature a Tiffany design award. This is the
first time in its 125 year history that Tiffany's has given a design
award to a commercial producte. Other merchandising calls for tie=in
ads with TV co'ntest shows as well as with Holiday Inn's motel chain,
Command hair dressing packaging and advertising, and Sea and Ski's
high fashion sunglasses~to be called Mustang.37 Ford also hopes to get

nfree" promotion with lMustang joles and Mustang drinks.
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Tacocca remarks, "Finally, we plan to fit the Mustang into our
program of participation in public performance events. We'll use it
in such famous road rallies as the Midnight Sun in Sweden, the Alpine
in France, and the Spa-Sofie-Liege between Belgium and Yugoslavia.'

Again, it must be stressed=the most important factor in sales
forecasting is the judgement of management as to what it feels its
company's market potential will be. This has indeed, been the over-
riding element influencing Ford's estimate of sales for the Mustange
With the optimism that exists in the Ford Motor Company when it comes
to the Mustang, if managerial judgement of market potential were the

only factor considered, the sales forecast for the lMustang might well

exceed one millionl!
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CONCLUSION

The information concerning the development of a sales forecast
for the lMustang has been rather general., Nevertheless, it gives the
reader an idea of the complexity of forecasting sales for a new pro-
duct-or any product. Highly trained men are required to interpret
and weigh the many factors and variables involved in sales forecastinge
There are no special formulas or criteria available to arrive at a
completely objective figure. Even if there were, such a figure would
be rendered ineffective because of the uncertainty of our nation's
dynamic activity. The need for a forecast still exists-to reduce
this uncertainty, and the need for managerial judgement with regard
to what it feels its company's market potential will be also exists-to
develop a better forecaste. The crux of sales forecasting, therefore,
lies with managerial judgement. Good judgement evolves from experience

built on a solid base of common sense.




28
FCOTNOTES

Jeig,
Lewis A. G. Martorano, "Sales Forecasting," The Journal of
Accountancy, (August, 1960), p. 60. :

2Tbid., pe 60.

3Ibid., p. 60.

thid., pe 61.

Tbid., p. 61.

5
6Ibid., p. 61.
7Ibid., P 624
8 rota.: p. 62
9

Peter E. Dedanosi, "Factors Influencing the Demand for New
Automobiles," The Journal of Marketing, (April, 1959), p. L13.

110) ey

Ibid., p. L16.
llIbid., pe W17,
e rid. s B N18s

1
3Kenneth Re. Davis, Case 3-6, Ford Motor Company, Marketin
Management, (The Ronald Press Company, New York, 1961), p. IE%.

lthid., pe 123
15"Ford Turns the Mustang Loose," Business Week, (April 18,
l96h)’ p. 152.

16Lee Ao, Jacocca, Ford Motor Company Vice President, and Ford
Division General Manager, Mustang National News Conference (New York
City), April 13, 196L, p. 3.

1Tnpordrs New One," Time, Vol. 83, No. 16, (April 17, 196L).

181014,

l9Iacoc:ca, peiSe

2Ochase Morsey, Jr., General Marketing Manager, Ford Division
of Ford Motor Company, Ford Mustang Technical Press Preview,
(Dearborn, lich.), January 21, 196L, p. 2.

21Time




22

23
Time,

2L
25

Morsey, Do Lo

Business Week, p. 152.

Business Week,

29

2
6"The llustang-A New Breed Out of Detroit," Newsweek, (April 20, 196L4).

27Business Week,
28

Tacocca, P. L

29 1hid., pe L.

3 ONewsweek .

3%

Time.

32

Jacocea, Pe 3.

33Business Week.

3h]ﬁbid .

35

Jacocca, Pe 3o

36

Ibido, P 3e




30

- BIBLIOGRAPHEY

Book:

Davis, Kenneth R., Marketing Management, New York: The
Ronald Press Company, 1961, pp. 121-123.

Periodical Articles:

"Ford Turns the Mustang Loose," Business Week, April 18,
196&, po 1520 .

DeJanosi, Peter E., "Factors Influencing the Demand For
New Automobiles,” The Journal of Marketing,

April, 1959, pp. L13-LIB,

iartorano, Iewis A. G., "Sales Forecasting," The Journal of
Accountancy, August, 1960, ppe 60-63. .

"The Mustang-A New Breed Out of Detroit," Newsweek,
April 20, 196L.

"Ford's New One," Time, Vol. 83, No. 16, April 17, 196kL.
News and Press Conference Texts:
Jacocca, lee A., Ford Motor Company Vice President and Ford

Division General Manager, lustang National News Confer-
ence, New York City, April 13, 196kL.

Morsey, Chase, Jr., General larketing Manager, Ford Division
of Ford lMotor Company, Ford Mustang Technical Press
Preview, Dearborn, Mich., January 21, 196L.




	Lehigh University
	Lehigh Preserve
	1965

	Illustrative Company and Product: Ford Motor Company and the Mustang
	John Glenn Hughes Jr.
	Recommended Citation


	hughes-ford-motor-01-a
	hughes-ford-motor-01-b
	hughes-ford-motor-01-c
	hughes-ford-motor-01-d
	hughes-ford-motor-02-a
	hughes-ford-motor-02-b
	hughes-ford-motor-03-a
	hughes-ford-motor-03-b
	hughes-ford-motor-04-a
	hughes-ford-motor-04-b
	hughes-ford-motor-05-a
	hughes-ford-motor-05-b
	hughes-ford-motor-06-a
	hughes-ford-motor-06-b
	hughes-ford-motor-07-a
	hughes-ford-motor-07-b
	hughes-ford-motor-08-a
	hughes-ford-motor-08-b
	hughes-ford-motor-09-a
	hughes-ford-motor-09-b
	hughes-ford-motor-10-a
	hughes-ford-motor-10-b
	hughes-ford-motor-11-a
	hughes-ford-motor-11-b
	hughes-ford-motor-12-a
	hughes-ford-motor-12-b
	hughes-ford-motor-13-a
	hughes-ford-motor-13-b
	hughes-ford-motor-14-a
	hughes-ford-motor-14-b
	hughes-ford-motor-15-a
	hughes-ford-motor-15-b
	hughes-ford-motor-16-a
	hughes-ford-motor-16-b

