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	GM Cuts Prices
On Most Vehicles

Strategy May Spark 
Similar Moves by Rivals; 
Fewer Incentives, at Least for Now

By LEE HAWKINS JR. 
Staff Reporter of THE WALL STREET JOURNAL
January 11, 2006; Page D1
In an attempt to rewrite pricing rules in the highly competitive U.S. automotive market, General Motors Corp. will slash the base sticker prices for nearly 80% of its U.S. models.

GM is expected to soon report that it lost more than $5 billion in 2005, weighed down by heavy costs related to health care and pension obligations as it struggles to revitalize brands such as Buick and Pontiac. The move marks the auto maker's latest attempt to settle on a pricing strategy that will help it lure customers and regain share in the U.S. market.

GM is cutting sticker prices across its top-selling Chevrolet brand, as well as on vehicles made under the GMC and Buick names. Prices will also be lowered on certain vehicles produced by GM's Pontiac and Cadillac divisions. In total, 57 of GM's 76 models will be eligible for discounts.

While aiming to keep incentives low in 2006, GM is offering big deals on older models, in an effort to clear out remaining inventory. In a program released yesterday, GM is offering up to $8,000 in rebates or no-interest financing for 72 months on some 2005 large SUVs, such as the Cadillac Escalade, GMC Yukons and Chevrolet Suburbans.

PRICE LIST
 

Some of GM's incentives and new price cuts:

• The price on the Cadillac SRX luxury SUV was lowered to $36,990 from $39,990.
 
• The 2007 Chevrolet Tahoe full-size sport utility vehicle will be priced at $33,990 for the LS 5.3 liter engine model, about $2,000 below its predecessor.
 
• Up to $8,000 in rebates or no-interest financing for 72 months on some 2005 large SUVs, such as Cadillac Escalade, GMC Yukons and Chevrolet Suburbans.
 
 

UNDER PRESSURE
 

• Graphic: See a chart of GM's stock price.1
 
• See a full transcript of Jerome York's remarks2 on GM's declining market share.
 
AUTO SHOW COVERAGE
 


3 • See complete coverage4 of the North American International Auto Show in Detroit, including our news tracker5.
 
• Motor City Rides:6 A slideshow of production and concept cars.
 
• Detroit Turns to Muscle Cars to Boost Sales7
 
• Ford, GM Promote 'Flex-Fuel' Vehicles8
 
As GM announced the news yesterday, speculation increased on Wall Street and in the automotive industry that GM's competitors could engage in a price war and GM could leave its dealers with less profit margin and negotiating room. But Mark Fields, Ford Motor Co.'s head of North American operations, says he sees no reason for Ford to change its pricing strategy following GM's announcement. DaimlerChrysler AG's Chrysler Group says it has pursued a similar pricing strategy with the Chrysler 300, Chrysler and Dodge minivans and the Jeep Grand Cherokee.

In response to the announcement and GM's assertion that it is lowering its pricing, some analysts were skeptical. "This decrease is coming at the expense of lower incentives for GM, but it may not do much to the price or sales," says Mike Chung, an industry analyst with car-industry Web site Edmunds.com. "For consumers I don't think it changes very much," he says.

GM's price cuts come as the company is under pressure to correct problems with its financial performance and shore up its declining market share. On Tuesday Jerome York, an adviser to Tracinda Corp., one of GM's largest shareholders, made pointed, critical remarks9 at an analyst's conference in Detroit. Some investors and Wall Street analysts have expressed worry about the fact that GM's vehicle portfolio is heavily dependent on its new line of SUVs and trucks, although the company is also expanding its presence in the robust crossover market. (See related story.10)

As its new line of SUVs and trucks hit showrooms yesterday, GM used the latest pricing strategy to back away from incentives of the past, which cut deeply into GM's profit margins. But GM's past attempts to move away from big rebates have been met with resistance from customers who have grown accustomed to such offers.
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The price on the Cadillac SRX luxury SUV fell to $36,990 from $39,990.
The 2007 Chevrolet Tahoe full-size SUV, which went on sale at showrooms this week, will be priced at $33,990 for the LS 5.3-liter-engine model, about $2,000 below its predecessor. The average price reduction on eligible vehicles will be $1,300, with cuts as high as $3,000 on some vehicles, says Mark LaNeve, GM's vice president of North American vehicle sales, service and marketing, calling the announcement "the biggest price repositioning in GM's history."

Mr. LaNeve says GM slashed dealers' profit margins by between zero and three percentage points, but said that, on average, the cut was "less than 1%." For example, Mr. LaNeve says that GM cut dealer margins on its Chevrolet Silverado truck by about three percentage points, but said the cut puts dealer margins in line with those of comparable Toyota, Nissan and Dodge vehicles.

But it is unclear whether the actual price of a vehicle for consumers -- when new reductions and remaining incentives are factored in -- will be lower than current prices. Incentives on 2006 model GM vehicles extend as high as $5,500. And GM will keep the same price and incentives on the outgoing Chevrolet Tahoe.

Over the past year, GM has been trying various discounting and price-cutting strategies to boost sales, with varying degrees of success. Last summer, amid slow sales and heavy inventories on many models, GM launched a clearance sale, offering vehicles at employee-discount pricing. Although the deal came with slimmer margins, it boosted sales significantly. But GM's sales were sluggish for several months after the promotion.

WALL STREET JOURNAL VIDEO
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General Motors CFO Fritz Henderson12 discusses cutting sticker prices and their effect on profit margins.

One side effect of employee pricing is depressed resale prices, which poses a mixed blessing for consumers. In the end, consumers want good deals, but they are willing to pay more if they have a high perception of a brand and its resale value, dealers have said.

The latest approach takes GM down the path it took with several vehicles launched last year, including the Hummer H3, the Chevrolet Impala and Chevrolet HHR. Those vehicles have all turned out to be top sellers for GM. Since the HHR was launched last year, GM says it has sold more than 40,000 of them without incentives.

GM will continue to offer incentives, but the new deals likely will be lower than what is currently available. "We'll still have an assortment of incentive programs," says Mr. LaNeve, the vice president, adding that GM will still offer traditional but smaller incentives such as lease support and cash and dealer rebates.

--John Stoll of Dow Jones Newswires contributed to this article.

Write to Lee Hawkins Jr. at lee.hawkins@wsj.com13
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