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Global Auto Industry Returns To Profitability
— Asia And North America Lead The Way

he increase in global car sales moderated to 13% y/y in April, Auto Profitability & Volumes

from a 25% surge in the first quarter. The slowdown reflects a — Five Largest Automakers
6% yly decline in Europe, as the expiry of scrappage in ives led Ll remewpr— milions of units | 2°
to a sharp drop in Germany. However, outside of Edirope, purchases 5, | 35
continue to strengthen — rising 23% y/y — I V. ig in the
BRIC nations. Vehicle purchases also moderated in d States or 1%

last month, easmg to an annualized 11.2 million units in April, from an o
incentive-induced 11.8 million in March. However, volumes remained in _yo
line with the first-quarter average, and will continue to strengthen in

coming months alongside an improving economy. The U.S. economy
created 290,000 new jobs in April — the highest level in more than four 30
years, lifting year-over-year job growth to the best level since September _ | Netincome (LHS) 29
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Despite concerns that recent risk escalation emanating from Europe 2000 2002 2004 2006 2008 2010
will spread across the globe, the outlook for the global auto market
continues to improve. For example, improving labour market 2010 Share Of Global Sales
fundamentals and rising confidence have lifted the number of U.S. — Five Largest Automakers
households planning to buy a vehicle to the highest level since early
2008. In addition, used car prices — a key leading indicator of the
overall health of the auto market — also continue to post double-digit
year-over-year advances in both Canada and the United States. This
represents a sharp turnaround from declining resale values from late
2007 through April 2009 (during the global economic downturn).

o
3
0
|
o
X
c
)
Q
i)
o
)
J
v

Canadian passenger vehicle sales also eased in April, with the
increase softening to a 4% y/y gain, from a 15% jump in the opening
months of 2010. Purchases totalled an annualized 1.54 million units
last month, slightly below the 1.60 million unit average of the
previous two months. Volumes were held back by lower sales at two
major automakers. In contrast, the shift to light trucks remains
unabated, with volumes advancing 16% y/y in April, led by a 31% surge in sales of pickup trucks. The rebound
in pickup trucks reflects the turnaround in the Canadian housing market, with housing starts jumping by 57% so
far this year.
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PROFITABILITY RESTORED

The global auto industry has returned to profitability, with the five largest auto manufacturers posting
earnings of US$5.5 billion in the first quarter of 2010. The improvement represents a sharp turnaround from
annual losses averaging in excess of US$22 billion from 2007 through 2009. Profitability improved in every
region last quarter, especially in North America, with the five largest automakers returning to
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profitability in the region. However, despite the
turnaround in North America, Asia remains not only the

auto market with the greatest potential, but is already the

most profitable market in the world.
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The global economy continued to gain momentum
through the first quarter of 2010, with growth picking up to
roughly 4% y/y — the fastest pace in two years. This
acceleration lifted global car sales 25% above a year earlier,
to a level only marginally lower than in early 2008. However,
volumes still remain nearly 5% below the industry peak set in
mid-2007. In contrast, operating margins have climbed to
peak levels prevailing in 2004, as virtually every
automaker restructured their operations during the
recent downturn, significantly reducing their cost structure
and breakeven point. For example, the two largest North
American automakers have slashed their production costs by
nearly 10% over the past year and a cumulative more than
20% since the auto cycle peaked in 2007.

Profitability per vehicle in North America jumped to more
than US$1,500 in early 2010, compared with losses through
September of last year, and will likely improve further in
coming years as volumes expand. For example, light vehicle
purchases in Canada, the United States and Mexico totalled an
annualized 13.3 million in the opening months of 2010, and are
expected to climb to 13.9 million for the full year, before rising
to 14.6 in 2011. Of note, the jump in profitability occurred
despite nearly a US$200 increase in industry-wide U.S.
incentives through March, to more than US$2,800 per vehicle.

Toyota led the increase in incentive spending in the first
quarter, with its U.S. incentives jumping by more than
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US$525, as it attempted to attract consumers to its
showrooms and offset the impact of massive recalls. Despite
rising incentive spending and a one-time charge of nearly
USS$2 billion associated with its global recalls, Toyota’s
worldwide operations still reported an operating profit of
US$1.1 billion in the opening months of 2010. Emerging
Asia accounts for most of the strength, with the region
totalling nearly 75% of the company’s overall earnings.

In fact, Asia (excluding Japan) remains not only the
industry’s growth driver, but is already the most profitable
region for the entire industry. For example, the five largest
automakers reported a first-quarter operating profit of more
than US$2.3 billion in emerging Asia — roughly 40% of
their overall total. This is particularly surprising, as the
average car price in countries such as China and India
averages less than US$12,000 compared with US$24,000 in
North America and about US$20,000 in Europe. On a per
unit basis, the industry is posting a profit of almost US$1,300
per vehicle sold in Asia (outside of Japan), a level only
marginally lower than current profitability of US$1,500 per
vehicle in North America. However, volumes in Asia are
least 50% higher than across all of North America.

In contrast, the industry still continues to lose money in
Europe. The five largest automakers are still losing about
US$400 per vehicle in Europe, with losses likely to increase
in coming months, as recent austerity measures introduced in
several countries act as a drag on economic growth and
vehicle sales. We expect full-year sales in Western Europe
decline to 12.3 million units in 2010, down from an
annualized 13.6 million in the opening months of 2010.

Ve International Car Sales Outiook \.\
z" 1990-99 2000 2001-07 2008 2009 2010f !
‘ (millions of units)

TOTAL SALES 39.20 46.64 49.53 52.17 50.91 53.66
North America* 16.36 19.77 19.36 15.85 12.68 13.88
Canada 1.27 155 1.61 1.64 1.46 153
United States 1455 17.35 16.71 13.19 10.40 11.50
| Mexico 0.54 0.87 1.04 1.02 0.82 0.85
Western Europe 13.11 14.75 14.57 13.54 13.62 12.25
Germany 357 3.38 3.29 3.09 3.81 3.18 ’
Eastern Europe 118 2.38 2.54 4.01 3.01 3.14
Russia 0.78 1.03 1.42 273 1.47 1.53
Asia 6.91 7.85 10.82 15.07 17.68 20.03
China 0.33 061 2.56 5.04 7.31 8.77 i
India 0.31 0.60 0.81 1.20 1.46 1.63 ‘
South America 1.64 1.89 2.24 3.70 3.92 4.36
| Brazil 0.94 117 1.40 2.23 248 2.85
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