Big Three running into dreaded repo barrier -

Economlsts who think in terms of
poyckologieal torriess such 23 the
Z0CE-polnt Dow Jones fndustrial Av-
erage are now contemplating the
repo bartler. This ks the notlon that a
man and his car note enter an unset-
tling perlod after the pew-car love
affatr wears off and he just ditches
the thing with a quarter-inch or s0 of
f:’:pou sitli left in the payment

Just when this happens Is uncer-
taln, but new car loans In the 60-
month range secem to have aggravat-
ed the situatlon.

Evidence that the automotive
equivalent of the seven-year itch is
getting worse comes in footnotes to
the Big Three earnings reports: Ford
says It reposessed 23 percent more
cars (hls ycar than last, and GM (s

setting aside $1 billlon for loan loss
reseryes.

Like mest rew trasds, the £opo
barrier calls for some dumb analy-

sis.

First, o GM spokesman blames the
defaults on owners who lose hope af-
ter realizing that thelr vehicles are
worth less than the amount outstand-
ing on the loans alter three or four
years. The obvious flaw to this kind
of reasoning is that the cor was
worth less than the Joan the minute
the Ink was signed en the contract.

Next time you buy a new car, walk
to the front door of the showroom,
walk back and ask the salesman If he
will buy hls car back. Watch the fear
in hls eyes if you don’t belteve me. |

For the sake of research, I looked
up 60-month ol cars in the classi-

r-"f\‘ auto talk

fleds. They ranged from $1,600-
$3000 or so, which means that own-
erx in the last year or 50 of thelr car
payment book might be able to
break cven, whereas any time eatli-
er they would incur a net loss at-
tempting to sell the car.

ONE THING that keeps car pay-

ments golng I3 that unlike marriage, *

there are no alternatives to keeping

Think it’s easy to double

One of the age-<old myihs, which
never seems (o dle, s that by playlng
the market, it’s easy (o double your
money In Lwo or three years. Anyone
believing In this myth is really ask-
ing fer trouble. Here is why.

A recent study (Dow Jones-Irwin,
1985) revealed severat important
facts.

First, stocks are much more vola-
tile than bonds. For instance, during
any glven year, stocks could return
as much as 52.6 percent or lose 26.5
percent of the principal. By compar-
ison, the maximum potential annual
return on a bond is 42 percent and
the potentiat for loss In bonds s
around 8 percent.

Second, Investors playing the
stock market should reallze that It is

Your generous donauon to the Torch Drive
can help feed the hungry.

up ycur payments other than walk-
Ing. Gettlng your car repossessed
means at least scraping up the cash
for some wheels, which could take
from $750-31,500.

‘The only way you would make ot
is §f you dropped a really high-priced
car with monthly payments you
couldn't afford and went ufter some-
thing like the famous “two-year-old
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Rulck,” whirh GM Chalrman Roger
Smith vice beld vt as Lie solution
Tuw-cost wransporlativn.

Because marketlng people never
study the used car market, I suppose
we will never know what's really be-
hind the reposession rate. But right
now, I'd lean toward the phenome-
non known as the clutch barrier.

The clutch barrler is reached
when the cost of a major repair, such
as a new clutch, exceeds the amount
owed on a ear.

This In faet happened to me a cou-
ple of weeks ago, and 1 was left feel.
ing Hke a Brazillan finance minister
for a couple of moments while I
caught my breath, Aside from the
economic effect, the situatlon defied
my maln automotlve superstition,
which Is that big repalr bills always

come the monm after the last pav-
weat, nat buloe.

Ultimalely 1 anted up e Tepaly
and am still paying the finance com-
pany, although I confess I flipped
threugh the back of the ads and for a
moment considered dumplng the tus-
key and putting the clutch moupey
into a better deal.

1 thought about buying both “m;u
good, some damage,” and ‘‘good
body, needs engine,” and putting the
two together, a romantle notion at
best. Then I'd leave the car out front,
payment book on the front seat, and
watch from a distance whlle the
repo man waited for someone to tow
itaway. . -

Dan McCosh is the automotive
editor of Popular Science.

vour moneyv in stocks?

Sid |
Mittra

finances and you

highly risky to adopt a one-year time
horizon. A comparion of one-year
stock return with the five-year re-
turn reveals that while in the former
case it (s possible to lose 26.5 per-
cent of the prinelpal, In a five-year
time period the rlsk of loss is re-
duced to 2.4 percent.

Third, ona consistent, long-term
basis stocks return around 10 to 11

Men, if you're about to turn 18. it's
time to register with Selective Service
at any U.5. Pust Office.

It's quick. It's easy.
And it’s the law.

percent per year whereas bond re-
turns average only 4 to 5 percent.
According to the Rute of 72, a 10
percent compounded annual rate of
return would double one's nvest-
ment in about seven years, whereas
a 12 percent return would double the
money In slx years {6x1272). These
flgures should caution Investors
against expecting a [faster rate of
growth unless they are willing to as-
sume additlonal risks. Also, people
should recognlze that investors in
stocks lose, on average, once every
3.6 years, For some, this would be 2
frightening experience.

Other studies, covering the perlod
1920-1987, have found that the rates
or return on varlous asset classes
have been as shown on Table I

Table II is designed to help you
gauge the speed with which $10,000
wlll grow in five and 10 yeacs.
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Seminar: "Market Timing to Max-
imlze Stock/Bond Return,” “Cre-
ative Ways of Uslng Slngle-Premi-
um-Deferved  Annuity,” “Limlted
Partnerships in Equipment Leasing
and Real Estate,* “Preparing for
netimmcnl" and "“Lump-Sum Distri-
butlops.”

The semlnar, sponsored by the Ob-
server & Eccentric Newspapers and
Coordlnated Financial Planning, will
be 7-9 p.m. Tuesday, March 14, in
the offices of Coordlnated Financial
Plunnlns, Shefficld Office Park,

3250 W. Big Beaver, Suite 540, Troy

For reservatlons, call 643-8888.
Sid Mittra is a professor of

finance, school of business at
Oakland University and owner of
inated Fi ial Planni

CID RATES FORTHE
SERIOUS INVESTOR.

tablel

table Il

6% (bonds, history)
8% {current bonds)

12% (stocks, history)

......... 11.8 percent
.......... 5.2 perceny
.......... 3.6 percent
Syrs, 10 yrls..
$13,382 srmoé
514,693 521,55‘9':
$17.623 $31,058

80 DAY 9.05%
6 MONTH 9.10%
9 MONTH_9.15%
1YEAR _9.25%
2YEAR = 9.35%
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Now you make the terms on a special Empire of America
Certificate of Deposit. This CD matures anytime between
six months and five years. It's your decjsion, Plus you'll
receive a guaranteed 9.25% yield® and 8.85% rate.

Deposit aslittle as $500 in this special CD. It's
FSLIC-insured up to $100,000 per account relationship
for total security. And if you open a 5%% checking
account when you open your CD, you'll receive your first
order of personalized checks free,

The Flander Mansion has just been remodeled and we are
awaiting your loved one's arrival. No other Health Care
Facility offers the quality of care in such an elegant and
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