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A shopkeeper, upon arriving at work one
morning, found that his front window had been
broken by nighttime vandals.  The townspeople
rallied around him, condemning the crime and
lamenting the sunken state of public morality.
Morning turned into afternoon, the glazier
arrived and normalcy returned to Main Street.

Slowly, however, public sentiment began to turn.
A quiet murmur spread amongst the burghers:
What if the broken window had been a good
thing?  If not for vandalism, the glazier wouldn't
be so busy.  Money earned by the glassman
would be spread throughout the community - to
the butcher, the cobbler, the barber and the
haberdasher.  From strewn glass shards would
spring a redistribution of the shopkeeper's

wealth.  The window-smashing had unlocked
capital and proven beneficial for the larger
community (stolen from a Frederic Bastiat’s
essay written over a hundred years ago).

This is the Parable of the Broken Window -
or rather, if its truthful name is to be used, the
fallacy.  While it is true that the shopkeeper's
money would flow through the glazier and
into the town's economy, what's often
forgotten is that the shopkeeper's regular
purchasing patterns would be disrupted.
Perhaps he won't buy groceries this week
because of the unexpected and unnecessary
expense foisted upon him by the broken
window.  Perhaps he's already teetering on
the brink of bankruptcy and the glazier's fees

New and Used Vehicle Sales in Canada (000's of units)

New Percent Used Percent Total Total Sales as a
Vehicle New Vehicle Used Vehicle Units in Percent

Sales Vehicles Sales Vehicles Sales Operation Of UIO
2000 1,549 43.4% 2,019 56.6% 3,569 17,101 20.9%
2001 1,571 43.7% 2,022 56.3% 3,592 17,668 20.3%
2002 1,703 44.4% 2,133 55.6% 3,837 17,911 21.4%
2003 1,594 41.6% 2,238 58.4% 3,832 18,207 21.0%
2004 1,534 40.1% 2,290 59.9% 3,825 18,709 20.4%
2005 1,583 40.6% 2,320 59.4% 3,903 18,883 20.7%
2006 1,615 41.0% 2,325 59.0% 3,939 19,365 20.3%
2007 1,653 38.9% 2,601 61.1% 4,254 20,243 21.0%
2008 1,636 38.7% 2,590 61.3% 4,226 20,467 20.6%
2008/2007 -1.1% -0.4% -0.7% 1.1%

Note: 2008 Units in operation is a forecast
Source: DesRosiers Automotive Consultants Inc., AIAMC, CVMA and Registration Data © R.L. Polk 
& Company, 2007 data released 2008.
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push him over the edge.  All the
entities relying on his business
would the have to do-without.  A
momentary injection of money
could sully the community's long-
term prospects.

At play here is a system-level
lesson: The destruction of value
can bring short-term gains but is
ultimately counterproductive,
removing wealth-making potential
from those who need it most.

Does this situation sound
familiar?

The Cash for Clunkers program
currently spurring U.S. vehicle
sales has at its roots the same sort
of temporary solutioneering that
holds window smashing as a
legitimate form of economic
stimulus.  The immediate effects
are visible, but the unintended side
effects - the fallout - will only be
felt in the months and years to
come.  What of the masses
dependent on a stocked ultra-low-
value vehicle market?  What of
the poor, both rural and urban,
whose supply of inexpensive
vehicles has been crushed by an
agenda-addled group whose quasi-
religious devotions blind them to
the life-changing side-effects of
their policies.

I am the biggest supporter in
Canada of an inspection-driven
scrappage program, but I struggle
to understand the true efficacy of
a C4C-style incentive program.
Why pay someone $4,500 to scrap
a vehicle that was going to come

off the road anyway in a few
months?  If it wasn't going to be
scrapped for a few years, then
why destroy a product that still
has value?  I worry about the
unintended effects of the current
program.

The Invisible Hand and its
Varied Ministrations

If I've learned anything during my
career as an observer of
economic systems, it's that every
action - every plan, program and
policy - has all sorts of unintended
side-effects.  Everything around
us is connected in ways we
cannot imagine, and the unplanned
consequences of government-
engineered change always seem
to manifest more quickly than
those following organic growth
and natural development.  Adam
Smith's invisible hand is always at
work, manipulating what the
visible arms of public policy can't -
or won't - touch on their own.  In
the case of C4C (and,
coincidentally, in most cases), the
invisible may ultimately have a
profound effect on the U.S. auto
market, perhaps overshadowing
the program's direct outcomes.

One of my analysts recently
returned from a vacation in
Guatemala, a country filled with
cars but lacking the sort of new
vehicle sales infrastructure
enjoyed by its much-larger
neighbour, Mexico.  Theirs is a
highly international vehicle parc,
filled with old Ford Tauruses
nudging up against Tatas, Fiats,

Nixon-era Toyotas and all other
manner of twine-and-tape
homebrew specials.  Not only is
the average vehicle quite old; it's
also expensive.  In like fashion,
new cars and trucks entering the
country sell for more than their
first world equivalents.  Thus, 90
percent plus of their vehicle
needs are met by importing used
vehicles rather than new
vehicles.

Given its low GDP and
comparatively low level of
development, Guatemala is a
straw-man example.  However,
the current state of this Central
American country's vehicular
affairs serves as an interesting
warning.  What if current and
future public policy initiatives in
Canada effectively destroyed the
new vehicle sector?  With a
virtually-unlimited supply of used
vehicles available in the United
States, it is conceivable that
environmental legislation enacted
to influence the type of vehicle
bought by consumers will have
more of an impact on the place
of purchase (i.e., if buyers can't
get what they want in Canada at
a reasonable price, they will seek
it out in the United States rather
than settling for a less-desirable
alternative).

Indeed, overregulation of the
new vehicle sector could lead to
a rapid increase in the cost of
vehicle ownership.  Six variables
play into the cost-of-ownership
equation: capital cost; insurance;
maintenance; fuel; depreciation;
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and variable regulatory costs
such as vehicle registration and
speed enforcement penalties.  As
these costs rise - seemingly in
unison and at a rate higher than
that of general inflation - the
market for new vehicles will
inevitably shrink.  As the
Guatemalan example - and that
of countless other small countries
- shows, it is possible to operate
a personal vehicle industry with
an entirely imported, pre-owned
stock of vehicles.

Governments need to be
cautious.  Consumers will always
find ways around punitive
policies.  In implementing policies
that are tax-heavy or overly-
restrictive, lawmakers could
destroy the new vehicle sector in

Canada.  Used vehicle sales
account for a growing share of
vehicle sales in Canada so this
'broken window' effect may
already be happening.

Macro Trends Felt the World
Over

What if we were to cast our net
even wider?  How will
burgeoning domestic and
international trends shape the
vehicles we buy, the companies
making them and markets in
which they are sold?

A major driver of change in the
vehicle industry is a diminishing
requirement for its primary
offering: transportation.  With
more and more services delivered

digitally and older logistics-
dependent industries entering
their twilight years, it may come
to pass that fewer transportation
solutions will be required.

This phenomenon will present in
arenas far and wide.  The
ongoing decline of broadsheet
newspapers will reduce demand
for delivery logistics, pulp and
paper production and any
associated vehicles or associated
transportation infrastructure.
Rising energy costs may reduce
the cost effectiveness of
overseas shipping, inviting a
retrenching of domestic
production.  The high cost of a
functional logistics sector could
accomplish what generations of

Survival Rates  - Percent of Vehicles sold in any Time Period still on the Road Today ( 2008 )

Light Truck - Percent of Vehicles Still Remaining on the Road Today

21 to 24 16 to 20 11 to 15 6 to 10 1 to 5
Yrs Old Yrs Old Yrs Old Yrs Old Yrs Old TOTAL

Chrysler Nameplates 15.1% 32.4% 65.7% 85.1% 99.2% 69.2%
European Nameplates 88.8% 69.2% 70.6% 88.4% 99.1% 92.3%
Ford Nameplates 17.9% 35.2% 64.2% 78.7% 98.0% 64.5%
GM Nameplates 21.5% 43.6% 74.0% 89.3% 99.2% 73.3%
GM, Ford, Chrysler Nameplates 18.7% 37.9% 68.3% 84.8% 98.9% 69.5%
Import Nameplates 18.4% 40.9% 77.9% 94.0% 99.2% 81.8%
Japanese Nameplates 16.2% 40.1% 78.3% 94.5% 99.4% 79.2%
Korean Nameplates 28.8% 70.5% 95.4% 93.1% 98.3% 97.4%

Industry Average 18.6% 38.3% 69.3% 86.5% 99.0% 71.8%

Passenger Cars - Percent of Vehicles Still Remaining on the Road Today

21 to 24 16 to 20 11 to 15 6 to 10 1 to 5
Yrs Old Yrs Old Yrs Old Yrs Old Yrs Old TOTAL

Chrysler Nameplates 3.6% 17.3% 55.5% 88.2% 99.7% 39.4%
European Nameplates 18.5% 38.7% 75.7% 96.2% 99.5% 72.3%
Ford Nameplates 4.6% 17.1% 57.3% 92.1% 99.4% 41.6%
GM Nameplates 6.6% 19.1% 58.9% 93.0% 98.8% 49.9%
GM, Ford, Chrysler Nameplates 5.4% 18.2% 57.7% 91.9% 99.1% 45.7%
Import Nameplates 8.9% 31.4% 72.1% 95.0% 99.2% 69.7%
Japanese Nameplates 8.0% 32.4% 75.0% 95.7% 99.3% 70.9%
Korean Nameplates 0.9% 5.0% 36.4% 88.8% 97.9% 58.1%

Industry Average 6.4% 22.8% 63.0% 93.5% 99.1% 56.0%

Source: DesRosiers Automotive Consultants Inc. and Registration Data © R.L. Polk & Company, 2007 data released 2008.
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governments have tried with
limited success to achieve.
Markets work - sometimes
slowly, sometimes quickly;
brutally and without
compassion.

Millions bought homes in the
suburbs since low transportation
costs allowed them access to
low-cost housing far away from
their places of employment.
More recently, thousands have
moved into condos built along
Toronto's waterfront, driven at-
least in part by the high cost of
transportation.  These
downtown condo owners may
not own a vehicle, a trend with
obvious long-term implications
for the auto sector.

What challenges or
opportunities will the global
political instabilities of the
coming decade present for the
automotive sector?  Aside from
obvious impacts on energy costs
and general economic mood,
conflicts manufacture population
movements that could
fundamentally impact the nature
of the buying public.  The past
decades' mass migration from
Northern Africa and the Middle
East to Europe has yielded a
younger-trending Continental
population that will have
different transportation needs at
different stages of its
development than those of the
previous generations.

Could similar population
movements affect preferences
in developing markets like China

or India?  Could political conflict
in far-away lands open the North
American floodgates, changing
our own demographic structure
more quickly than forecasts
anticipate?

Immigration, unless checked by
careful policy, tends to swell
urban centres.  The issue of
healthcare is presently of major
concern in the U.S., and
immigration influxes tend to have
serious implications for the
delivery of medical service in
cities.  Combined with healthcare
stresses associated with the
aging boomer generation,
insurance costs may rise if
hospitals must spread their
budgets across a larger, poorer
population.  Those cost increases
could cascade across to auto
premiums, raising costs and
potentially altering the
importance of insurance as a
purchase consideration or
deterrent.

Public safety leads to 'cocooning'
to protect ourselves from these
potential minefields.  Cocooning
results in less vehicle usage and
ultimately leads to lower vehicle
ownership.  Everything is
interconnected in some way.

What's a shopkeeper to do?

Forgotten in the Broken Window
parable is the shopkeeper's state
of readiness.  When ascribing
negative outcomes to window
smashing, it's assumed that any
unexpected outlay of cash would
be disastrous - that he's staked

his livelihood on a house of
cards.  Had he put aside money
for emergencies (or purchased
insurance), the replacement of
the window would have been but
a blip on the radar.

This industry's leaders, thinkers
and backers know this too well.
The collective might of the
world's best engineering corps is
doing everything it had to hedge
against disaster.  You and I have
precisely the same level of
prognostigatory knowledge as the
vehicle company executives and
product planners responsible for
the cars and trucks of the
decades to come, but they are
relying on their good sense,
prudence, historical perspective
and keen wits to steer a safe
course.

The green agenda is debated by
some, but nearly every vehicle
OEM has committed to some
level of change in order to hedge
against both the physical and
market-based challenges of the
future.  We know very little
about the coming years, but an
assured fact is that fossil fuel
resources are finite.  It is suicidal
to ignore this fact and blindly
continue toward the cliff's edge.
Regardless of whether the sky is
blue or black, there will come a
point at which the laws of supply
and demand price oil beyond a
reasonable threshold.  With no
other known targets looming so
large, we must confront and best
this test before it strips us of the
personal mobility that has defined
our age.  DAR


