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In 2008 and 2009, with the meltdown of the financial markets, the great American Auto Industry, one of the bedrocks of the modern world, was in dire trouble. General Motors and Chrysler, about 25% of the total U.S. auto industry, had failed to keep pace with their competitors causing a near collapse into bankruptcy and liquidation.  Previous to this crisis, the industry could turn to banks and large financial institutions to hold them over for better times, but the banks were facing their own financial meltdown and money lending had dried up.  With only one automaker (Ford) in operation, the American auto industry would become an insignificant player in the global auto market.  Auto manufacturing was the backbone of the economies of Michigan, Ohio and Indiana, and extremely important to Pennsylvania, Illinois and Kentucky. This economy included dealerships, and tire and parts manufacturers not only for US carmakers, but also for all the foreign cars made here. Simply put, in 2009, ‘‘1.14M jobs were at stake as well as $97B in personal business losses” as stated by the Center for Automotive Research in Ann Arbor, Michigan.

Some background

Let’s step back to see how this came about.  After WWII, the US auto industry thrived. In the ‘50s foreign car makers began to compete with small cars. US companies chose to concentrate on high profit large cars and trucks. Quality, design and gas mileage fell short. Additionally high oil prices had a serious effect. Foreign manufacturers held a competitive edge with no health costs or high pension legacy expenses, which US manufacturers had to include in pricing their automobiles. When sales of all autos fell from a high of 17M to a low of 10M in 2008, GM and Chrysler faced bankruptcy.  Should bankruptcy happen, a huge impact would be felt on suppliers and other automakers. GM and Chrysler would have been shut down and sold off to satisfy debt holders.  Large numbers of workers, including supplier’s employees would have to be laid off and factories closed down. Another important but little discussed factor was that in the event of liquidation, the Pension Benefit Guaranty Corporation, a government corporation, may be required to fund workers’ pensions.

The Solution

Auto makers went to Congress. In December, 2008, they requested an immediate loan of $34B from Congress. The Bush Administration was still in office. Congress failed to extend the money. Bush disagreed and authorized the Treasury Department to use TARP funds from the Emergency Economic Stabilization Act (10/3/08) as a bridge loan.  Treasury established the Automotive Industry Financing Program (AIFP). Treasurer, Hank Paulson, stepped in promising $36.4B in loans, stock purchases, etc. to GM and Chrysler to prevent their impending bankruptcy. At this point in time, $17.4B was loaned to GM and Chrysler; $6B to GMAC; and $1.5 B to Chrysler Financial, totaling $24.9B. Many tough questions about the collapse of the industry, the loss of millions of jobs and a growing ideological controversy regarding “too big to fail” were left to the Obama administration to resolve.

By 2009, GM and Chrysler had sunk even lower. Chrysler and GM were anticipating immediate bankruptcy. Another major infusion of money was urgently needed. Sales had dropped 37% from the year before. This loss was the equivalent to closing several factories and lay-offs. Obama was now in office.  His administration worked with Congressional leaders to ensure that this second request was approved. Congress continued vigorously debating the issue but took no action. 

Obama put forward a number of criteria for achieving viability.  As required by the loan agreements, the automakers submitted restructuring plans to Treasury on February 17, 2009. President Obama rejected these plans as insufficient. He outlined a series of actions that each company must undertake within a specified time frame -30 days for Chrysler and 60 days for GM. Now with Secretary Tim Geitner, Treasury agreed to provide working capital to fund the companies’ operations. 

A Wall Street financier named Steven Rattner was appointed to oversee an emergency rescue of the auto industry. He said that the Obama Administration had little choice but to save GM and Chrysler. It would have been an economic calamity not to. There would have been several million people out of work under a normal bankruptcy. Bankruptcy is a long and tedious process. Creditors would get little if anything. Every decision requires court approval and law suits like the Delphi case took years.

The next major hurdle was finding funds.  There was no bank or financial institution willing or capable of funding the recovery. The US government was the only institution capable of such a effort. Bob Lutz, an auto industry icon, and politically conservative, stated to Charlie Rose of the Public Broadcasting Station (PBS) in an interview that only the Federal Government had the ability to save the auto industry. 

The President under TARP authority issued a fund allocation of $40B. The purpose of this loan was to provide operating cash and to keep car loans available for car buyers. Steven Rattner was to oversee and monitor this fund and report to Geitner.

The Results

New top management teams from outside the industry, with the former CEO of AT&T, were brought in with fresh ideas to streamline and run these companies more efficiently.  Quality, design and gas mileage were improved.  A team of experts started to fast track retooling for an energy efficient auto era. GM emerged from the short bankruptcy within 39 days; Chrysler in 42 days. Wage and legacy concessions were wrought from the United Auto Workers’ union, as well as forcing deals from debt holders, suppliers and dealerships. In 2009, 1.4M jobs were saved; 314,400 jobs in 2010. This had a huge impact on the Midwest. The auto industry is critical to the US economy as a major US manufacturer.

The Success

Looking at the enormity of the auto industry crisis and the vehemence of those crying “too big to fail”, and “bankruptcy is the cost of incompetency,” was it worth $82B of taxpayer’s money? Many people have doubted this Federal Recovery on ideological grounds calling it a “bail-out”.  However, in our opinion and in the opinion of many economic experts and pundits, the benefits are clear. The US auto industry was saved and today, two years later, it looks like 85% of the funds will be paid back to the American people. 

What are these benefits? First is our national pride in a major American built industry. This is vital to the psyche of the American people. It has an entrenched value as a symbol of our industrial might. It is a significant factor in boosting the country’s morale in times of a loss of confidence in our economic system of capitalism. 

Secondly, millions of jobs were saved. Consider the cost of their unemployment, the loss of tax revenues and the trickle down effect on their consumption of goods. 

In August, 2011, GM announced that its second quarter earnings had nearly doubled to $2.5B.

In an article published in the Arizona Daily Star on January 5, 2012, it was reported, “The U.S. automakers rallied in 2011, two years after GM and Chrysler emerged from US-backed bankruptcies. GM also reclaimed the top spot in world vehicle sales from Toyota......Chrysler and GM have the American taxpayer to thank for that, but in the end, it’s been a good investment.” 

These investments, coupled with the stringent conditions placed on the companies, have resulted in a remarkable turnaround of the domestic auto industry. This turnaround would not have been possible without the government’s actions. The American automakers can also thank the Obama Administration for this success story. This “bailout” was worth every penny.
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