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This is a difficult situation that involves fundamental questions about the proper role of 
government. On the one hand, government has a responsibility not to undermine the 
private enterprise system. On the other hand, government has a responsibility to 
safeguard the broader health and stability of our economy.    

       President George W. Bush 
December 19, 20083 

 

On December 11, 2008, Greg Goodnight, Mayor of Kokomo, Indiana, looked out his window at 
the holiday preparations taking place in his metro area of 50,000 and wondered whether 2009 
would bring hope or despair to the citizens of his city.  He had just received the news that 
congressional leaders had failed to agree on terms for emergency federal financial assistance for 
the U.S. “Big Three” automakers.  Without some sort of substantial government intervention, at 
least one of the three – General Motors – seemed headed for almost certain and fairly immediate 
bankruptcy and possible cessation of operations.  The entire country was focused on this issue, 
but Mayor Goodnight had particular cause for concern:  nearly one quarter of the Kokomo area’s 
workforce was employed directly in the auto industry.  The two biggest employers in Kokomo 
were the local factories of automaker Chrysler and Delphi Automotive, a parts supplier already 
mired in unresolved bankruptcy.    

Mayor Goodnight had been working long hours for months, in tandem with other like-minded 
elected officials and labor and industry leaders, to help secure government bridge loans to the 
auto industry.  But regardless of efforts by elected officials from auto industry-dependent 
communities across the nation, the 110

th
 Congress had not passed a “bailout” package.  In the 

absence of specific legislative authority to help the automakers, President George W. Bush had 
stepped in with up to $17 billion in loans to the auto industry.  He utilized funds authorized for 
the Troubled Assets Relief Program (TARP) by the Emergency Economic Stabilization Act of 
2008. This money would allow GM and Chrysler, the two most troubled “Big Three” U.S. 
automakers, to continue operations through March 2009.   

It was unclear what would happen next, after the incoming Obama Administration and the 111
th
 

Congress took office.  The employment of up to 3.3 million Americans who worked in (or were 
dependent upon) the auto industry and the fate of heavily auto industry-dependent communities, 
like Kokomo, hung in the balance.4 
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Mayor Goodnight sat in the quiet of his office developing his options.  He planned to continue lobbying 
for the support needed to allow the U.S. automakers and their suppliers to remain in business, providing 
jobs.  But he knew that he had to prepare for the worst and reviewed his administration’s plans to address 
the fallout if Kokomo’s core employers shut down their operations and laid off their workers in 2009.  At 
the same time, he committed himself to redoubling Kokomo’s efforts to develop new directions for the 
city’s economic future. 

Fall of a Giant: The U.S. Automotive Industry  

In the immediate post-World War II era, the auto industry was a pillar of the U.S. economy.  U.S. 
automakers controlled the domestic market, and the handful of foreign luxury and sports carmakers 
selling into the U.S. market occupied only niche positions.  But by 2005, the Detroit “Big Three” 
automakers (Ford, Chrysler, and General Motors) produced less than 60% of the cars and light trucks 
sold in the U.S.

5
  Since the late 1970s, foreign makers had increased their U.S. market share and decreased 

their dependence on exports of finished vehicles, by globalizing their production and building U.S. 
“transplants”– production facilities for manufacturing their foreign brands in the United States.   

The Big Three sold approximately 17 million vehicles per year through the first half of the 2000s.  Their 
sales relied heavily on their dominant position in light trucks and sports utility vehicles (SUVs).  A perfect 
storm of skyrocketing gas prices in mid-2008, the economic recession that began in December of 2007, 
and the financial crisis and credit crunch of late 2008 led to sales in 2008 that were the lowest in 16 years.  
The sales data for January 2009 were even worse:  GM, Ford, and Chrysler suffered declines of 49%, 40%, 
and 55%, respectively, from the prior year.

6
  Many analysts expected the automotive sales to remain bleak 

for some time.  One analyst noted: 

While the global automotive industry is clearly experiencing a slowdown in 2008, the global 
market in 2009 may experience an outright collapse…. While mature markets are being 
impacted more severely than emerging markets, no country or region is completely immune to 
the turmoil.

7
  

U.S. automakers had entered this period of crisis already struggling.  These new developments meant that 
– for the first time in their collective history – simply maintaining sufficient liquidity to operate became a 
chief concern of the Big Three.  In early 2008, GM, the largest of the three, had reported the single biggest 
annual loss in the history of the automotive industry – $38.7 billion.   As the company continued to 
hemorrhage cash into the year’s end, GM's stock plummeted to its lowest level since the Great 
Depression.

8
   

The Long Road to Failure 

As GM and Chrysler teetered on the brink of insolvency, many observers agreed that the crisis had been 
long coming.  Critics accused the big American players of ignoring the lessons they should have learned in 
earlier periods of crisis.  Automakers had been forced to the brink of bankruptcy in the 1970s.  The oil 
shocks of 1973 and 1979, the economic slowdown, contentious labor relations, and the flood of imports 
into the U.S. markets caused turmoil in the U.S. auto industry.  In 1979, Chrysler sought and received 
$1.5 billion in federal loans to stay afloat.  Toyota entered the U.S. market in the mid-1980s and quickly 
took a large market share by providing smaller, more fuel-efficient cars. Critics noted that the Detroit 
automakers should have taken note and adapted accordingly.   

Automakers withstood the crises of the 1970s, in large part as a result of falling oil prices and government 
regulations that exempted SUVs – cars built on truck chassis – from the fuel economy standards 
applicable to automobiles.  Although the Big Three made some improvements in quality to enhance their 



 

3 mayor greg goodnight 

ability to compete with their foreign rivals, the Big Three continued to rely primarily on their ability to 
sell SUVs and pick-ups with low fuel efficiency ratings, but high profit margins.  This strategy made some 
sense in the 1980s and 1990s, when real oil prices were declining and hit a post-World War II low in 
1998.  But rising fuel costs in the 2000s and growing consumer concerns about greenhouse gas emissions 
markedly changed the landscape of auto demand.  Toyota continued to lead the market, introducing the 
Prius hybrid car in the U.S. in 2000, after successfully selling that model in Japan for three years.  Detroit 
lagged far behind, introducing their first hybrid cars in 2004 and 2005.9 

Rising oil prices throughout the 2000s, compounded by the U.S. economic slowdown that began in 2007, 
hit the Big Three hard.  Despite eliminating more than 100,000 jobs since 2006 and closing factories 
nationwide, American automakers could not cut their costs fast enough to contend with declining demand 
or enhance their cost competitiveness.10  At the same time, U.S. automakers were increasingly criticized 
for their failure to produce new vehicles that could compete with smaller, more fuel efficient, or hybrid-
power foreign imports.  Rising fuel costs forced the U.S. automakers to rethink their reliance on gas-
guzzling SUVs and trucks, but they lagged far behind their foreign competition. 

The balance sheets of U.S. automakers were increasingly weighted down by their “legacy” labor costs.  
The union labor arrangements that had prevailed for decades in the auto industry established generous 
pension, healthcare, and other benefit standards that created significant costs for the automakers.  Foreign 
competitors were careful to establish labor arrangements at their transplants that avoided these costs, 
which could weaken their bottom lines.  Imported cars, often manufactured in countries where pensions, 
healthcare benefits, and other public goods were publicly provided, did not bear this burden.  As Big 
Three management sought to contend with their foreign competitors and to reorganize to achieve greater 
efficiency, existing labor arrangements with the United Auto Workers Union became a key target of 
attention.   

Labor and the U.S. Auto Industry 

In 1901, Ransom Eli Olds began producing the Curved Dash Oldsmobile in Detroit, Michigan. Olds 
invented the concept of the assembly line, in which teams of specialized laborers each completed a specific 
part of the assembly process, then moved to the next car in the line.   Working from Olds’s initial concept, 
Henry Ford installed the first conveyor belt-based assembly line in his factory in Highland Park, 
Michigan, around 1913. The moving assembly line reduced production costs by reducing assembly time:  
using the assembly line process, the Ford Model T could be assembled in ninety-three minutes. In tandem 
with the moving assembly line, Ford also offered wages up to twice the going rate for mechanics in order 
to attract and retain top quality talent, thereby ensuring successful and efficient production and lower 
training costs. 11    

Proliferation of machine tools on the assembly line led to increasingly reliable production quality and 
increasingly standardized work on the line.  Less skill was thus required of line workers, and Ford moved 
away from the premium pay the company had initially instituted to attract and keep highly skilled 
workers.12  Even as wages fell, work on the assembly lines remained tedious, physically demanding, and 
frequently dangerous.  Foremen often sped up the lines to weed out weaker or slower workers, and breaks 
were frowned upon, and workers feared doing anything that would give supervisors an excuse for 
dismissal. 13 Before unionization, workers had little recourse but to do what was necessary to keep their 
jobs.   

In 1935, President Franklin Delano Roosevelt signed into law the Wagner Act, which forced companies to 
recognize unions.  Late in 1936, after the nascent United Auto Workers Union (UAW) occupied the GM 
facility in Flint, Michigan for 44 days, in what came to be known as the “Great Flint Sit-Down Strike,” 
GM recognized the UAW.  
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Through a series of negotiations over the subsequent years, the UAW and GM agreed to work rules, 
seniority privileges, and grievance procedures that allowed workers to continue working for the company 
even as age decreased their ability to contend with the demanding work of the assembly line.  Given GM’s 
predominance in the auto market, the other automakers followed suit and accepted similar labor 
conditions.  Lay-offs in the 1940s provoked a resurgence of labor activism.  GM agreed in 1950 to provide 
workers regular cost of living adjustments so that workers’ wages kept pace with inflation; generous 
pension arrangements; comprehensive health benefits lasting into retirement; and a series of workplace 
rights.  Together, these agreements came to be known as the “Treaty of Detroit.”  Those within the labor 
movement saw this development as laying the groundwork for a middle class of industrial workers.  The 
UAW became a powerful political force lobbying for legislative and policy change, including national 
healthcare and a government pension system, to address the concerns of the U.S. working class.14   

In 1946, the Republican Party won a majority in the 80
th
 Congress, after vowing to overturn as much New 

Deal legislation as possible.  The class of 1946 was particularly concerned about rising union activism and 
the perceived influence of radicals in the union movement.  In 1947, the Taft-Hartley Act became law after 
Congress overrode the veto of President Truman.  Taft-Hartley changed the basis on which unions in 
America operated.  The law allowed states to prohibit closed union shops, which required workers to join 
the union as a condition to being employed.  It also enabled the states, primarily in the South and West of 
the United States, to pass “right-to-work” laws, which complicated the process by which unions could act 
as the bargaining agents for workers in those states. 

Despite the Taft-Hartley Act, the UAW continued to be a dominant force in the U.S. automotive industry 
into the 1980s, with 1.1 million members in 1979.  “Chasing chain,” or working the assembly line, became 
less physically onerous as more tasks were automated.  But work on the line remained demanding, often 
requiring workers to contort themselves into tight spaces to position machinery and exposing them to the 
risk of repetitive motion injuries.  The U.S. automakers with unionized workforces continued to be bound 
by contracts that required generous pension and healthcare benefits, as well as a number of work rules 
and provisions that governed workforce management. For example, line workers with seniority had the 
right to move to less physically demanding jobs off the line as they aged.15 

The legacy costs of supporting the pension and healthcare costs of a growing class of retired autoworkers 
cost as much as $1,500 per vehicle produced.16  These obligations, in tandem with continued high union 
wages and benefits, U.S. automakers complained, handicapped them in the face of competition 
unburdened by these costs.  Lured by investment incentives and tax benefits, the foreign competitors had 
built their transplants in Southern states with “right to work” laws.  Although the UAW tried to unionize 
workers at the transplants, their efforts failed.  None of the transplants were unionized.  In large part due 
to the absence of the various union rules that applied to the Big Three, the transplants were able to limit 
their labor costs and their potential legacy obligations from the outset.   

By 2005, the Big Three assembly plants continued to be UAW-organized, as did many of the part 
suppliers spun off from the Big Three (often thanks to “benevolent neutrality” agreements, under which 
the automakers agreed not to encourage suppliers to oppose unionization).  As the Big Three lost market 
share to transplant production, the Big Three’s employee ranks diminished.  Meanwhile, the number of 
non-union jobs at the transplants grew.  By 2005, UAW membership had shrunk from 1.5 million 
members to fewer than 700,000,17 and 10 of the 13 automakers’ U.S. facilities were non-union.18   The 
UAW’s position of power in the industry was diminished accordingly. 

In addition to suffering from declining membership, unions were increasingly embattled publicly, accused 
of straying from their original mission of protecting American workers from unfair treatment.  Critics 
contended that working conditions in non-union as well as union places of work in the United States had 
improved greatly.  Some argued that cooperative arrangements between labor and management could be 
more effective in addressing workplace concerns than the adversarial union-management relationship of 
the past.19  Unions had outlived their usefulness, they claimed, and had become corrupt.  Union officials 
were accused of using measures that had been designed to protect good workers from unfair treatment in 
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a previous era to protect unfit workers against their employers’ legitimate complaints.   Some accused 
union management of worrying mostly about their own self-enrichment and perks.20 

2007 Labor Concessions 

In 2007, in response to increasing pressure to bring down production costs and enhance its 
competitiveness, GM once again led the way to a new series of groundbreaking management-labor 
arrangements.  In recognition of the shrinking U.S. market share of the U.S. automakers and the financial 
problems the Big Three faced, the UAW made two landmark concessions to management.   

The first of the concessions was an agreement whereby the union assumed the obligation to administer 
retirees’ health insurance under a Voluntary Employee Benefit Association (VEBA).  GM agreed to 
contribute $52 billion to a trust fund to be administered by the UAW, thereby removing from the 
automaker’s books the operating expense of worker health care administration and insulating GM from 
escalating health care costs and uncertainties.  Other makers quickly followed suit and established similar 
arrangements.   

The second concession established a two-tier wage system under which new workers earned half the 
hourly rate of current workers, violating a previously long-standing union policy requiring equal work for 
equal pay.  This change also overturned the previous system under which, with seniority, workers could 
move from the grinding, fast pace of the assembly line to less physically demanding jobs on the factory 
floor.  The new labor agreement meant that those floor jobs were now entry-level positions.

21
   

The UAW and the Big Three each touted these new arrangements as important, cooperative steps to make 
the U.S. auto industry more competitive.  Foreign firms had long been free of the legacy costs that U.S. 
automakers had to bear.  However, certain analysts noted that under the new union contract, the average 
hourly wage of a GM worker in 2007 had decreased to $27 an hour.  At the same time, Honda workers 
were paid $24.35 and Nissan workers earned $24 in Mississippi and $26 in Tennessee.  Indeed, labor 
advocates argued, the deep concessions they had made did have the desired result of creating a more 
competitive labor landscape.

22
  Others asserted that when benefits and legacy costs were factored in, the 

total labor bill for U.S. producers continued to be considerably higher than for their transplant 
competitors.

23
   

Even though the UAW had agreed to the concessions, some critics within labor circles argued that the 
new arrangements would result in additional costs for workers, the automakers, and society. Questions 
persisted regarding whether the VEBA arrangements – in which automakers had shifted responsibilities 
for healthcare to the union for only 70% (in GM’s case) of the liability’s estimated cost – would ensure 
that healthcare for pensioners could be covered.   Some data indicated that transplants had higher rates of 
injury compared to the Big Three, given their different policies regarding management of injuries at work, 
policies that would now be increasingly copied in union facilities.

24
  In the absence of the seniority 

arrangements that had previously transitioned older workers off of the assembly lines to less physically 
demanding positions at the same rates of pay, aging workers would now be incentivized to stay at better 
paid assembly line positions as long as possible.  Having older workers remain on the line could 
compromise productivity and quality and increase the risk of work-related injury.  Many of the non-union 
transplants had hired relatively young workforces. As a result, they had not yet had to confront the issues 
of how to manage an aging workforce and to fulfill their obligations to retirees.  For example, as of 2009, 
Toyota had only about 1,000 retirees in the United States compared with the hundreds of thousands of 
pensioners supported by GM.

25
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Attempts to Legislate Emergency Assistance  

By late 2008, the Big Three were facing a major crisis.  GM, in particular, warned that it might not have 
enough cash on hand to continue operating past the end of the year.  Chrysler, too, was in poor financial 
condition, facing a lower-than-industry drop of 25% in sales.  Ford had a cash position that might allow 
the company to ride out a difficult 2009.   But Ford executives worried publicly that the failure of one of 
its competitors could cause such severe disruptions in industry-wide supply chains that Ford, too, would 
be caught in the financial undertow.

26
   

The Big Three made their first appeal to Congress for help in September of 2008, just days after the 
collapse of Lehman Brothers.  The Detroit automakers’ executives asked for $7.5 billion to finance $25 
billion in loan guarantees authorized, but not funded, under a 2007 energy bill.  The loans were to be used 
for building or retooling manufacturing facilities to produce the more energy-efficient cars the market was 
demanding.

 27
   Although some in Congress questioned this step, the money was eventually approved as 

part of a continuing resolution passed in October.
 ∗   

 The Big Three CEOs returned to Washington in November, asking for an additional $25 billion in 
assistance.  Many lawmakers balked, criticizing the poor business decisions made by the auto industry.  In 
late November, Senate Republicans blocked legislation that would have carved out $25 billion in 
automaker loans from the $700 billion financial industry bailout enacted in October. The White House 
questioned the propriety of using the TARP funds designed to bail out the financial industry to aid the 
automakers and suggested that Congress repurpose the $25 billion Energy Department loan program for 
immediate use by the automakers. Democratic leaders opposed that idea. 

On November 19, 2008, Alan Mulally, President and CEO of Ford Motor Company, Robert Nardelli, 
Chairman and CEO of Chrysler LLC, and Richard Wagoner, Chairman and CEO of GM, flew to 
Washington on their corporate jets to ask for emergency government funding. During hearings before the 
Senate Committee on Banking, Housing, and Urban Affairs and the House Financial Services Committee, 
members of Congress criticized the executives for spending thousands of dollars on private jet 
transportation, while seeking taxpayer funds to support their ailing companies.   

During the two days of hearings, House and Senate leaders were frustrated by the lack of specificity in the 
executives’ plans to use government funds to turn around their companies.  Democratic leaders deferred 
action, demanding that the three companies provide specific plans for use of funds and their future 
restructuring. 

On December 2, the automakers submitted their revised plans to Congress and upped their request to $34 
billion in government loans.  That same day, the Big Three released November sales figures, which 
showed a continued downward plunge in November, with a drop of 37% for Ford, 41% for GM, and 47% 
for Chrysler as compared with 2007.

28
  GM requested $12 billion in loans and an additional $6 billion line 

of credit and warned that, without at least $4 billion in new credit, the company would go bankrupt 
before year’s end.  Chrysler, the smallest of the Detroit companies, was in a similarly bad position.  
Chrysler asked for $7 billion loan before the end of December to ward off a potential bankruptcy.  Ford 
was better positioned for the downturn, but it still requested $9 billion in loans to draw upon if necessary.  

                                                           

∗ This is a legislative measure passed by Congress to allow the government to continue functioning on the basis of 
the previous year’s appropriation levels when Congress has failed to pass required spending measures by the start of 
the new fiscal year. 
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Ron Gettelfinger, the UAW President, supported the Big Three’s appeal for support and signaled to 
Congress that his union would be willing to modify its 2007 contract to help the automakers reduce costs. 

After reviewing the information received, the House and Senate leaders developed draft legislation, the 
Auto Industry Financing and Restructuring Act, to provide assistance to the Big Three.  The bill would 
have:  

• Provided $14 billion in bridge financing to the domestic auto industry;  

• Protected taxpayer dollars by (i) ensuring that the loans would be paid back before any 
and all other debt and that taxpayers would share in future profits, (ii) placing strict 
limits on executive compensation, (iii) restricting dividends, and (iv) requiring the sale 
of private planes;  

• Required a long-term restructuring plan, to be submitted no later than March 31, 2009, 
that would, among other things, (i) provide for the full repayment of all government-
provided financing; (ii)  ensure compliance with Federal fuel efficiency and emissions 
requirements; (iii) achieve of a positive net present value; (iv) ensure the production of 
competitive products in international and domestic markets; (v) rationalize costs with 
respect to the manufacturing workforce, suppliers, and dealerships; and (v)  
restructure existing debt. 

• Ensured strong government oversight by establishing a Presidential designee (a “car 
czar”) to distribute, oversee, and, if necessary, recall the auto loans.

29
 

The House passed the plan, but it stalled in the Senate.  Republicans argued for an alternative developed 
by Senator Bob Corker (R-TN).  Corker’s plan required reductions of the automakers’ debt obligations by 
two-thirds by March 31 (for GM, alone, the debt to be renegotiated totaled $35 billion, which was held by 
a large number of creditors).  Additionally, automakers would have been required to cut wages and 
benefits to match the averages of Nissan, Toyota and Honda employees in the United States by a specified 
date in 2009.   

Senator Corker and his supporters insisted that autoworkers’ wages, which they claimed were still much 
higher than the wages paid other American workers, had to come down for government intervention to be 
justified.  Senator Spencer Bachus (R-AL) stated: 

Even with recent changes, the average hourly wage at GM is still $75 an hour.  That’s 50%, 
100% or, in some cases, three or four times what my constituents are making….  My 
constituents do not understand why their taxpayer dollars should go to support what they 
consider less efficient business. 

Critics contended that Bachus had failed to acknowledge that the current Big Three autoworkers were 
not, in fact, receiving pay of $75 an hour.  Industry experts noted that the typical hourly pay for a Big 
Three union employee was $28 an hour.  Further, they argued, even with all benefits (health insurance, 
overtime, vacation pay, pension payments, and other compensation) factored in, the total hourly labor 
cost came to about $62.  Adding the cost of retiree benefits to the hourly labor rate brought that figure to 
about $69 an hour.  The hourly cost of wages and benefits for the transplants, without the burden of 
significant retiree benefit costs, was estimated between $40 and $55 an hour.

30
   

No common ground could be found between Corker’s group and the elected officials who supported the 
UAW’s claim that these changes in wage and benefit structures could not be reasonably implemented 
until 2011, when the UAW contract was scheduled to expire.   

After the 110
th
 Congress recessed without taking action, outgoing President Bush stepped in to provide 

emergency funding with many of the same conditions as the original draft legislation.
31
 (See Exhibit 1, 
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“Fact Sheet: Financing Assistance to Facilitate the Restructuring of Auto Manufacturers to Attain 
Financial Viability.”)  This assistance provided a lifeline for Chrysler and GM until March 31, 2009.   

Options and the Way Forward 

With the full range of options open after the expiration of President Bush’s emergency assistance in 
March, the question of whether government could or should take further action would be left to the 
Obama Administration and the 111

th 
Congress.   Roughly speaking, the government could encourage or 

facilitate merger (an option open without government intervention, as well); decide against bridge loans 
and allow some or all of the U.S. automakers to go bankrupt; or bail out the Big Three with additional 
government assistance, most likely conditioned on significant restructuring within the industry. 

Merger 

Some observers noted that a merger of two or more of the automakers might provide a way forward.  
Merger would allow for retention of expertise, enhanced efficiency through elimination of product 
redundancies with an eye to continuing production of the most competitive models in a class and closing 
certain facilities.  Merger might entail less disruption to operations than would bankruptcy 
reorganization.     

GM, which lost nearly $26 billion in the first nine months of 2008, had sought to enter into preliminary 
merger discussions with Chrysler and Ford Motor.  Ford rejected the overture, but GM entered into 
merger talks with Chrysler, which reportedly had more than $11 billion in cash on hand. Those talks were 
abandoned, however, as GM warned in late 2008 that its cash position was increasingly desperate and that 
the company risked illiquidity by the end of the year.  GM’s management sought to avoid Chapter 11 
reorganization, but that prospect was being increasingly debated in public.

32
 

Private equity firm Cerberus Capital Management had purchased a majority stake in Chrysler from 
Daimler AG in 2007, and a majority stake in GMAC L.L.C. (GM’s finance arm) in 2006.  With its 
substantial stakes in both Chrysler and in GM’s finance arm, Cerberus could serve, some analysts noted, 
as an agent to help bring the two makers together under one roof.

33
  

In January 2009, the Italian automaker Fiat agreed to purchase 35% of Chrysler from Cerberus.∗  The 
partnership gave Chrysler access to Fiat’s technology and vehicle platforms to build more fuel-efficient, 
small and midsize cars at its factories for sale in North America.  Cerberus continued to be the majority 
owner of Chrysler.  

Another possible partnership was the creation of a stronger Chrysler-Nissan alliance: the Japanese 
carmaker had reportedly expressed some interest in acquiring a 20% stake in Chrysler.  Nissan and 
Chrysler were already working together on plans to replace Nissan’s Titan pickup with a Chrysler-
produced truck.  Nissan would manufacture a small, fuel-efficient car under the Chrysler brand.

34
   

Experts had argued before the 2008 crisis that long-developing changes in global demand required new 
and creative strategic alliances and joint ventures.   Automakers needed to take new steps to exploit 
growing demand in emerging markets.   Demand for cars in Europe and North America was leveling off.

35
  

(See section on foreign markets, below.) 

 

                                                           

∗ Pending Chrysler restructuring plans and U.S. government approval. 
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Bankruptcy 

Some observers argued that bankruptcy of the Big Three was the only rational way forward.  Mitt 
Romney,∗ former governor of Massachusetts, wrote: 

A managed bankruptcy may be the only path to the fundamental restructuring the industry 
needs. It would permit the companies to shed excess labor, pension and real estate costs. The 
federal government should provide guarantees for post-bankruptcy financing and assure car 
buyers that their warranties are not at risk.

36
 

From this perspective, only through bankruptcy would the auto industry be able to get out from under 
the crippling conditions that had led to the crisis.  Only via bankruptcy would the automakers face up to 
the necessity of significant and immediate change to enhance their efficiency, reduce redundancies, and 
become competitive.  Romney called, in particular, for additional modifications of labor arrangements to 
reduce benefits and salaries to make labor costs more competitive; recruiting of new management teams 
to bring innovation to the auto industry; a greater focus on investment over short-term stock appreciation 
or quarterly earnings; and earnest work to create fuel-saving and innovative designs.  Bankruptcy, 
Romney suggested, would force the hand of the automakers to move in these directions, rather than 
sustaining an untenable situation through a bailout that would, he argued, “give shareholders and 
bondholders a free pass” on the poor performance of management that they had tolerated.

37
 

Other experts argued that resource allocation set by political – rather than economic—forces set a bad 
precedent that would lead to other, similar government interventions in the free market.  This chain of 
events, they argued, would displace productive investments from firms elsewhere in the economy and 
impede long-run economic growth and rising standards of living.  While bankruptcy would certain entail 
some dislocations as automakers downsized or merged, closed plants and laid-off workers, these effects 
would be better – and more cost effectively – managed by using public funds to support the workers and 
communities affected.  Bankruptcy protections would allow producers to continue operations as they 
restructured, the argument went, and the Federal government could play a supportive role to smooth the 
process, expediting bankruptcy proceedings or guaranteeing warrantees on cars sold.

38
 

Some legislators noted that a government bailout of the Big Three was unfair to foreign producers that 
owned transplants and might violate the U.S. free-trade obligations to the World Trade Organization.  “I 
have BMW in my state,” said Republican Senator Lindsey Graham of South Carolina, referring to the 
German carmaker’s production lines in Spartanburg. “It’s hard for me to go back home and tell BMW, 
‘I’m going to give $25 billion to your competitor, who has a legacy cost you don’t, and a business model 
that’s unsustainable in the global economy.’”

39
  Some experts echoed Senator Graham’s concerns, noting 

that a long string of domestic producer bailouts could lead foreign multinationals that produced and sold 
goods in the U.S. to leave, taking valuable jobs with them.  In 2006, these companies had registered $2.8 
trillion in U.S. sales, employing 5.3 million Americans and paying $364 billion in compensation – no 
small force in the U.S. economy.

40
 

An additional negative outcome of a cycle of bailouts, critics warned, was the reaction that could be 
expected overseas with regard to trade regimes.  For decades, the U.S. government had been a key 
champion of liberalization of trade.  A U.S. bailout of our “national champions” in the auto industry 
would not go ignored, they said.  Rather, such action would serve to embolden those governments around 
the world that favored protectionist policies.  A strengthened tide of protectionism would harm the 
foreign sales and competitiveness of U.S. multinationals, and would result in reduction of their U.S. 
employment, research and development and related activities.

41
     

                                                           

∗ The Romney name had long been associated with the auto industry: Mitt Romney’s father, George, had been 
Chairman of the now-defunct American Motors Corporation and had later served as Governor of Michigan. 
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Many experts openly doubted whether Chapter 11 bankruptcy reorganization was a viable option for the 
Big Three.  The sheer number of creditors each of the three giant corporations would have to negotiate 
with would drag out their debt restructuring.  The unresolved financial collapse on Wall Street would 
make it difficult for the automakers to get the debtor-in-possession loans that typically allow companies 
in bankruptcy to get the short-term credit they would need to purchase parts and continue operating.

42
  

Delphi, the auto parts manufacturer previously spun off from GM, Delphi, had been operating under 
Chapter 11 since October 2005.  Delphi’s repeated requests for extension of bankruptcy protection had 
been granted, given the company’s inability to secure the credit needed to complete restructuring.

43
  At 

least two of the Big Three claimed that they would be unable to continue operations into 2009 without 
short-term credit, which would be difficult to secure.  Further, many questioned whether or not 
consumers would buy new cars from a company in bankruptcy.  Given a possible further drop in already 
suffering sales, some analysts argue that Chapter 11 bankruptcy reorganization would quickly become 
Chapter 7 liquidation of operations.

44
   

The resulting shockwaves – particularly if GM, the biggest consumer of parts – collapsed, could force 
bankruptcy of parts manufacturers on whom other automakers depended.  Ninety-six of Chrysler’s top 
one hundred suppliers were common to the Big Three, according to CEO Bob Nardelli.  Given the “just-
in-time” delivery systems that automakers throughout the U.S. used to streamline operations and avoid 
the cost of carrying inventories, none of the automakers had parts stocks to buffer against upheaval in the 
parts market.  Some industry experts agreed that surviving domestic and overseas automakers could 
quickly run short of parts and supplies and face their own serious production problems.

45
   

Finally, many analysts noted, the automakers’ situation was different from the airline bankruptcy and 
restructuring cases.  Automakers had already made considerable progress with the union to enhance the 
competitiveness of labor arrangements.  And they had pushed suppliers so hard to trim their margins, 
that some suppliers were on the verge of bankruptcy themselves.

 46
  Thus, the automakers had already 

done much of the reorganization work ordinarily completed only in bankruptcy court.   

Before the 2008 crisis hit, they argued, the American automakers had greatly increased their production 
efficiency and the reliability of their products.  Further, they were moving – however belatedly – toward 
the more energy-efficient vehicle designs the public demanded and legislation required.

47
  Additionally, 

U.S. automakers had been making real strides forward in increasing their productivity prior to the crisis, 
reaching productivity parity with their Asian counterparts.

48
 

The problem, then, this stream of analysis continued, was not that the companies needed the vehicle of 
bankruptcy to restructure.  Many, if not most, of the major reorganization measures necessary to increase 
efficiency and enhance competitiveness had been implemented, but the Big Three needed additional time 
before these measures would bear fruit.  At the same time, new management techniques, geared at, 
among other things, developing more collaborative relations between parts suppliers and auto 
manufacturers to improve parts designs and increase reliability and product quality, were called for at this 
point.  Arguing against the productivity of bankruptcy as a path forward, a group of academics studying 
the issue concluded: 

Many suppliers are already close to bankruptcy and the UAW has made substantial concessions. 
Instead, the various groups involved in the industry need to work together very differently than 
in the past, reviving and accelerating initiatives already under way….

49
 

Costs of bankruptcy could include shifting of human capital in ways that could hurt industry 
restructuring already underway.  Key staff might seek new employment opportunities with foreign 
makers, resulting in a loss of social capital developed among existing teams of engineers working in 
collaboration at automakers and suppliers to develop and produce the next generation of autos.  The 
financial crisis had already helped delayed the launch of potentially revolutionary models like GM’s hybrid 
Volt and Cruze, which would get up to 45 miles per gallon with a turbocharged conventional engine.

50
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By providing bridge loans to the auto industry, the U.S. government would buy the Big Three time to 
reduce their respective debt loads while implementing new management techniques in search of 
additional efficiency and quality in their products.  Some experts suggested that this funding from the 
government could be considered the equivalent of “debtor-in-possession” loans, without the necessity of 
bankruptcy, and without forcing the companies to search for this funding in the tight credit market of late 
2008-2009.

51
 The hope was that by buying the automakers time, they could reshape their operations and 

emerge from the crisis as viable and competitive concerns going forward.   

One Bailout in the Wake of Another? 

Calls for a bailout of the auto industry did not happen in a vacuum.  They followed fast on the heels of the 
$700 bailout of the financial sector via the Emergency Economic Stabilization Act of 2008.  The auto 
industry’s appeal for emergency assistance came just as controversy regarding the effectiveness of the 
financial bailout was coming to a boil in Washington. 

By November 2008, while the Big Three were preparing their appeal for help, a number of elected leaders 
from both parties were voicing concerns regarding the way that funds from the financial bailout package 
had been used.  They noted, in particular, that the funds had not been applied, as originally proposed in 
the TARP, to purchase securitized subprime mortgages and other distressed assets, but rather to purchase 
preferred stock and to increase the reserves of various banks, in hopes that this would energize credit 
markets.  Months after passage of the emergency legislation, the hundreds of billions of dollars funds 
released had not had the desired effect of slowing the rate of foreclosures.  Neither had they re-opened the 
flow of credit to small businesses and consumers to purchase cars or finance education.  

Senators complained that the financial bailout bill had given Secretary of the Treasury Paulson more 
authority with less requirement for accountability regarding the use of this unprecedented sum of 
taxpayer funds than had ever been done before in the history of the U.S.  They also noted that there had 
been little or no real action to ensure that executive compensation, employee bonuses, or stockholder 
dividends were limited until the government was repaid.   These concerns were exacerbated in early 2009 
when it became known that Merrill Lynch had awarded its managers $4 billion dollars in bonuses in 
December 2008 in the wake of Merrill’s government-backed buyout by Bank of America.  (One Merrill 
Lynch banker, alone, received a $25 million bonus as part of his exit package: this one bonus payment 
represented about 0.1% of Bank of America’s initial $25 billion capital injection from the U.S. 
government.

52
)  

In sum, many of the elected leaders who had approved the financial bailout argued in late 2008 and early 
2009 that Congress had made a critical and massive error.  Congress had moved too quickly, they said, to 
provide this unprecedented sum of money to intervene in the markets.  In the process, they had failed to 
protect the public interest in both the short and the long term.

53
  A host of experts concurred. 

A number of Senators noted that the series of financial bailouts had, in retrospect, been the thin edge of a 
dangerous wedge.  Senator Arlen Specter (R-PA) warned: 

If the federal government had not bailed out Bear Stearns, AIG and passed the $700 billion 
bailout, the auto-makers might not now be asking for the same treatment.  If the auto-makers 
are bailed out, it is a virtual certainty that Congress will next hear bailout requests from other 
sections of the economy.

54
 

Other Senate leaders countered that assistance to the industry was not only necessary, but also fair.  
Senator Carl Levin (D-MI), who authored the initial bailout proposal, was a strong advocate: 
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It's amazing to me that there should be any question about this….  Every automobile-producing 
country in the world is supporting their auto industry…. Do they think that the Japanese or the 
Chinese or the Koreans or the Europeans operate in a free market?   

The U.S. autoworkers had already absorbed cuts in their pension and healthcare benefits.  Manufacturing, 
Levin noted, had been a central source of the jobs on which a middle class was built.  Foreign 
governments understood this, he claimed, which was why they generally supported their industries at 
home.

55
 

The sentiments of the U.S. public seemed to mirror the controversy in the Senate.  Although one U.S. poll 
showed that 61% of respondents opposed a bailout, 15% of those polled thought that a bankruptcy in the 
auto industry would have an immediate impact on their families, and 43% thought that a bankruptcy 
would eventually have an effect on them.

56
   

Even if the new Administration supported a bailout, and the 111
th
 Congress agreed, what should be the 

terms?  What kind of business model could the automakers develop to ensure their viability in the long 
run?  And what would be the cost?  The Big Three had requested $34 billion in December, but a number 
of industry experts believed that this number was too low.   One expert predicted that it would require 
between $75 and $125 billion in government assistance to restore the Big Three to viability.

57
   

Foreign Competition at Home, Foreign Markets Abroad 

The turbulence in the U.S. auto market offered a mixed picture for foreign manufacturers: they faced the 
same downside of sales, in the near term, as did U.S. producers.  Toyota, for example, which relied on the 
U.S. markets for 30% of its sales, announced a $330 million loss in the quarter ending September 30, 
2008, and put on hold plans to open a new plant in Mississippi, even though the facility was 90% 
complete.  But unlike U.S. automakers, Toyota enjoyed the security of holding a $40 billion cash cushion 
to buffer the company against the downturn in the U.S. market.

58
   In short, Toyota could wait out the 

storm. 

Regardless of their jockeying for a more favorable competitive position, however, foreign automakers had 
good reason to help keep the Big Three from falling into bankruptcy.  The production systems of auto 
producers worldwide shared a critical dependence on the same parts manufacturers.  Most automobile 
parts were produced by only a single supplier; a Big Three failure would likely lead to widespread 
bankruptcies in the auto parts supplier industry, resulting in severe and prolonged disruption for all 
producers.  Additionally, by 2008, many dealers in the United States sold both U.S. and foreign brands.  
As a result, the collapse of the Big Three would send a number of dealers into a tailspin and disrupt 
distribution networks for foreign makes.   

A final, possible consequence of bankruptcy that foreign producers preferred to avoid, if possible, was the 
prospect of other foreign makers entering the post-bankruptcy U.S. market to buy up distressed Big 
Three assets on the cheap and thereby establish new, low-cost competition.  India’s Tata and China’s 
Geely were two firms analysts cited as examples of foreign concerns that would gladly take on brown field 
manufacturing sites as bases from which to launch U.S. operations and gain market footholds.

59
 

However, the weakening grip of the Big Three on their home market also created new opportunities for 
foreign competitors to strengthen their market position.  Foreign makers, unencumbered by healthcare 
and pension legacy costs borne by governments in their countries, had more cash at their disposal and 
could plan for the long run.  Volkswagen was investing $1 billion in a new U.S. factory in Tennessee. It 
had plans to introduce several new models specifically designed for the U.S. market, including a family 
sedan, that would allow the company to triple its U.S. sales to one million vehicles by 2018.  Another 
German maker, BMW, planned to introduce a new small car and to expand its U.S. distribution network.  
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Despite grim predictions about total U.S. new auto sales in coming years, the German makers saw an 
opening to increase their U.S. presence.

60
    

Some industry analysts counseled the U.S. automakers to look overseas for their own salvation:  the 
growing middle class in emerging markets (including China, Russia, and India) could lead to an increase 
in demand in some areas for light vehicles.  GM and Ford, which had manufacturing facilities in these 
markets, could benefit.  GM, in particular, was poised moving into 2009 to sell some 300,000 GM-
branded units in Russia, a 10% increase over 2007. GM had plans to invest more than $3 billion in China 
in the next two years to increase its capacity and to establish buyer financing in China’s rapidly growing 
auto market.

61
  Chrysler had strong sales in parts of the Middle East and was discussing possible 

distribution of the Jeep with Tata motors in India.
62

  Fiat’s acquisition of 35% of Chrysler in early 2009 
gave Chrysler access to Fiat’s distribution networks in other parts of the world, particularly Europe.

63
  

Bankruptcy Impact 

A key issue being considered by elected leaders was the potential cost the crisis could bring to bear on 
American society and the U.S. government.  Bankruptcy and downsizing or cessation of operations of one 
of the largest, most complex, and highly integrated sectors of the U.S. economy could have a wide-
ranging impact.  Arguably, bankruptcy would be more costly to the broader economy and the nation than 
a bailout.  Predictions varied, but some analysts calculated that the U.S. could lose anywhere from 
500,000 to as many as 3.3 million jobs if all three U.S. automakers declared bankruptcy. The bankruptcy 
of just GM could cause a loss of as many as 900,000 jobs.  Direct losses in the auto manufacturing and 
parts industries would be accompanied by losses in other manufacturing sectors intimately connected 
with the auto industry.  Further, a wide range of “re-spending” jobs, or jobs that depend on the demand 
generated as autoworkers spend their wages, would also be lost – from supermarkets to doctors’ offices.  
Some estimates suggested that a loss of auto industry jobs amounting to one percent of employment in a 
metropolitan area could mean a loss of up to three percent of the area’s jobs, overall.

64
    These jobs losses 

would be spread across the U.S., with no state untouched. (See Exhibit 2, “Jobs Lost Due to Auto 
Industry Shutdown”.)  The Bush Administration estimated that new unemployment claims resulting 
from auto industry failure could cost $13 billion, in addition to adding “sizeable costs” to State Medicaid 
programs.

65
  In some states, unemployment could go up by as much as 8.9%.  Under a full collapse of the 

U.S. domestic producers, this argument continued, the U.S. trade deficit would rise by at least $110 
billion per year (16%), as imported vehicles displaced domestic brands.

66
 

Other analysts disputed claims of such a profound effect.  Some pain and dislocation were unavoidable 
side-effects of needed change that would benefit the sector, and the national economy, in the long run.  
Moreover, bankruptcy law provided protections specifically aimed at allowing companies in 
reorganization to continue operating.  Further, it was important to put into context the numbers of jobs 
really at stake in bankruptcy reorganization.  A bankruptcy filing by one of the Big Three might lead to 
some 50,000 lay-offs, one analyst conceded.  But throughout the fall of 2008, more than 50,000 U.S. 
workers were being laid off each day.  The relevant question for taxpayers, this line of reasoning 
continued, was how to deploy public funds to provide adequate social support and retraining – not how 
to preserve jobs in uncompetitive firms.

67
 

Kokomo: Snapshot of an Industry Town  

In 1894, Elwood Haynes drove his gas-powered car, considered by residents of Indiana to be the first of 
its kind, down Pumpkinville Pike at 7 miles per hour.  It is disputed whether that car was truly “the first” 
of its kind, but citizens of Kokomo consider it to be a fact.  They call their town “City of Firsts” – home to 
the first American gas-powered car, the first carburetor, the first pneumatic tire, and the first push-button 
car radio.  Life and employment in Kokomo have long centered on the auto industry. 
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Kokomo is a metro area of about 50,000 located on the Plains roughly 45 miles north of Indianapolis.  
Much like a number of towns and cities throughout Michigan, Indiana, and Ohio, Kokomo’s economy 
was based largely on the automotive industry.  As of December 2008, 5,000 residents were employed at 
Chrysler’s four Kokomo manufacturing plants, and another 3,100 were employed at Delphi, 
manufacturing automotive electronics and safety components.  Altogether, Kokomo depended on these 
two firms for more than 22% of its employment – the second highest percentage of any city in the United 
States.  A loss of Kokomo’s auto industry jobs could result in the loss of more than one-half of the jobs in 
the Kokomo area.

68
  Forty percent of the city’s budget was derived from auto-related companies.

69
  

Chrysler, in particular, had played a central role in Kokomo’s economic development, investing over $2 
billion into the local economy in the previous decade.

70
   

Kokomo had already seen firsthand the effect disruptions in the automotive industry could have on the 
city.  Delphi, one of GM’s major parts suppliers and the second biggest employer in Kokomo, filed for 
bankruptcy in 2005, and had still not emerged by early 2009.  Two years before the subprime credit crisis 
of 2008, the financing package Delphi sought to secure for reorganization had fallen through, and no 
alternative financing had been forthcoming.

71
  The Kokomo area had already lost 2,500 jobs – 45% of 

Delphi’s workforce.  During the 1980s, the auto industry employed 20,000 workers in the Kokomo area.  
Over the course of the next decade, the city lost an average of 1,000 jobs per year.  By December 2008, 
Kokomo’s unemployment had already reached 9.9% (compared with 8.1% in the state overall).

72
   

Greg Goodnight was elected to his first term as Mayor of the City of Kokomo on November 6, 2007, after 
serving for six years on the city council.  A native of Kokomo, Goodnight was a nineteen year employee of 
Haynes International, an industrial metal fabricator, and a longtime member of the United Steelworkers 
of America.  He had twice been elected President of his union local.  Even before he had been elected to 
office, Goodnight was deeply involved in the local community’s life through his work with his family 
church and a number of local non-profits.     

 Mayor Goodnight had adopted a two-pronged response to the crisis in the auto industry. First, he joined 
with like-minded public officials in other auto-dependent communities, the UAW, and industry 
representatives to argue for government bridge loans for the industry.   

Among Goodnight’s most important allies in the fight was Maurice “Mo” Davison, director of UAW 
Region 3 (Indiana and Kentucky).  Davison was a second-generation UAW member: his father was a 
UAW member for 25 years.  His wife was a retired autoworker and UAW member, as well.  Davison 
began his career as a trade union activist in 1968, when he started working as an electrician at Chrysler.  
He later worked at GM, as well.  Davison had worked his way up through the UAW, starting on health 
and safety issues at the local level and later achieving a position as a regional leader.  A longtime political 
activist, Davison was Chair of the Greater Marion UAW Community Action Program (CAP) Council, the 
union's political action arm.  He also served as a member of the Democratic National Committee (DNC). 

Goodnight, Davison and other leaders arguing for assistance to the auto industry argued that “bailout” 
was the wrong term.  The automakers were seeking bridge loans, which they would pay back with 
interest.  Chrysler had received $1.5 billion in government loans in 1980 – and repaid the government 
early with $300 million in interest.  That loan, Congressman Joe Donnelly (D-IN) said, proved to be a 
good public investment—it provided tens of thousands of workers with 30 years of additional 
employment and generated more than 30 years of property and income taxes. 

At the same time, the Mayor had been working since 2007 on a plan to position Kokomo as a priority site 
for investments in the green economy. Even if the auto industry received additional government support 
to carry it into 2009 and beyond, Goodnight had long recognized that employment in the automotive 
sector would continue to shrink.  At a minimum, U.S. automakers would have to continue to restructure 
and downsize their workforces.   
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The Mayor’s plan focused in large part on adding a new item to Kokomo’s record as the “City of Firsts.”    
Mayor Goodnight set his sights on developing city government leadership in promoting investment in 
alternative energy and the green economy.   Through his “Economic and Environmental Sustainability 
Plan” (EESP), Mayor Goodnight hoped to lay the groundwork for new industries and thereby promote a 
new and sustainable path for the area’s economic development.  The centerpiece of the program was a 
series of innovative renewable energy partnership programs, which he rolled out in February 2009.   

The first step in the EESP program was use of K-fuel, a bio-fuel produced from the recycling of used 
cooking oils collected from restaurants.  The city would collect the cooking oil, then refine it into bio-
diesel to power city vehicles.  The investment required for the system was $57,000, which the city planned 
to recoup fully in 10 to 12 months.  K-Fuel, it was anticipated, would reduce municipal fuel costs by one 
quarter (approximately $180,000) during the first eighteen months of operation.  The program was also 
expected to decrease pollution generated by city vehicles – eliminating half a million pounds of carbon 
dioxide and several hundred pounds of diesel ash from the atmosphere.  Kokomo would also benefit from 
lower sewer maintenance costs as a result of reducing the amount of cooking oil dumped into city sewers.  
The city planned to provide tax credits to participating restaurants alongside free publicity, in lieu of cash 
payments for the oil. 

73
 

Other elements in the plan would be roll-out after the launch of K-fuel.  Ninety-five percent of all 
recyclables would be recycled in Kokomo, and ninety percent of the city’s trash would be destroyed and 
converted in a trash-to-gas facility into methanol and cellulosic ethanol.  Kokomo’s program would 
produce annually 5-8 million gallons of ethanol, which was a suitable replacement for gasoline but 
emitted a much lower level of greenhouse gases.  The city was also pursuing funding and partnership 
opportunities to assist in the design and installation of solar generation systems on the city buildings and 
the construction of a waste water treatment facility.

74
    

The initial impact of the EESP efforts was expected to be modest in terms of the total city budget.  But, in 
addition to their positive environmental impact and budgetary savings, these projects would help build 
Kokomo’s reputation as a leader in renewable energy and the green economy.  In tandem with EESP, the 
Mayor had also launched the “Green Jobs Initiative.” Working in coordination with Indiana 
University/Purdue University, local employers (including Delphi and Haynes International), and the 
UAW, the Mayor’s office had put a new emphasis on training Kokomo’s workforce for “green” jobs.  The 
jobs would include building retrofitting (to enhance energy efficiency), mass transit, energy-efficiency 
auto production, and alternative energy technology.  Creating a workforce ready to work in the new green 
sector would further enhance Kokomo’s position as an attractive area for new and expanding green 
industries.  Particularly given the Obama Administration’s commitment to growing the green economy, 
the Mayor saw this as an important way to turn Kokomo’s economy in a new direction:  “We are taking 
our first steps towards a local economy that is more diverse, competitive, and rooted in sustainable 
practices.  We want to be a hub of the renewable energy industry.”

75
 

*** 

Even as the Mayor and his staff moved with conviction to advance their strategy for Kokomo’s 
development, they acknowledged its shortcomings.  Green manufacturing could not be counted on to 
supply the same number of jobs once generated by the auto industry.  Green manufacturing was highly 
automated and utilized significantly less labor than the auto industry.  This much, the Mayor knew.  But 
there were a number of other questions outstanding:  How long would it take to draw new businesses to 
the area?  How fast would the government funds promised by the new President to support these 
industries start to flow?  It seemed certain that Kokomo would have to weather some degree of negative 
impact from downsizing or bankruptcy in the auto industry.  What degree of upside from new 
developments could the people of Kokomo expect? What could Goodnight and his allies  do now to 
enhance the likelihood that his city would not only weather the current storm but also be well situated to 
take advantage of the Obama administration’s promises to increase Federal spending to stimulate the 
economy and promote the development of renewable and Earth-friendly sources of energy? 
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This case has been developed for pedagogical purposes. The case is not intended to furnish primary data, serve as an endorsement 

of the organization in question, or illustrate either effective or ineffective management techniques or strategies. 
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Exhibit 1:  Financing Assistance to Facilitate the Restructuring of Auto Manufacturers to At-
tain Financial Viability (A White House Fact Sheet) 

Conditioned Loans to the Domestic Auto Industry Will Enable Vital Restructuring, While Pro-

tecting the American Taxpayer  

Today, President Bush announced that the Treasury Department will make loans available 

from the Troubled Asset Relief Program (TARP) to assist the domestic auto industry in 

becoming financially viable. The terms and conditions of this financing will facilitate the re-

structuring of our domestic auto industry, prevent disorderly bankruptcies during a time of eco-

nomic difficulty, and protect the taxpayer by ensuring that only financially viable firms receive 

assistance. 

• These auto manufacturers will be provided with $13.4 billion in short-term financ-

ing from the TARP.  An additional $4 billion would be made available in February, con-

tingent upon drawing down the final tranche of TARP funds. 

• The firms must use these funds to become financially viable.  Taxpayers will not be 

asked to provide financing for firms that do not become viable.  In the event that firms 

have not attained viability by March 31, 2009, the loan will be called and all funds re-

turned to the Treasury Department. 

• A firm will only be considered viable if it has a positive net present value, taking 

into account all current and future costs, and can fully repay the government loan. 

• The President's preference was not to use TARP funds to assist these firms, but 

since Congress failed to act, executive branch action is necessary.   

Terms and Conditions 

The binding terms and conditions established by the Treasury will mirror those that were 

supported by a majority of both houses of Congress, including: 

o Firms must provide warrants for non-voting stock.  

o Firms must accept limits on executive compensation and eliminate perks such as 

corporate jets.  

o Debt owed to the government would be senior to other debts, to the extent per-

mitted by law.  

o Firms must allow the government to examine their books and records.  

o Firms must report and the government has the power to block any large transac-

tions (more than $100 million).  

o Firms must comply with applicable Federal fuel efficiency and emissions require-

ments.  

o Firms must not issue new dividends while they owe government debt.  

The terms and conditions established by Treasury will include additional targets that were 

the subject of Congressional negotiations but did not come to a vote, including: 

o Reduce unsecured debt by two-thirds via a debt for equity exchange.  

o Make one-half of Voluntary Employee Beneficiary Association (VEBA) payments 

in the form of stock.  
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o Eliminate the jobs bank.  

o Work rules that are competitive with transplant auto manufacturers by December 

31, 2009.  

o Wages that are competitive with those of transplant auto manufacturers by De-

cember 31, 2009.  

These terms and conditions would be non-binding in the sense that negotiations can devi-

ate from the quantitative targets above, providing that the firm reports the reasons for 

these deviations and makes the business case that it will achieve long-term viability in spite 

of the deviations.  In addition, the firm will be required to conclude new agreements with its 

other major stakeholders, including dealers and suppliers, by March 31, 2009. 

Effects of a Domestic Auto Industry Failure 

During this very critical time for the global economy, the impact of a disorderly bank-

ruptcy would be very damaging to our manufacturing base, affecting jobs well beyond the 

auto industry.  The additional job losses and loss from Gross Domestic Product (GDP) would 

likely postpone our economic recovery considerably.  In addition, these effects could multiply 

and result in additional declines in investment, consumption, and growth, which could worsen 

the current recession.   

• The direct costs of American automakers failing and laying off their workers in the 

near term would result in a more than one-percent reduction in real GDP growth 

and about 1.1 million workers losing their jobs, including workers from auto sup-

pliers and dealers.  Many workers would apply for unemployment benefits, and to the 

extent that retirees and other workers lost health insurance, apply for Medicaid.  These 

new unemployment claims could cost about $13 billion and would likely add sizeable 

costs to State Medicaid programs.  Additionally, suppliers may not be able to absorb 

losses from writing off the accounts payable owed by auto manufacturers and may not be 

able to downsize quickly, resulting in remaining auto companies having supply chains 

disrupted.  These effects on our economy could multiply as a result of the failure of these 

companies.   

 

Source: White House Press Office, December 19, 2008, available at 

http://www.whitehouse.gov/news/releases/2008/12/20081219-6.html (last visited January 6, 2009). 

http://www.whitehouse.gov/news/releases/2008/12/20081219-6.html
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Exhibit 2: Jobs Lost Due to Auto Industry Shutdown (states ranked by number of jobs lost) 

 

Rank States GM only 

Total indus-
try shut-
down   Rank States GM only 

Total indus-
try shut-
down 

1 Michigan 112,500 407,300   27 Oklahoma 9,700 35,200

2 California 84,500 305,900   28 Iowa 9,400 33,900

3 Ohio 60,500 219,100   29 Mississippi 8,800 31,700

4 Texas 55,200 200,000   30 Connecticut 8,600 31,200

5 Illinois 42,800 154,900   31 Louisiana 7,900 28,500

6 Indiana 40,700 147,300   32 Kansas 7,700 27,900

7 New York 39,900 144,600   33 Arkansas 7,000 25,300

8 Florida 34,900 126,300   34 Utah 6,300 22,700

9 Pennsylvania 33,200 120,100   35 Nebraska 6,000 21,800

10 Tennessee 29,400 106,400   36 Nevada 5,200 19,000

11 N. Carolina 26,400 95,600   37 New Hampshire 3,500 12,800

12 Wisconsin 23,600 85,400   38 West Virginia 3,500 12,700

13 Georgia 23,000 83,400   39 Idaho 3,300 12,000

14 Missouri 22,800 82,600   40 New Mexico 2,900 10,500

15 Alabama 21,000 76,100   41 Maine 2,800 10,300

16 Kentucky 20,700 75,000   42 Rhode Island 2,500 9,200

17 New Jersey 17,900 65,000   43 Delaware 2,000 7,100

18 S. Carolina 16,100 58,200   44 Hawaii 1,800 6,700

19 Virginia 15,500 56,000   45 South Dakota 1,800 6,500

20 Washington 14,700 53,300   46 Montana 1,500 5,300

21 Minnesota 14,200 51,500   47 North Dakota 1,500 5,500

22 Arizona 13,100 47,500   48 Vermont 1,200 4,400

23 Massachusetts 12,800 46,200   49 Alaska 1,000 3,600

24 Maryland 10,300 37,200   50 Wyoming 1,000 3,600

25 Oregon 10,300 37,300   51

Washington D. 

C. 900 3,300

26 Colorado 10,200 36,800    TOTAL U.S. 914,000 3,309,700

 

Source: Robert E.Scott,  When Giants Fall, Washington, D.C.: Economic Policy Institute, December 3, 2008. 
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