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Just Say No:
Why t he Taxpayers Should Not Bail out the Auto Industry

For the Big Three autonakers, years of m smanagenent, declining
mar ket share, and bankrupti ng concessions to unions have finally
culmnated in the current financial crisis facing the U S. autonobile
i ndustry. The bridge | oans provided to General Mdtors and Chrysler
in late 2008 have hardly been enough for two of the Big Three to
survive long-term Wth the incomng admnistration tending to
favour a massive bailout for the industry (recall that then Senator
banma encour aged the Congress to provide the auto industry with $50
billion in October 2008), it seens only a matter of tinme before the
t axpayers are on the hook for yet another nmulti-billion dollar
bai |l out for conpanies that are no | onger conpetitive.

The auto industry in America has been dying a slow and pai nf ul
death over the last few decades as a result of its failure to respond
to conpetition fromforeign auto manufacturers who produce quality
cars with greater fuel efficiency at |ower cost to consuners. In
addition, the American autonobile industry has been held hostage by
greedy, overbearing unions who have forced nanagenent via threat of
debilitating strikes to make financially irresponsi bl e concessions
that have laid the foundation for the current crisis. Managenent’s
acqui escence to the demands of the unions have resulted in favourable
conpensati on packages that far exceed those of workers at foreign
aut o makers, expensive buyouts ranging from $100, 000 to $150, 000+ for
wor kers when factories are cl osed, jobs banks whereby workers whose
positions have been elimnated are paid to show up at the factory
each day and practically sit in the conm ssary, and generous pension
and healthcare benefits that increase the cost of each auto by at
| east $1, 500.

The nonies that have thus far been given to GMand Chrysler in
the guise of “loans” will |ikely never be repaid (the automakers have
yet to show a feasible way of repaying the loans). These were
“gifts” to the conpanies to prevent themfromfiling bankruptcy prior
to the Christmas holiday, an action that nay have resulted in nmassive
| ayof fs of highly paid union workers. The loans will not be enough
to prevent a further weakening of GM and Chrysler and a likely
bankruptcy filing by one or both. However, additional bailout funds
may very well be provided by the adm nistration of President Cbanma
and the Denocrat-controll ed Congress. Just as the previous |oans
were a vast m stake, so too would be providing any additional funding
to conpani es whose business plans are structurally flawed and
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unsustai nable in the current conpetitive environment, both short and
| ong-term

The problens at the Big Three are multi-faceted. First, the
unions w el d massive bargai ning power that they have used to coerce
managenent into maki ng unwi se concessions. Historically, mnagenent
has apparently been afraid to I et the unions strike and has
consistently chosen to give in to union demands. Stronger managenent
may well have resisted the threat, allowed the unions to strike, and
nmerely waited things out until the unions backed down or the conpany
was forced into bankruptcy (in which case a bankruptcy judge would
i kely have thrown out the unions’ contracts). But nanagenent has
given in each time, granting nore and nore pay for union workers.
Conceptual ly, it is difficult to expect a person nmaki ng m ni num wage
to buy a car that was nade by workers nmaki ng $70- $100 per hour.

Second, the Big Three are conpeting agai nst | ower cost
manuf acturers from overseas, such as Japan. Ni ssan, Toyota, and
Honda have gradual ly taken narket share fromthe American auto
manuf acturers. Consequently, the Big Three have been slow to respond
to the production quality and fuel efficiency offered by foreign
aut os.

Third, the Big Three have not recogni zed that they are al so
conpeting agai nst thenselves. GMs Buick conpetes with its Chevrol et
brands and so forth. 1In an effort to produce every type car that
every type person wants, the Big Three have | ost sight of Henry
Ford’s own sinple and successful mantra—You can have any col our car
as long as it is black. As a result, the dealers are conpeting
agai nst thenselves and their parent’s own products. The |ocal Buick
dealer is conpeting wwth the | ocal Chevy dealer, driving profit
mar gi ns down further and further. Conpeting against yourself is
hardly a wi se busi ness strategy.

This may have resulted in sone of the Big Three’'s own
m sfortune. Local deal ers provide warranty work on the
manufacturer’s cars and then bill the manufacturer for said work. A
rigorous audit of this practice by the Big Three would |ikely reveal
that many dealers are submtting invoices for warranty work that was
ei ther never performed or that was perfornmed after the warranty had
expired and was paid for by the consunmer or that was perfornmed
unnecessarily. For the Big Three, there is nothing |like getting
screwed by your own network of dealers. This fraud could account for
tens of billions of dollars in |osses for the Big Three.

Fourth, the Big Three are still producing cars, even though
sal es have declined significantly in this economc slunp. The
Aneri can public has neither the appetite nor the noney to buy

Thi nki ng Qut si de t he Boxe
A Division of G obal Financial Analysts, Inc.
PO Box 6895

Mrtl e Beach, SC 29572
www. Thi nki ngQut si deTheBoxe. com

Copyri ght 2008 Thi nki ng Qutside the Boxe



Just Say No: Why the Taxpayers Shoul d Not
Bai l out the Auto |Industry

January 2009

Page 3

aut onobil es right now. Continuing to produce cars on the assenbly
lines is foolish, particularly if these cars are going to be

rel egated to holding lots where they will rust away. Any snart

busi ness person knows that if your product is not selling, in other
words there is not demand for your product, you should pare back
production. The carmakers may have figured this out, but wait! The
uni ons probably won’t | et them shut down production w thout paying
the union workers their full pay and benefits. What a dilemma for
the Big Three!

Thi nki ng Qutside the Boxe suggests and supports two options for
the Big Three. First, the unions have stated with confidence that
they believe the industry can restructure and remain financially
viable long-term Wilst we doubt this assertion, we would like to
see them put their noney where their nouth is and, therefore, suggest
that the unions borrow the noney to buyout GV for exanple. (They
could do this with Ford and Chrysler if they so desire.) This would
be considered a “UBO or union buy out as opposed to a traditiona
“MBO' managenent buyout. The resulting conpany woul d be a quasi- ESOP
(enmpl oyee stock ownership plan). The union | eaders could then make
all the necessary decisions to make the conpanies financially
heal t hy, conpetitive, and viable long-term This allows the very
groups that have driven their enployers to near bankruptcy to take
all the risk going forward. Wen they realize that they cannot
sustain in the wake of | ow wage conpetition fromforeign
manuf acturers, the unions can nmake the difficult decisions needed to
keep their conpanies alive for the benefit of their workers. [|f they
fail, however, they are out their investnents, their retirenents,
etc. Under no circunstances woul d any taxpayer noney or federal
governnent assistance be permtted to fund the transaction or
subsi di ze the ongoi ng operations under union | eadershi p.

Al ternatively, both GM and Chrysler should file for bankruptcy.
Chrysler should be liquidated; it produces nothing that anyone really
wants at this point, and its continued existence in the future serves
no useful purpose. Under this scenario, GMwould sell sonme of its
brands, which still have value, to Ford and would then |iquidate the
rest of the conpany. Wth Ford the only Anerican car manufacturer
left alive, it stands to reason that it would energe a heal thier and
potentially nmore conpetitive conpany. Wth | ess American conpetition
and control of sonme of GM s valued brand nanes, it would increase its
mar ket share significantly.

In addition, the elimnation of GMand Chrysler would give
managenent of Ford significant | everage when it conmes to dealing with
the unions. Wth a couple hundred thousand auto workers unenpl oyed
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as aresult of the death of GM and Chrysler, Ford could go to the

uni ons and demand significant concessions with respect to pay,

el imnation of jobs banks, pension cuts, health care cuts, etc. The
uni ons, of course, would refuse and threaten to strike at which point
Ford managenent shoul d encourage themto do so in order to bring in
non-uni on workers as scabs. Wth a couple hundred thousand auto

wor kers unenpl oyed, they would surely put aside their union

phi | osophy and cross the picket line to feed their famlies. Wth

| abour costs reduced to a fraction of the cost of union |abour, Ford
woul d then be able to effectively conpete against the | ow | abour cost
foreign auto manufacturers. The American auto industry, or what is
left of it, would be stronger and nore secure in its ability to
conpete with foreign products.

To be sure, there is no easy fix to the crisis facing the Big
Three. Saving the auto industry so that it is viable long-termw ||
require painful decisions. But it is not up to the federal
governnment to use taxpayer noney to bailout private industry, the
| eaders of which have nmade bad deci si ons and whose business is no
| onger conpetitive. Further federally-funded assistance to the auto
i ndustry sets a dangerously destabilizing precedent that any industry
t hat needs noney to fund ongoi ng operations can call upon Uncle Sam
for help. Wak and unconpetitive businesses fail in a capitali st
system There is no bailout by the federal governnment to prop up
failing businesses in a capitalist system The doom and gl oom
projections of the Big Three regardi ng the nunber of jobs that wll
be lost if they fail is nmerely a scare tactic.

The Big Three and their union antagoni sts have had their day,
and now it is tine for themto pay the piper. They have raped the
consuner again and again over the years. Now their deeds are com ng
back to haunt them Let themfail. The taxpayers’ noney is better
used el sewhere in projects that create jobs or for small businesses
to grow or to provide tax relief froman over-taxed Anmerican public.
Renenber what Nancy Reagan advocated (albeit in a different context):
Just Say No! It is tinme for the Congress and the Adm nistration to
just say no to any further assistance for the autonakers.
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