
 

 

4 

 

Executive Summary* 

Since the Panel‟s last comprehensive review of TARP support for the domestic 

automotive industry in September 2009, Treasury‟s automotive investments have, in financial 

terms, starkly improved.  As of September 2009, the Congressional Budget Office (CBO) 

estimated that taxpayers would lose $40 billion on their automotive investments.  Today, CBO 

has reduced its loss estimate to $19 billion, and the three largest recipients of automotive bailout 

funds – General Motors (GM), Chrysler, and GMAC/Ally Financial – all appear to be on the 

path to financial stability. 

While it remains too early to tell whether Treasury‟s intervention in and reshaping of the 

U.S. automotive industry will prove to be a success, there can be no question that the 

government‟s ambitious actions have had a major impact and appear to be on a promising 

course.  Even so, the companies that received automotive bailout funds continue to face 

uncertain futures, taxpayers remain at financial risk, concerns remain about the transparency and 

accountability of Treasury‟s efforts, and moral hazard lingers as a long-run threat to the 

automotive industry and the broader economy. 

Treasury is currently unwinding its stakes in GM, Chrysler, and GMAC/Ally Financial.  

Of those companies, GM is furthest along in the process of repaying taxpayers.  It conducted an 

initial public offering (IPO) on November 18, 2010, and Treasury used the occasion to sell a 

portion of its GM holdings for $13.5 billion.  This sale represents a major recovery of taxpayer 

funds, but it is important to note that Treasury received a price of $33.00 per share – well below 

the $44.59 needed to be on track to recover fully taxpayers‟ money.  By selling stock for less 

than this break-even price, Treasury essentially “locked in” a loss of billions of dollars and thus 

greatly reduced the likelihood that taxpayers will ever be repaid in full. 

Treasury has explained its decision to sell at a loss by saying that it wished to unwind 

government ownership of the automobile industry as quickly as possible.  This justification may 

very well be reasonable, but it is difficult to evaluate.  Because Treasury has cited different, 

conflicting goals for its automotive interventions at different times – saying, for example, that it 

wished to save American jobs, to produce the best possible return to taxpayers, or to return the 

company to private ownership as rapidly as possible – it is difficult for the Panel or any outside 

observer to judge whether Treasury‟s results in fact qualify as successful. 

The other major automotive manufacturer to receive government assistance, Chrysler, 

remains a private company.  Because Treasury has already absorbed $3.5 billion in losses on 
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loans made to the pre-bankruptcy Chrysler, the prospect for a full recovery of taxpayers‟ money 

depends upon Treasury‟s ability to sell its ownership of Chrysler at a profit.  However, as 

Treasury owns only 10 percent of the company‟s stock, it has very limited ability to influence the 

timing of an eventual public offering.  The remaining 90 percent of Chrysler was parceled out to 

several other parties, including the Italian automotive manufacturer Fiat, through the bankruptcy 

process – but while this approach may have saved Chrysler from liquidation, the result is that 

Treasury has little authority to act in taxpayers‟ interests.  Another source of concern is 

Treasury‟s hasty unwinding of its position in Chrysler Financial, in which taxpayer returns 

appear to have been sacrificed in favor of an unnecessarily accelerated exit, further compounded 

by apparently questionable due diligence. 

The final major recipient of automotive-related aid, GMAC/Ally Financial, represents a 

curious case.  GMAC/Ally Financial is a financial company, not a manufacturer; it operates in 

many fields entirely unrelated to the automotive industry.  Traditionally, however, the company 

has provided the bulk of financing to GM car dealerships, as well as significant financing to 

individual purchasers of GM vehicles.  As such, Treasury saw the survival of GMAC/Ally 

Financial as critical to its broader automotive rescue. 

Since the Panel‟s report on GMAC/Ally Financial in March 2010, the company has 

experienced three consecutive quarters of profits and has reduced the risk in its mortgage 

portfolio.  Even so, taxpayers likely will not begin to recover their investment until GMAC/Ally 

Financial conducts an IPO.  Treasury has had significant leverage over the IPO‟s timing due to 

its preferred stock holdings, but regrettably, Treasury has been inconsistent in acknowledging 

this leverage.  Treasury‟s reluctance to recognize its own influence may represent an effort to 

claim a coherent “hands off” shareholder approach, despite the unique circumstances that apply 

to GMAC/Ally Financial. 

The “hands off” approach may in itself raise questions.  Treasury has asserted that, even 

if one of the automotive companies had announced an entirely unrealistic business plan, Treasury 

would not have intervened.  In more practical terms, Treasury declined to block GM‟s purchase 

of AmeriCredit, a subprime financing company, even though AmeriCredit may ultimately 

compete against GMAC/Ally Financial and thus damage that company‟s ability to repay 

taxpayers.  Although Treasury‟s “hands off” approach may have reassured market participants 

about the limited scope of government intervention, it may also have forced Treasury to leave 

unexplored options that would have benefited the public. 

Treasury is now on course to recover the majority of its automotive investments within 

the next few years, but the impact of its actions will reverberate for much longer.  Treasury‟s 

rescue suggested that any sufficiently large American corporation – even if it is not a bank – may 

be considered “too big to fail,” creating a risk that moral hazard will infect areas of the economy 

far beyond the financial system.  Further, the fact that the government helped absorb the 
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consequences of GM‟s and Chrysler‟s failures has put more competently managed automotive 

companies at a disadvantage.  For these reasons, the effects of Treasury‟s intervention will linger 

long after taxpayers have sold their last share of stock in the automotive industry. 
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