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Executive Summary* 

 

Even before last year‟s financial crisis, the American automotive industry was facing 

severe strains.  Foreign competitors had steadily eroded its market share.  Rising fuel prices had 

softened demand for its products.  Legacy costs had constrained its flexibility.  And a series of 

poor strategic decisions by its executives had compounded these problems.  In 2008, U.S. 

automotive sales fell to a 26-year low.  

The financial crisis weakened American automakers even further, constricting credit and 

reducing demand, turning their long-term slump into an acute crisis.  By early December, 

Chrysler and General Motors (GM) could no longer secure the credit they needed to conduct 

their day-to-day operations.  Unless they could raise billions of dollars in new financing, they 

faced collapse – a potentially crippling blow to the American economy that Treasury estimated 

would eliminate nearly 1.1 million jobs. 

Facing this prospect, the administration of former President George W. Bush stepped in 

and provided short-term financing to the automotive companies, using funds from the Troubled 

Asset Relief Program (TARP).  The policy was later continued by the Obama Administration, 

which supplied additional loans that were used to finance the bankruptcy reorganizations of 

Chrysler and GM.  

Treasury‟s financial assistance to the automotive industry differed significantly from its 

assistance to the banking industry.  Assistance given to the banks has carried less stringent 

conditions, and money was made readily available without a review of business plans or without 

any demands that shareholders forfeit their stake in the company or top management forfeit their 

jobs.  By contrast, Treasury was a tough negotiator as it invested taxpayer funds in the 

automotive industry.  The bulk of the funds were available only after the companies had filed for 

bankruptcy, wiping out their old shareholders, cutting their labor costs, reducing their debt 

obligations and replacing some top management.  The decision to provide financing for the 

automotive industry raises a number of questions about TARP and its use, including the decision 

to fund the automotive industry, the government as tough negotiator, the conflicts of interest that 

arise when the government owns a substantial stake in a private company, and the exit strategy.  

This report addresses each of these issues. 

The decision to intervene also raises critical questions about Treasury‟s objectives.  Was 

the primary purpose of this intervention to provide bridge funding to the automakers, with the 

expectation that these were viable companies that could eventually repay taxpayers in full?  Was 

it to prevent an uncontrolled liquidation because such a prospect posed a systemic risk to the 

financial markets and the overall economy?  Was it to advance broader policy goals, such as 
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improving fuel efficiency or sustaining American manufacturing and jobs?  Or was it some 

combination of these?  To date, Treasury‟s public statements provide little clarity, as each of 

these objectives has been cited at various times.   

Whether Treasury had the legal authority to use TARP funds to bail out Chrysler and GM 

is the subject of considerable debate.  There was, however, enough ambiguity in the TARP 

legislation, and there continues to be ambiguity about congressional intent, so that Treasury has 

faced no effective challenge to its decision to use TARP funds for this purpose.   

Given the size of the automotive companies, the historical importance of the industry, 

and the government‟s extensive engagement in this process, the bankruptcy proceedings were 

highly visible and invited much public scrutiny.  Those creditors who saw their investments in 

the company sharply reduced in bankruptcy raised vigorous objections to the role of the 

government as tough negotiator.  The Panel asked two experts on bankruptcy law, Professor 

Barry Adler of New York University and Professor Stephen Lubben of Seton Hall University, to 

provide the Panel with an analysis of the bankruptcy process. 

When all had settled, substantial changes had been made in the businesses, shareholders 

had been wiped out, many creditors had taken substantial losses, and the American taxpayers 

emerged as the owners of 10 percent and 61 percent of post-bankruptcy Chrysler and GM, 

respectively. 

Although taxpayers may recover some portion of their investment in Chrysler and GM, it 

is unlikely they will recover the entire amount.  The estimates of loss vary.  Treasury estimates 

that approximately $23 billion of the initial loans made will be subject to “much lower 

recoveries.”  Approximately $5.4 billion of the loans extended to the old Chrysler company are 

highly unlikely to be recovered.  The Congressional Budget Office earlier calculated a subsidy 

rate of 73 percent for all automotive industry support under TARP and recently raised its 

estimate of the cost of that assistance by approximately $40 billion over the previous estimate.  

Because Treasury has not clearly articulated its objectives, it is impossible to know if this 

prospect, indeed, represents a failure of Treasury‟s strategy.  

The government‟s emergence as the part-owner of a large, private company raises critical 

oversight questions.  At times, in the ordinary course of business, natural tensions arise between 

the interests of a corporation‟s management team, its shareholders and the directors who 

represent them, its creditors, its workers, its regulators, and, and its customers.  The 

government‟s investment in the American automotive industry has added a new complication, as 

the American public now directly or indirectly participates in many of these roles.  This report 

explores the conflict between possibly competing objectives, including preventing significant job 

losses across the nation in the midst of an economic crisis against maximizing shareholder 

profits; changing the culture of these automotive companies against not interfering with day-to-

day management; and public accountability against normal commercial operations.  The Panel 

assesses how effectively Treasury has navigated these and other concerns, including its role in 

the bankruptcy process.  
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The Panel recommends that, to mitigate the potential conflicts of interest inherent in 

owning Chrysler and GM shares, Treasury should take exceptional care to explain its decision-

making and provide a full, transparent picture of its actions.  The Panel recommends that 

Treasury use its role as a significant shareholder in Chrysler and GM to ensure that these 

companies fully disclose their financial status and that the compensation of their executives is 

aligned to clear measures of long-term success.  To limit the impact of conflicts of interest and to 

facilitate an effective exit strategy, Treasury should also consider placing its Chrysler and GM 

shares in an independent trust that would be insulated from political pressure and government 

interference.  

Finally, because of the unprecedented nature of the assistance provided to the automotive 

industry, the Panel also recommends that Treasury provide its legal analysis justifying the use of 

TARP funds for this purpose.  This analysis will inform policymakers‟ and taxpayers‟ 

understanding of the potential for Treasury to use its authority to assist other struggling 

industries. 

Treasury must be clearer, more transparent, and more accountable in its TARP dealings, 

providing the American public with the information needed to determine the effectiveness of 

Treasury‟s efforts. 
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