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Auto Industry: Pressures, Changes & Outlook - Finding V1

http://llinlithgow.com/bizzX/2008/04/auto industry pressures change.html
Posted by dblwyo on April 23, 2008

When Lee laccoa was booted to Chrysler he managed to save them with a combination of an
innovative nwe product (the Minivan - which Ford had turned down), draconian cost controls and
product manufacturing rationalization on shared platforms. In the process the US gov't actually made
a profit on its' bailout funds. Yet over the next three decades Chrysler has cycled in and out of
profitability depending on whether or not it had a hit for a few years. From the auto company known
for the sustained excellence of their engineering and product they became the boom-n-bust kids. And
that's despite several extremely innovative transformational efforts that deservedly made the Harvard
business case files. This includes a revamp of the design process using CAD/CAM technology, re-
structuring the inbound supply chain and supplier relationship management processes and similar
major innovations. What it didn't manage to do was change the fundamental DNA of the company -
the processes, culture, decision-making processes.

In a way Chrysler's story, suitably modified, is the story of the Detroit auto industry - once the
examplar for manufacturing excellence, product design and development, quality and customer focus.
How long has it been since any of those have been true, at least generally ? So after "coasting" for
those same three decades on its' historical legacies the industry is facing a huge amalgamation of
challenges: inefficient and broken processes, cost pressures, lack of manufacturing quality, products
that customers, shall we say, don't love and nearly tonedeaf marketing, sales and service. The
greatest irony of all is that the Industry knew and knows all this but could't find ways and reasons to
change.

Well those reasons, and the

decades of denial, have been ; :
presented. Not only the b1l ] b0t Reture? Retural
contininuing challenges from the i i
Japanese, e.g. TOY, and some
Proff

reborn European manufacturers
but a change in the global car ;
market and rising worldwide Frced
competition. All of which is Tl
reflected in the readings excerpts.

NA sales are in the tank and the st //
product mix was wrong for this
energy inflation environment. It P Vilume P Vilume
turns out that Europe, ha for : . : . ; :
decoupling is in the same boat, Ty Sedd Nel By By Toy Sed Hel By i
and even companies like TOY are
facing major challenges. The cast efficient competitar makes more mongy at ey scale (think wito induustry and them think ecomamics of
:;Zth;tl | ‘élzsts II(:e(r) r:r" élh\/ev[a\l;g;gﬁglr madels, fsfmlfmd firms). As price pressures increuse only the costeffective competiton hes & chamce at

and the GM team have made prefiiahilty mfhe lang-ru.
major strides by trimming costs,
downsizing to the markets and starting to revamp operations, development and go-to-market. The
real question is whether they'll get enough speed to lift off before they can lift off. Pilots talk about V1 -
the speed going down the runway where you start to get enough lift to rotate the nose up. Mullaly in




particular is doing all the right things at the sickest of the Big Three but V1 is coming up awful fast and
it's not clear they'll get the speed they need.

Someday we'll try and go into a broader assessment and diagnosis but for now let's look at one of
the most fundamental problems that's just beginning to be addressed - the vast differences in cost
structure between world class and the Big Three. Short-trimming, even the major surgeries
performed, only help. This requies fundamental re-thinking and re-engineering. When you face a
competitor who's cost structure is innately, organically lower than yours they can make a profit while
you loose money at any scale of operations. When costs rise or the market shrinks then the superior
operator has a long-term DYNAMIC advantage. Worse, in shrinking AND more finicky markets a
manfacturer can no longer appeal to economies of scale to survive but must learn to make money at
smaller scales in each market niche it serves. Oh my aching head....

Business (Auto Industry): Worsening Outlook, Improving Performers, Key Issues

http://llinlithgow.com/bizzX/2008/05/business auto industry worseni.html
Posted by dblwyo on May 9, 200

Let's focus on the Auto Industry which is important, and still gigantic, in its' own right but also the
exemplar of much that goes on in the business world. Now in case you haven't noticed the US auto
market is facing a severe and accelerating downturn which appears to have been somewhat
unanticipated, particularly by GM. On the other hand the turnaround team at Chrysler at least claims
to have positioned itself for a sharp drop in total demand and a major shift in its' structure. And Ford,
who'd have thunk it, actually did pretty well all things considered. In fact we'd argue that Ford, relative
to what might have been reasonable expectations, is turning in an amazing performance.

Yet all told all manufacturer's are experiencing a very bad and worsening market (& if you don't think
that says something about the economy we need to revisit the Into to Macro discussions...). Below in
the readings you'll find an overview from Ghosn, some specific stories (BMW, Daimler, GM, Ford) that
support these points including the applause for Ford and some big picture discussions of Toyota's
structural and strategic advantage as well as the issues with completely re-thinking the stables of
brands that need to be downsized.

Those last two should be taken 4
together as they define the Yin
and Yang of the Auto Industry. At
the end of the day, beyond the
Business Model - Strategy -
Execution - Accountability mantra
we've defined for performance
what're the necessary changes ?
At their heart Auto companies
really do one (two) things. They
build cars, which more properly
broken down, they design and
manufacture cars. And coming
from the industry that defined the
world's model of manufacturing
excellence those roots seem to

have been lost. B
1-Off Custom Batch Line Process

Manufacturing Cost/Unit

Manufaciuring Process



Let's consider manufacturing excellence and the state of the world using the graphic at right. Where
this is important is that the argument applies to any manufacturer anyplace in the world so as
stakeholders in any such, whether the Auto guys, John Deere, Caterpillar, or whomever here's a
simple model to think about. When you think about it you can make things as 1-Offs, that is
completely to order, like a new prototype or an F1 Racer. Or start with some basics but go thru
extensive customization like, for example, the Bugatti Veyron. There's a reason that a Veryron is so
expensive or a suit from an English bespoke tailor will look great but cost you. The next alternative is
to run in batches - that is invest in some capital equipment and make more than one of pretty much
the same thing. Make enough and pretty soon the cost/unit is less, and then far less. Which suggests
that if you set up a manufacturing assembly line you can just churn those suckers out for lower and
lower unit cost. Finally there's the notion of making things a continuous process, as say, an oll
refinery or chemical plant does. Or for that matter, in a way, Intel or Tl do. The reasons more don't do
that is pretty obvious - not everything's a barrel of oil, a gallon of chemical or a one of a million chips.
(admittedly stretching the point). So for most things where market size, product characteristics and
manufacturing technology dictate you end up choosing between custom, batch or line processes.
What Toyota introduced many years ago was a manufacturing process that didn't require a giant,
rigid, very high volume, inflexible and non-interruptible manufacturing process. Otherwise known as
the Toyota Production System or "Lean Manufacturing”. What they discovered was a way to organize
manufacturing where one could achieve comparable economies thru more flexible and cellular
manufacturing. Which by it's very nature was also more flexible in terms of both setup and interrupt
and different models. In other words it was profitable to make just enough to suit a particular market
and then switch to different models. Now in the first picture what you see is the shift of unit
manufacturing cost, that is direct operating cost, as the result of this innovation until a Lean
Manufacturer can beat a line manufacturer on direct costs. Sadly we've known about all this for
several decades. More sadly of the companies who've started Lean initiatives some 70-80% are
abandoned. But the consequences are even more dire.

Because you see we were talking
just about direct manufacturing
costs. If you're committed to a full-
roar line process you keep it
pumping no matter what - which
means you build as much as
possible and stuff the market with
stuff the customers may not want so
you end up with lower prices. And
worse yet because you're running
these giant machines you've got
these equally huge procurement and
distribution operations that are just
chock-a-block full of inventory, costs, —
delays and disruptions. On the other et e T
hand a Lean Mfg who's running in
much smaller lots, who can stand to 1-0ff Custom Batch Line Process
be interrupted, who can start & stop,
change models, etc. etc. and doesn't
mind as much idling his operations enjoys benefits in Total Operating costs and Revenue per unit.
The end result is two strategic benefits. One is a much higher unit profit than a traditional
manufacturer. The other is a long-term dynamic advantage as and if they keep improving - able to
make more and more profit from more and more targeted products that add value and command
higher prices.

Revenue
Total Cost

Manufacturing Cost/Unit

Profit

Manufacturing Process



Now we've argued that the US Steel Industry was a perfect model for what the Auto Industry is going
to have to go thru. It looks like Ford and Chrysler have finally realized that and are well-started. But
what other industries and companies need to get on this bandwagon. Give it some thought. Better yet
ask who's on this journey to a complete re-think and re-work of manufacturing operations. Those will
be the folks you want to invest in. Contra wise the ones who aren't, or who abandon these sorts of
initiatives, are going to face an increasingly inhospitable world.

Auto Industry: Boil, Boil, Toil and Trouble

http://llinlithgow.com/bizzX/2008/06/auto industryboil boil toil an.html
Posted by dblwyo on June 4, 2008

Well with yesterday's

announcements from GM about

downsizing, model discontinuations

and plant shutdowns as well as the

really abysmal monthly sales

number you'd think that this post

was nicely timed. Even a bit

prescient since it's obviously been

in preparation for a while. The

problem was/is and will be that it's

not that prescient but, in a sense,

perfectly captures the dilemmas of

the industry. The symptoms that

are finally being acknowledged

have been visible for months and

in denial for about the same

amount of time. How long, for

example, have we been talking

about energy prices as a long-running economic problem ? And how long has Detroit hung it's shingle
on the SUV/Pickup stanchion ? In fact we call these symptoms because they are the results of
deep and more structural malaise, which we propose to dissect a bit for your reading pleasure.
Let's start with the market situation as captured by these charts on sales. Toil and trouble indeed...the
top chart shows YoY changes in GDP vs annual sales in millions for autos. Odd correlation but
striking, eh what ? Particularly that sales appear to have run an average of ~ 14+ million since '76
with a dip to 13Mil in the last bad downturn. And were only bumped up over 16Mil during the tech
boom and maintained there by incentives since !

What kind of industry can barely
stay in business running at 114%
of ideal capacity ? Instead of
making money at 90%, or 80% or
70% ? Detroit built and subsidized
it's own trap here.

They chose to argue "we can't make
money on small cars" despite the
clear evidence that the Japanese
and all other foreign manufactures
could. Instead they chose to retreat
from huge swaths of the



marketspace, abandoning those potential profits and cash flows, and keep older factories running at
losses because of labor and other fixed costs until their hand has been forced. And keeping things
alive by subsidizing money losers with higher premiums from SUVSs, etc. Instead of figuring out how
to design and build cars people would buy, changing the manufacturing, distribution and procurement
operations to support those innovations and putting in place the kind of management systems and
infrastructures necessary. Which is

where the funds should have gone.

We've tried to capture what was, is

emerging and the vital next steps in this

composite assessment of the industry

and some of the key players from Detroit.

Note: this is not a depiction of an ideal, if

it were we'd have Toyota with a 9 on

Manufacturing and Honda with an 8 on

design and so forth. Nonetheless this is

our best judgment on the key factors,

based on our enterprise framework

(Performance Assessment Basics:

Five Fundamental Factors), of the

requirements, the composite average for

Detroit and some guesstimates on each

of the Dying Three. You might want to a)

look at each of the factors and short-hand requirement note to see if it makes sense to you. And then
b) come up with your own ranking. The only good news is that things have improved...the bad that
they haven't improved much at all...and the really bad that the possible next steps are most likely still
many steps below long-term requirements.

The auto industry has to deal with a wide variety of sub-spaces in its' markets and you could break
them down in many ways. But at the heart of the Detroiters deepest structural short-comings is
the inability to make money except in one very "narrow" band of products. The one that's
clearly under the most threat now from environmental conditions and has been for decades. BtW - on
the whole we mean the color coding to represent the outlook for that sector largely with respect to
Detroit; and how they are or aren't positioned in it, both strategically and in terms of operational
capability. In that sense the Hybrid space probably shouldn't be green but there are some promising
models coming even though it's a small

space.

The correct choice was to use the cash

from those segments to re-engineer

the others...or abandon them. That

would have meant facing many harsh

realities, which until the last 24 months

or so, nobody was really willing to

admit. Cerberus takeover of Chrysler

was a sign as well Mulally being

brought into provide adult supervision

and normal good business practice to

Ford. Here's the rub - all the plans

that the MSM has been applauding

are cost-trimming around the same

underlying structural problems. Not

a headon attack on those

deficiencies.

Given our druthers we'd all like to be



grasshoppers and not ants. The problem is that ants do better _
in tough times and senior corporate executives are paid to be Double, double toil and trouble;
the whip-cracking foremen of the ant colony. And it's not like Fire burn, and cauldron bubble.

T , Fillet of a f ke,
any of this is a mystery to anyone...just take a gander at GM's m' tﬁeoca%g?gg k?(r)]i?aid bake:

l.t. stock chart and tell me that this isn't what the market Eye of newt and toe of frog,
consensus has been expecting ! Wool of bat and tongue of dog,
As you skim the excerpts after the break you'll find a longish Adder’s fork and blind-worm’s

collection of readings that sketch out the strategic situation, the | Stn9. o
Lizard's leg and owlet's wing,

cqrrer!t sales and outlook p.ictgrg - which appare.ntly hqs For a charm of powerful trouble,
blindsided everybody, and individual company discussions. The | [ike a hell-broth boil and bubble.
lead off is a great WSJ article that basically comes to the same
conclusions we're arguing here. The last is a vidclip interview
with Chrysler's new executive team that's more than a little coy but also, reading between the lines,
pretty deeply insightful on what needs to be done. It stacks up nicely against our little blueprint
checklist. And finally, at the top, are some very recent CNBC, et.al. vidclips worth your time.
Particularly the one from Bloomberg where Mr. Johson of Lehman (how ironic) discusses the state of
things.

Once More Into the Breech: 3 Decades of Auto (Industry) Delusions

http://llinlithgow.com/bizzX/2008/06/once more into the breech 3 de.html
Posted by dblwyo on June 27, 2008

Now that all the market excitement has

gone away it's time to return to our roots

and talk about business performance

some more. Specifically the Auto Industry

whom we don't mean to abuse to much

but have done so before and will likely

have future opportunities. Actually, all

things considered, we hope so. Oh

walit...the Industry employs 13 million

people and is 4% of the GDP. And

Goldman just said sell GM after it, or

because or something, reached a 53 year

low. We'll leave it to you to graph out the

stock prices of the Failing 3 but's pretty

scary. We've covered the industry several

times before and actually had both good and bad things - good in that they were finally gingerly
sneaking up on their fundamental requirements for deep structural changes. Bad in that they were
sneaking up, were kidding themselves about the state of the industry and economy and we thought
they were going to get body-slammed real bad. Ahem....

After the break we've got our little collection of readings from which there are some primary take-
aways. Detroit has finally conceded - knowing and doing are two very different things mind you - that
the future is NOT pickups and they need to change their model mix. And they're also willy-nilly
converting to the high church of not 16 million in annual sales. More interestingly they're starting to be
willing to tackle the kind of revolutionary changes needed to survive. The example being GM's Volt -
which could be a real game changer. And is the kind of innovation that made Detroit great. The sad
things in all this is there's plenty of talented people who knew what was wrong, know how to fix it but
opted for incrementalism because the didn't feel the boiling water. No matter how many dashboards



run back how many years. One of our

favorite quotes suggests that the Industry

can't survive at 14 million cars for two

years. Check out the chart - they did just

fine for three decades between 13-14mil

I What misplaced fantasy of lease-

financing, discount subsidies and over-

production of ancient models nobody

really wanted made them think it was

graven on stone ?

The problem is that the let themselves

get trapped in a corner by their own

manufacturing - though admittedly there

have been major improvements. Here's

one of the things that have gotten them

into three decades of up and down.

When TOY created (actually borrowed

from Westinghouse) their Production

System (TPS) the changed the traditional economics of manufacturing. Before the lowest unit cost
was from processes, then assembly lines and then batch manufacturing. So you made money by
keeping the lines running at any cost and shot for enormous scale. By moving to more flexible,
cellular manufacturing TOY could run their lines in much smaller sizes, they got lower unit costs and
they kept getting better and better. This may seem a little arcane but manufacturing competence is
one of the two core requirements for Detroit's success. Just as much as software development should
be Redmond's. In all cases start falling down, or loosing ground big time on those core capabilities,
and you're writing out your own death warrent. When Kirkkorian put money into GM a while back |
though he was nuts because GM was dodging the issue; contrawise when he put money into Ford
this spring | thought he was a darn smatrt risk-taker because Ford under Mullaly is starting on those
changes. Now in a matter of a few months everybody's conceeded. Do they have time ? The need to
make money at 12-14Mil cars - in fact

they need to defend their turf in much

smaller corners than that.

Bear with us on this one - it should be

worth your while but amateur graphic

artists that we are, using PPT and

trying to capture ideas in 3D and then

blog 'em leaves some challenges

open. Nonetheless with a little

imagination and sympathy this may

be clear - the Auto Industry (or - we

emphasize - any) is driven by the key

dimensions of its' ecology and their

dynamics. Here the dimensions are

vehicle type, customer socio-graphic

and car size. Detroit had this space all

to itself but the Japanese got in in the

econo-box and used manufacturing

excellence to expand into the rest of

the space while Detroit kept retreating

to Pickups. The Japanese even did

an end around by attacking the flank and creating their own luxury models.



When you give up marketspace you lose economies of scale. If you lose economies of scale
you need to change your own processes and economics but Detroit was trapped and kept
retreating. When you loose marketspaces to a competitor who can make money in smaller
niches thru better products where their profit and returns are higher at any concievable scale
they become cash-flow generating machines. And you become profit-sucking machines.
Instead of milking SUVs and Pickups for profits, x-subsidizing the rest of their products and brands
and fighting rearguard Detroit would have been better off re-investing in development,manufacturing,
marketing, distribution, logistics and everything else.

They're smart people who're backed into a corner and if they don't make it they'll take a chunk of our
economy with them. Not good. As an investor though these are the strategic issues to consider,
unless you want to go back and ride the old roller-coaster with the old Kirk. BtW our two prior posts
on the Industry had some interesting charts that flesh out this picture and assessment. (Auto
Industry:Boil, Boil, Toil and Trouble)

Back to Bizzness: Escalating Troubles for
Auto Industry

http://llinlithgow.com/bizzX/2008/08/back to bizzness esc

alating tr.html
Posted by dblwyo on August 31, 2008

Well with a lot of the economic news and analysis

posted we can segue back to business analysis but

let's keep in mind that one feeds the other - a fact,

for example, that all the most lauded names in value

investing have lost sight of. And paid some terrible

penalities for. Again the mantra: Economy - Industry

- Company. In other words you can never neglect

the macroecon news in general but right now the metastasizing worldwide economic slowdown is

driving everything. Just to put it in context and remind you we offer up this little tidbit from the WSJ:
Personal Income Falls, Sentiment Is Weak Falling personal income and weak sentiment suggest consumer spending, the
juggernaut of U.S. economic growth, could be headed for the first sustained decline in nearly two decades. "Consumer
spending is poised for a major slowdown," Wachovia Corp. economist Mark Vitner said in a note to clients.

Auto Industry Outlook

The executives of Detroit have been
wrestling with the consequences of
decades of bad decision making -
struggling might be a better word.
They've trimmed up their legacy costs by
taking retirees off the healthcare gravy
train and re-negotiated their labor
agreements. They're also downsizing to
reduced total sales and much smaller
market shares, among other major
moves we'll talk about. Unfortunately they
didn't anticipate as bad a downturn as
they're getting and left key decisions very
late in the game. It wasn't until about late
Spring apparently that they true



magnitudes of the downdraft came to
them. This chart shows YOY%
changes and absolute auto sales for
two timeframes. The first strategic
oopsie was that these guys set
themselves up for a 16million unit
sales year with the downside being

15mil when you read their annual
strategy presentations. They started
to change that to 14mil with a headge
in some cases, primarily Chrysler's
team, for 13mil. Well as you can see
those were wildely optimistic. And - if
you find any credence to any of our
economic analysis - shouldn't have
been a surprise. In fact when you look
at these numbers - a point we've
made before - 16mil is aberrational. In
fact they should have been
strategically re-building themselves to
make money at 12-13mil. But actually
the situation is even worse than these
charts make it appear.

Mike Donnelly over at CEO Economic Update put together this fascinating chart a while back where
he takes the same long-term timeframe but adjusts sales by looking at the % of the workforce buying
a new car. While my charts would indicate major strategic problems and a dismal outlook Mike's tell
you that the industry has crossed a major tipping point into a whole new buying environment. One
that they are, despite all the headline announcements NOT positioned for. Nor one that they appear
to be anticipating yet.

Auto Industry Business
Performance

One of those key announcements is
that all the majors will start making
smaller cars in the US and will do so
rapidly by first selling marks they're
already making in Europe while they
invest in and ramp up domestic
manufacturing capabilities. Two things
struck us as really total astonishing
about this. First, that they could make
announcements with such short
timeframes for serious transitions,
which imply they've had the capabilities
for years but have avoided committing
to them. And second that they waited
until the wall was knowcked down on
them and ignored the handwriting for
as long as they could. The old George
Carlin joke that "the '60s were good to them" seems to be entirely true and, sadly, they just now seem



to be enterring into the drug rehab program from whatever they were smoking since then. On a
strategic and operational basis they're facing three clusters of challenges. First, they've got to survive
the next 3+ years, not 1-2 like they keep saying, and find the financial wherewithal to keep themselve
alive. That by itself looks extremely unlikely, at least for all of them. Can you spell bankruptcy - which
would be a disaster for them and us. Second they have to start selling and then making decent sized,
high-quality and appealing small and mid-size cars asap. Preferably in 3-5 years or sooner. Bear in
mind the design and development cycle for cars is 3-6 years long so shortening it up is a huge
problem and they'll have to depend on what they can quickly lay they hands on that's already in the
pipeline or production. Third, in the long-run, they need a complete re-tooling of operations,
development and the product/market mix which again requires money they haven't got. In a previous
post we pulled all this together using our performance analysis framework to assess the industry on
the whole and the individual players, with the results you see here. Which may turn out to be too
optimistic even yet.

Paradoxes of Performance

Charlie Rose recently did a three evening set of

interviews on the Auto Industry starting with a

session on design which was very interesting and

encouraging. More so if we thought something

would come out of those discussions quickly

enough to have an impact. The set concluded with

Bob Lutz talking about design in general at GM

and the Volt in particular. GM's versions of a high-

stakes, high-reward, very high-risk "Manhattan"

project. Gutsy and courageous and illlustrating a

return to their roots IOHO. But the most interesting

and valuable was the middle show which was an

hour-long interview with Rick Wagoner. Talk

about a guy facing enormous pressures and

coping well. And starting to do some of the right

things. We urge you to watch that one in particular

and reach your own conclusions. But some of ours would include a sense of sadness and shock that
he rationalized the commitment to big SUVs and cross-overs as the result of the CAFE standards and
the unwillingness of Americans to buy and the unintended consequences of too low gas prices. A
nice thesis but one that falls on the simple fact that Toyota, Honda and Nissan have been very good
mid-size and smaller cars that are attractive, appealing, high-quality and innovative and profitable for
years. And as a result have started in one part of the auto industry ecology and gradually taken over
more and more of it. Hondo in particular illustrates what happens when you define a strategic vision,
translate that into good design and back it up with superb operational execution and functional
capability. In their case that's particularly true of their commitment to flexible manufacturing which
gives them a capability to switch what they make from what's not selling to what is. If you want some
interesting backup on these assessments watch the several prior interviews with Wagoner and notice
the evolution of the rationalizations and explanations !

The bottom lines here are that the Auto Industry is facing as big or bigger a set of challenges as the
Finance Industry who we've taken such "joy" in bashing, runs a serious risk of bankruptcy in the near-
term, faces major investment requirements to switch over their product mix and more to re-engineer
their operations. All told they may in fact be an even less appealing investment than the Finance
Industry ! Auto Industry Failure Odds




Legacy, Losing, Resets: a Future for the Auto Industry ? (Updates)

http://llinlithgow.com/bizzX/2009/05/legacy losing resets a future.html
Posted by dblwyo on May 1, 2009

It's been since last August since we've covered

the Auto Industry per se with a specific post

though we had enough separate posts to

generate a dedicated archive walking thru the

news and key strategic and functional issues

from product strategy, development,

manufacturing and marketing and sales as well

as governance and management systems. But

we have been tracking the news since then and

after the break you'll find a roughly

chronological/thematic set of selected excerpts

that talk about 1) the runup to the disaster last

summer and fall, 2) the struggles of Washington

to come to some workable rescue plan and 3) key issues for the future. In fact we've been arguing for
many years, not least since 2004, that the industry was mal-adoptive, non-resilient and so trapped in
it's boxes as not to see a way out. The last major US industry to let denial and willful blindness carry it
to the same precipice and then over was the US steel industry. With yesterday's Chrysler bankruptcy
filing the poster child of American industrial history and performance malfeasance joins it. Let's hope
it also joins it in a gradual, structured, re-thought re-birth. It's certainly long over-due, for the 30 years
since the Japanese proved that good quality cars more suited to the modern world were possible in
fact ! Something the leadership of the industry has been aware of for decades as well:

Stefan Jacoby, Volkswagen of America, Pres. & CEO(CSpan) Volkswagen of America Pres. & CEO Stefan
Jacoby joins us to discuss how the economy and public policy impacts the automobile industry.

Looking at the Numbers: the Dinosaur Killer

The "asteroid" for Detroit has always been a clear and present danger and it arrived last year
(actually in late '07). If you look at these two
charts you get Auto Sales and YoY%
change in sales for Jan07-Jan09 and then
back to 1977. Several interesting things pop
out. The 16 million vehicles/year being sold
recently are clearly an abberation. The
announcements that everyone was
preparing for a bad downturn by positioning
for 13mil/yr were clearly specious and
historically ignorant. If Detroit couldn't make
money hand over fist at 16, it was in dire
straits at 13 and going to face extinction at
the 10 level. Yet going forward as
consumers become more cautious, as
financing no longer subsidizes frequent
turnover the fundamental strategic question
becomes - what does the industry look like
at 8-10 million cars/year ? How does Detroit
build cars people want, that are affordable,



high-quality and long-lasting ? What does it
need to do ?

Re-Thinkings I: Detroit by Segment

Detroit mortgaged it's future to SUVs, Pickups

and high-end vehicles on which it thought it

could make money and retreated from all other

segments of the business. The primary driver

for not investing in new development,

manufacturing, for not re-engineering the

dealer network and the order-to-delivery cycle

and the way suppliers were managed or even

in the way cars were marketed and sold was

not because internal debates didn't discover

that these changes were required. It's when

they came down to where they had to put the

resources to meet these challenges they came

face to face with legacy costs in healthcare,

retiree benefits, labor contracts and the ways they did business. To meet these challenges required
thinking and acting outside the box of existing structures and relationships and for thirty years Detroit
has refused to do that. As have, admittedly, everybody involved - from dealers, to suppliers to union
members.

Re-thinkings Il: Company Specifics

If you apply the same analysis to

specific companies as well as the

industry as a whole the picture doesn't

get much prettier. Here we rank each

company on a 1-10 scale and indicate,

for the industry, where's it was, where

it is and where it needed to be to

minimally adapt to the requirements of

this crisis. If you look at the evaluations

for Ford, GM and Chrysler you'll find

the current situation with regard to

bankruptcy pretty well anticipated. The

really interesting question becomes

who can get to Level 5 performance in

each of the critical operational and

strategic categories in time enough to

survive ? Of the three Ford looks to be

the only one - and why ? Because Alan

Mullaly came in and started insisting on honesty, team leadership, good management controls and
facing brutal realities. And he started almost three years ago while the management of GM and
Chrysler fought rearguard actions (though to be fair Nardelli and his team took what actions a very
bad hand let them to some extent; but they also badly mis-read the future as well. Thinking a plan for
a 13mil year was satisfactory !)



Re-thinkings Il: Legacy vs Future

We're not the first people to suggest that

Detroit build good cars that people actually

want instead of what their internal agendii and

self-imposed financial constraints forced them

to. But the net results are that over 30 years

Detroit backed itself into a corner. And by

giving up more and more ground lost the

business volume that would support their R&D,

manufacturing re-engineering and dealer

networks. When you let yourself be forced to

shrink you've got to give up a lot of things.

Hopefully voluntarily and intelligent instead of

involuntarily by force-majeure. The Japanese

entered the marketspace at the low end and

won by providing better value. The profits from

that combined with Detroit's unwillingness to face off against them let them grow that entry point into
dominance in major parts of the space. When they leveraged their capabilities to create new lower-
priced but higher-value luxury brands another self-accelerating virtuous business cycle was created.
Detroit meanwhile had trapped itself into a vicious cycle where retreat lowered the profits required for
investment in futures and there you have. That was a thirty year process - the current BK's are
nothing more than Triage to save what's left.

Fossils or Futures: from Triage to Survival & Recovery ?

One of my favorite military novel characters talks about

the privilege or command when he says, "there is

nothing more rewarding and nothing more horrifying

than having to ask good men to die...once you've done

it you'll do anything to do it well again”. Unfortunately

leadership in Detroit failed all those tests and now are

faced with the most horrifying battlefield decision -

triaging the wounded created by their decisions. On a

battlefield where a medic must decide, right then and

there, who's can be saved eventually, who needs

urgent help but has a chance and who's beyond hope

so as to allocate his limited time and supplies that

process is Triage. A beautiful word for an ugly process.

A friend of mind served as a fairly senior auto executive and talked about GM's deliberate decisions
to not invest in Saab which has led to the ruination of a once proud, innovative and value-creating
brand. Similar things could be said about Saturn. Both companies are, IOHO, potential long-term
survivors if they get the necessary life-support and long-term care. In fact we think they could be
brought back as highly competitive warriors in this metaphor. But the parents who abused them look
to be abandoning them, sadly. Hopefully the LBO/PE guys are paying attention and are prepared to
do more than financial engineering (unlike Cerberus).

UPDATES: an Existential Moment for the Industry and America



The news just continues to get better and

better. Auto sales continue to tank (btw to

pick up the themes of "look at the real data"

from a prior post on the GDP numbers

we took yesterday's Consumption data and

updated the accompanying chart. So much

for an uptick ! Dan Gross appeared on

Tech Ticker and made a couple of key

points. One on the late-coming bondholders

who held up a negotiated deal and forced

bankruptcy proceedings. The bottomline is

what were they thinking ? They got in late,

got on their high horses about their rights

as senior creditors, invested in the bonds of

a company on it's deathbed knowingly and

again put the public interest far below

private gain - the Finance Industry as a

whole seems determined not just to be

guilty of malfeasance but po'ing the entire population. Talk about voluntary self-destruction ! Dan had
another portion of his interview on Private Equity as well that points out the implications for future
LBO buyouts. All of which are worth paying attention to.

UAW Gets the Goldmine: Did Chrysler Creditors Get the Shaft?
Chrysler Bankruptcy: End of "Dumb Money" Era for Private Equity
US auto sales fall 34% in April

Does it get any better ? An existential moment indeed ! Otherwise known as both life-threatening and
a fundamental structural change at the deepest levels.

Living In Existential Times: Fiatster, Detroit, Autos and Futures (Refresh)

http://llinlithgow.com/bizzX/2009/05/living in_existential times fi.html
Posted by dblwyo on May 4, 2009

There is of course the old curse of may you live in interesting times which takes

on new weight day by day, especially if you live and work around

Detroit.Challenges are one things however but crisis that threaten fundamental

disruption and, on the downside, existence need a new classification. The Cold

War was, literally, an existential threat to the US so we can't go that far and we

end up with labeling what's going on here and there as existential crisis. The

interesting thing about Chrysler and Detroit, as well as the Finance Industry (lest

we forget) is that the level of denial of how serious this is and the long-term

structural consequences that are going to result. The Auto Industry as we know

it is forever changing right in front of you eyes but as late as this time last year

the executive leadership was talking about this as if it were just another cyclic

downturn. Let's hope we don't evolve from crisis to threat ala the Cold War ! The

"funny” thing is that all of this has been visible not just for years but for decades.

If you've never read Halberstam's The Reckoning by David Halberstam you'll

find it strangely prescient. Better yet at least start by reading some of the book reviews on Amazon.
Refresh: in the last section we decided to add a couple of graphics to conceptualize the real future
challenges facing the industry - or at least to frame them. Details to follow....see below.




From Publishers Weekly

Powerfully developing his thesis that the complacency and shortsightedness of American workers and
their bosses, especially the automakers of Detroit, have led to a decline of industrial know-how so critical
that Asian carmakers, particularly the Japanese, have virtually taken over the market, Halberstam tells in
panoramic detail a story that is alarming in its implications. Immediately ahead lies a harsh scenario that
will see America's standards of living fall appreciably only sacrifices will restore our "greatness." This
lengthy book with its skilled, dramatic interweaving of two little-known stories the inside struggles of the
Ford organization (including the firing of Lee lacocca) in the 1970s and the growth of the Japanese
automotive industry, notably Nissan, since the 1950scompletes the trilogy Halberstam began with The
Best and the Brightest and The Powers That Be. Here is fresh and crucially meaningful material
researched with notable thoroughness, replete with graphic portraits of top American and Japanese
industrialists competing blindly on the one hand and with brilliant cunning on the other. The book is
among the most absorbing of recent years, every page contributing to the breathtaking picture of an
America that is going to learn to retool or else. 200,000 first printing.

We were struggling to pass on from Fiatster and the Industry but the news over the weekend kept
accumulating for one thing, we ran across a bunch of interesting related stuff and we noticed that the
big picture implications aren't being much discussed. So in the readings you'll find excerpts with
current updates on Chrysler, Fiiat and the re-shaping of the global auto industry as well as the
consequences and lessons more broadly. But we look beyond that to raise and reinfoce some of
these other strategic issues. Two in particular: 1) despite some marginal improvements in quality and
design Detroit has yet to repair the damage and make cars that offer value, appeal or are credible
and 2) they've manuvered for decades to avoid dealing with the issues inside the industry and
outside, particular energy usage and mileage, which now has severe economic and national security
implications as well as putting them behind the eight ball for long-term futures.

The Public Image of Detroit's Cars

Let's start with how the customer's view things by

creating a chart from the most recent Consumer

Reports Brand Image surveys. The numbers just

about speak for themselves, don't they ? Toyota and

Honda continue to dominate though Ford and

Cadillac have improved their images and positions

considerably while Mercedes continues to suffer the

fallout from the last several years of poor quality

(and likely a halo effect of it's failures with Chrysler).

Nonetheless the gaps are huge between the top and bottom of the Strongest let alone from there to
the Weakest . Perhaps the saddest number in that whole table is Saab's where under GM's anti-
stewardship one of the world's best brands, strongest innovators and great values has been nearly
destroyed. Let's hope someone comes along who realizes what jewels are left and revives it.

Realities Behind the Images

Bear in mind, as Consumer Reports emphasizes,
that brand image is just that whereas the underlying
realities may be changing. In fact in the last
"decade" some parts of Detroit have made some
progress on some models and issues. But not
all...and unfortunately a few years progress does
NOT recover three decades of neglect, fit and start



progress and avoidance and denial. But sooner or later the Piper demands his pay and that day is
here. Which leads us to this table, which again almost goes without words on it's own merits. Take a
careful look, beyond the obvious of who's on the left and right, the huge differences in the scores, etc.
Notice for example that Hyundai somehow found it within themselves to get on the top of the top
while Ford's mainstay (or one of them) an F-pickup is just the opposite. Sad, sad, sad....worse stupid,
self-inflicted and unnecessary.

Consequences

This stock chart dates from last summer since
we're to lazy to update the comparisons and
to ill to want to see a current one. But the key
points remain. Notice that Ford had a great
runup in the '90s on the basis of the Taurus -
a car that it failed to keep current, updated or
relevant. For a few brief shining moments it
actually displaced the Honda Accord as the
best-selling sedan in America. A market niche
that should have been, and must become, the
bread and butter of the future industry. Why ?
Because a) it didn't suit the internal politics
and agenda and b) Ford retreated to SUVs,
pickups, etc. and abandoned the field to the
Japanese and now the Koreans. If you don't
believe us check out Taurus: The Making of
the Car That Saved Ford by Eric Taub. And
for a previous discussion of cause and
consequences let us point you to Business
Performance llIl(Readings): Sad Stories,
Good Stories & "Fixes".

Past Imperfect to Future Potential

All of that is Detroit as it was not as it either

will be or must be. It's also about the internal

characteristics of the industry as it is in terms

of market segments, production methods,

dealer networks etc. etc. But where's our 50

MPG car ? New materials and ideas ? New

approaches to ordering, delivering and

manufacturing ? All things we know are

feasible, probably affordable and just not

workable with the current culture and

attitudes.

We've talked before about the Theory of the

Case, i.e. what core logic drives performance

in each issue/business segment over the key

timeframes. Well in that context we're only

pointing out the the challenges and breakdowns in the short- and intermediate-terms. What about the
long-term and structural change ? That doesn't appear to be on the horizon ! We also talked about
Drucker's Principles of Management which called for enterprise performance, efficient and



effective/satisfying work and social responsibility in the sense of anticipating and managing problems
before they got out of control. It'd be hard to grade any of Detroit much above a D/D+ on the best
criteria, an F on most and "terminate with extreme prejudice" on several. For example Healthcare,
Mileage and Energy, etc. The first graphic here looks at the major market segments and the major
players - while we haven't filled in the details (after something has to be left for the guys purportedly
running the industry) the two initial key points are this: 1) these are the issues and timeframes that we
need answers on and 2) the content of the cells

will determine the roadkill vs survivors vs winners.

If you read Halberstam this same chart could have

been put together in 1980 or earlier !

So even after Chrysler gets thru whatever it's

going to get thru with GM most likely soon to

follow (can you believe we just said that - stop and

think about GM going BK !!) there's years of repair

work just to get to the real challenges. No,

Detroit's NOT going to be the same in any way,

shape or form. Which leads us to this little

conceptual chart - take a minute and treat it as a

take-home test. How do you think the Industry and

the players should be graded for each requirement

? Enterprise performance - well on the surface

several major players are lucky to get D's and

clearly some are failing. How 'bout long-term - worse, right ? How 'bout an efficient and effective work
environment ? Nope - and the rub there is that a workplace that's more effective is also more
profitable. Finally how about Social Responsibility for all three facets ? If anything the Industry's been
grossly irresponsible - a record only exceeded by the Finance Industry because Autos are merely
threatening the livlihoods of millions and aren't a systemic, "existential" threat to the world economy !
All in all not a good track record - the real question is who do you hear talking about addressing those
issues ?



READINGS COLLECTIONS

Auto Futures: Re-Thinking the Car Business, or NOT ?

This is an interesting collection of readings excerpts that provide some strategic context and background for the many
troubles that the Auto Industry finds itself facing. While they are a few months dated, and previously stacked in the "todo"
list and so unpublished it turns out they're more timely than anticipated by a rather wide margin.

The United States of ToyotaThe world's No. 1 carmaker has ingratiated itself into U.S. life and become an 'American’
company, capitalizing on years of mistakes by Detroit's Big Three.Things were different back then. Chevrolet was, far and
away, the most popular car in America. It was truly one of the all-American brands, an icon along with Coca-Cola (KO,
news, msgs). And its theme "See the USA in your Chevrolet" went on to become one of the most memorable and
popular themes in automotive advertising history.General Motors (GM, news, msgs) was on its way to flat-out
dominating the American market, and its Chevrolet division dominated almost every segment it competed in with a
remarkable combination of style, performance and value that no other car company could match. But a lot has happened
to America and its car market since then.Today, the U.S. automotive landscape is fundamentally altered. Japanese
carmakers are part of the American automotive establishment. They build their cars in factories all over the U.S., with
American white-collar and blue-collar labor. The Europeans, led by the Germans, have taken broad swipes out of the
performance and luxury segments in this country, too.

Toyota Recall Anxiety In seven decades, the Toyodas have driven their company to global dominance. They
manufacture vehicles in 27 countries and regions and sell them in more than 170. They employed 299,394 workers and
brought in $197.3 billion in sales in the year ended on March 31, almost double the sales of the same period a decade
earlier. Through holdings in 14 Toyota Group suppliers, they oversaw another 126,638 people and $120.2 hillion in
revenue as of March 31. In this year's first quarter, Toyota passed GM for the first time to become the world's biggest
automaker by unit sales. Toyota sold 2.35 million vehicles -- 88,000 more than GM did. Toyota held on to the lead in the
first half, although GM outsold it by 38,000 vehicles in the second quarter. A dominant Toyota faces unfamiliar challenges.
For most of their automaking history, the Toyodas were underdogs struggling against Detroit's juggernaut.

The Fall of Detroit: Insider Sees Errors of 1970s in GM Strike The current talks focused on GM's request that the
union take control of a new retiree health-care fund. The fund would pay out future liabilities estimated at $50 billion in
exchange for a one-time payment into the fund from the automaker, people familiar with the talks said last week. The two
sides agreed in principle to the fund, the people said. The talks then stalled over issues unrelated to health care, including
the UAW's demand that GM commit itself to preserving U.S. jobs, Gettelfinger, 63, said yesterday in a Detroit press
conference. The danger for both sides is that they may wind up reliving the 1970s. Back then, as we GM workers clashed
over benefits, speed, safety and pay, a generation of car buyers turned to Toyota Motor Corp. in search of quality. GM's
share of the U.S. market has tumbled from 46.9 percent in 1976, when we walked out at Fleetwood, to 23.6 percent
today. The site that reverberated with the shouts of 5,500 laborers, whirring power tools and fire-spitting welding guns is a
weedy lot stacked with shipping containers for global trade.

GM's Wagoner Must "Put Up or Shut Up' Now That Union Agreement Is in Hand General Motors Corp. Chief
Executive Officer Rick Wagoner has just about run out of things to fix or sell at the biggest U.S. automaker. Now he has to
get more Americans to buy Chevrolet Malibus and Cadillac CTS sedans. In reaching a new United Auto Workers contract
to shed $50 billion in future medical costs, Wagoner achieved almost all of the savings he identified in 2005 as key to
GM's survival. He started closing 12 North American plants, pared $9 billion in annual expenses and got 34,400
employees to take buyouts. “It's a little bit of “put up or shut up' now that the contract is done," said analyst Rebecca
Lindland of Global Insight Inc. “"It's not like this is going to show up right away on the quarterly balance sheet, but it does
put a lot of pressure on GM to start selling cars and trucks." Wagoner is counting on new models such as the Saturn Vue
sport-utility vehicle to stem $12.4 billion in losses in 2005 and 2006 and reverse an eight-year U.S. sales decline that
spans his time as CEO. His aim is to win buyers for Detroit-based GM who have been increasingly choosing Toyota Motor
Corp. brands. While GM's domestic market share has slid to 23.6 percent through August from 28.1 percent in 2000,
Toyota's has almost doubled to 16.2 percent.




Once Again We're Driving What's Not Made Here The foreign companies against whom the Big Three compete are
selling more and more cars that are not made at their factories in the United States, making labor costs here less
important. They are importing again — in fact, quietly importing almost as many cars as they did in the 1980’s when
Japanese vehicles flooded the market, provoking an outcry, and also import quotas. But imports are once again rising,
and the message is that shrinking labor costs within the United States won'’t be enough. In a global economy, there are
too many ways to gain market share. The Big Three seem to be absorbing that view. They struggled in the 1980s to get
the foreign manufacturers to locate in the United States, thinking initially that it would be easier to compete with them
here. But now Chrysler and General Motors are already either importing vehicles from Europe, China and Australia for
sale as American models, or arranging to do so, making labor costs at home less relevant.

Seeking a Cure for Automotive Ennui New-car sales are sagging in America and car makers are blaming the housing
slump or the credit crunch. | suspect something else. | suspect boredom. Under the hood, too many cars sold in America
are equally uninspiring. Car makers have done wonderful things improving upon century-old gasoline internal-combustion
engine technology. But it's still a century old. It's as if, instead of the iPod, we still got our music from lacquer records that
had been refined to hold 100 minutes of songs. Americans -- consumers, car makers and regulators -- have only
themselves to blame for automotive ennui. Consumers have been fixated on getting the best deal, and paying as little as
possible for fuel -- as distinct from buying cars that use as little fuel as possible. Car makers, particularly the strapped
Detroit Three, have been unwilling to take bold technology risks. Regulators and policy makers have done little to
encourage fundamental powertrain innovations. Case in point: the pseudo hybrid tax credit, which was rigged to dwindle
the more hybrids a company sold. In Europe, as many Americans know, things are different. Say what you will about
Europe's affinity for top-down solutions to public policy problems, but it seems clear that the European approach to the
issue of automobiles and energy efficiency -- which combines high fuel taxes with tax policies aimed at promoting
innovation in small displacement powertrains -- is working better than the haphazard American Way.

GM-UAW Deal Ushers In New EraThe deal struck at 3:05 a.m. yesterday between General Motors Corp. and the United
Auto Workers union marks the dawn of an uncertain new era for the American auto industry and its unionized work force.
For much of the past half century, Detroit's Big Three auto makers had collaborated with the UAW to create an industrial
aristocracy of blue-collar workers whose pay and benefits set the standard for the American middle class. If the proposed
contract announced yesterday is ratified by union members -- and is subsequently replicated at Ford Motor Co. and
Chrysler LLC -- that era in American industrial history may be over. The contract, which covers about 74,000 U.S. auto
workers, restructures GM's obligations to cover health care for UAW retirees. It also sets up a mechanism for the auto
maker to buy out thousands of workers, whose wages and benefits total about $70 an hour, and to replace many of them,
particularly those in nonproduction jobs, with new employees earning far less. In return, GM has agreed to invest in UAW-
represented factories and to make certain improvements to retirement benefits. The proposed contract allows GM to shift
to an independent trust $51 billion in liabilities for UAW retiree health care. GM has argued that it cannot shoulder that
burden and remain viable. The auto maker could eventually contribute as much as $35 billion to that trust, called a
voluntary employees' beneficiary association, or VEBA, people familiar with the bargaining process say.

How U.S. Auto Industry Finds ltself Stalled by Its Own History A big cloud looms over the U.S. auto industry as
executives and dealers gather next week in Detroit for the annual North American auto show -- their equivalent of the
Oscars. Normally, the cars are the stars. But this year, the industry is riveted by a far more urgent matter: the problems
afflicting the Motor City's beaten-up giants, General Motors Corp. and Ford Motor Co. -- and whether they can ride them
out. In many ways, the industry's current woes are aggravated by legacies that go back to their days as icons of America's
industrial power -- hobbling everything from their sales efforts to their corporate cultures. Early last century, Ford mastered
assembly-line production with its Model T and paid $5-a-day wages that put autos in reach of the masses. GM, under
legendary early leader Alfred P. Sloan, refined modern management methods and made the car a status symbol. It rolled
out a wide range of brands -- and features from tailfins to wraparound windshields -- designed to suit every purse and
purpose. Post-World War Il deals between the auto makers and the United Auto Workers union set a new standard of
ever-better wages, health-care and pension benefits. That helped create a prosperous middle class of consumers,
especially in the Upper Midwest -- who in turn drove the car-crazy American way of life. The idea of either company filing
for bankruptcy protection was simply unthinkable. No more. Saddled by high labor costs and swamped by foreign
competition from Toyota Motor Corp. and others, the two are now symbols not of America's economic might but its
vulnerability to more nimble Asian and European manufacturers. In the last two decades, the U.S. market has transformed
from a cozy, three-way oligopoly -- including Chrysler Corp., now part of Germany's DaimlerChrysler AG -- to a knife fight
among six to eight global players, all of which have substantial manufacturing operations in the U.S., Mexico and Canada.
Most industry executives use "legacy costs" as shorthand for health and pension obligations owed to retirees --
usually cited as the industry's No. 1 problem. But GM's real legacy costs constitute a vicious circle that go well
beyond those issues, affecting decisions about employees and production capacity, marketing and corporate
culture. Progress in one area often hampers it elsewhere.




Auto Industry: Segueing to Disaster

Detroit Auto Makers Need More Than a Bailout On Friday, General Motors and Ford announced more multibillion-dollar
losses in the third quarter; closely held Chrysler doesn't publicly report results. When GM, which seems in the worst
shape, was 45 minutes late releasing its results, rumors spread that a bankruptcy filing was imminent. It wasn't, but the
company says it could run out of cash in the first half of next year. Make that the first quarter if the current cash bleed
continues. GM is lobbying furiously for emergency federal assistance, with Ford and Chrysler close behind. Let's assume
that the powers in Washington -- the Bush team now, the Obama team soon -- deem GM too big to let fail. If so, it's also
too big to be entrusted to the same people who have led it to its current, perilous state, and who are too tied to the past to
create a different future. In return for any direct government aid, the board and the management should go. Shareholders
should lose their paltry remaining equity. And a government-appointed receiver -- someone hard-nosed and nonpolitical --
should have broad power to revamp GM with a viable business plan and return it to a private operation as soon as
possible. That will mean tearing up existing contracts with unions, dealers and suppliers, closing some operations and
selling others, and downsizing the company. After all that, the company can float new shares, with taxpayers getting some
of the benefits. The same basic rules should apply to Ford and Chrysler. These are radical steps, and they wouldn't avoid
significant job losses. But there isn't much alternative besides simply letting GM collapse, which isn't politically viable. At
least a government-appointed receiver would help assure car buyers that GM will be around, in some form, to honor
warranties on its vehicles. It would help minimize losses to the government's Pension Benefit Guaranty Corp. But giving
GM a blank check -- which the company and the United Auto Workers union badly want, and which Washington will be
tempted to grant -- would be an enormous mistake. The company would just burn through the money and come back for
more. Even more jobs would be wiped out in the end. The current economic crisis didn't cause the meltdown in Detroit.
The car companies started losing billions of dollars several years ago when the economy was healthy and car sales stood
at near-record levels. They complained that they were unfairly stuck with enormous "legacy costs," but those didn't just
happen. For decades, the United Auto Workers union stoutly defended gold-plated medical benefits that virtually no one
else had. UAW workers and retirees had no deductibles, copays or other facts of life in these United States.

Auto Makers Force Bailout Issue

Just Say No to Detroit Today, our government is being asked to put tens of billions of dollars in GM, Ford and Chrysler,
but we would be much better off if Washington allowed these companies to go bankrupt and disappear. In 1993, the
legendary economist Michael Jensen gave his presidential address to the American Finance Association. Mr. Jensen's
presentation included a ranking of which U.S. companies had made the most money-losing investments during the
decade of the 1980s. The top two companies on his list were General Motors and Ford, which between them had
destroyed $110 billion in capital between 1980 and 1990, according to Mr. Jensen's calculations. Over the past decade,
the capital destruction by GM has been breathtaking, on a greater scale than documented by Mr. Jensen for the 1980s.
GM has invested $310 billion in its business between 1998 and 2007. The total depreciation of GM's physical plant during
this period was $128 billion, meaning that a net $182 billion of society's capital has been pumped into GM over the past
decade -- a waste of about $1.5 billion per month of national savings. The story at Ford has not been as adverse but is
still disheartening, as Ford has invested $155 billion and consumed $8 billion net of depreciation since 1998. As a society,
we have very little to show for this $465 billion. At the end of 1998, GM's market capitalization was $46 billion and Ford's
was $71 billion. Today both firms have negligible value, with share prices in the low single digits. Both are facing imminent
bankruptcy and delisting from the major stock exchanges. Along with management, the companies' unions and even their
regulators in Washington may have their own culpability, a topic that merits its own separate discussion. Yet one can only
imagine how the $465 billion could have been used better -- for instance, GM and Ford could have closed their own
facilities and acquired all of the shares of Honda, Toyota, Nissan and Volkswagen.

Saving the auto industry Bail out the Big Three? Let them go out of business? There's a third option, says Jim
Jubak: a pre-packaged bankruptcy that gives them room to restructure while saving taxpayers from simply
rescuing the companies' failed management.

Why Detroit's Woes Are Bad for Toyota Nothing so cheers the soul of a hardened businessman as the sight of a
competitor on his knees. So you'd expect the spectacle this week of Detroit's struggling Big Three carmakers begging
Congress for $34 billion in loans and lines of credit would be cause to break out the sake in Japanese boardrooms. After
all, Japan's own big three - Toyota, Honda and Nissan - have battled for decades to surpass once mighty GM, Ford and
Chrysler. Now it would appear victory is at hand. Even if lawmakers bail out all three, the U.S. companies will require
major restructuring that will leave them smaller and weaker, making it easier for their Asian rivals to gain market share
both in the U.S. and globally. (See the 50 worst cars of all time.) Yet Japan's automakers are not celebrating. Far from
it. They are suffering mightily from the same massive decline in auto sales that is killing Detroit. Moreover, the
bankruptcy of one or more of the Big Three could create havoc among parts suppliers that sell to Japan's carmakers; job
losses would send more shock waves through the U.S. economy, deepening the recession in what is by far the largest




single market for Japanese cars. "What we're seeing is the 30-foot tsunami that not even Toyota can cope with," says
Tatsuo Yoshida, executive director and senior analyst at UBS Securities Japan. While no Japanese automaker is on the
brink of bankruptcy, Toyota's executive vice president Mitsuo Kinoshita calls the sharp contraction of global sales
"unprecedented.” Toyota, Honda and Nissan are slashing earnings estimates, firing workers and trimming production. In
November, the Japanese auto industry saw its worst month in more than three decades, as domestic sales fell 27.3%
compared with the same month last year. Sales of Japanese cars in the U.S. fell more than 30% last month. Toyota, the
industry behemoth, just recorded its seventh consecutive month of declining sales, and the company's second-quarter net
profit plunged nearly 70%. Toyota has cut its earnings forecast for the fiscal year ending March 2009 to $6 billion, which is
just one-third the profit it made the previous year. "You are looking at the deepest downturn that Japanese automakers
have ever seen," says Chris Richter, senior research analyst at CLSA, a Hong Kong—based brokerage house. "They've
faced downturns before, but not downturns in virtually every global market simultaneously. Even Honda Civics and Toyota
Priuses aren't selling well."

Ford execs say company differs from US competition By shunning government loans, Ford Motor Co.'s top executives
say they hope to buff up the automaker's image and set it apart from its cash-starved Detroit competitors, General Motors
Corp. and Chrysler LLC. GM and Chrysler are in desperate need of government money and may not last until the end of
the year without it. But Ford set up $23.5 billion worth of credit back in 2006, and both Chief Executive Alan Mulally and
Executive Chairman Bill Ford Jr. told The Associated Press Tuesday they are confident that the borrowing, coupled with
restructuring and new product plans, will get them through the recession without relying on the government. Ford even
said the century-old company that bears his family's name might be able to use the independence from loans to its
advantage. Mulally said Ford has completed much of the restructuring that Congress is demanding of the other two,
slimming down its brands by selling Jaguar, Land Rover and Aston Martin and studying the sale of Sweden's Volvo. Ford,
he said, has cut its factory capacity to match demand, and it anticipates no further cuts will be necessary as long as the
U.S. auto market doesn't worsen considerably. The company has announced the closure of 17 factories and eliminated
50,000 jobs since 2005, many through buyout and early retirement offers. Mulally said that two years ago Ford took its
plan -- similar to the one it submitted to Congress last week -- to 40 banks in an effort to get financing to unify its
production system and for research and development. It originally estimated a need for $17 billion, but raised additional
funds just in case. "None of us thought it would go as deep as it was going to go and we would have to use it all,” Mulally
said. "To finance this transformation of Ford on the production system to match demand and get back to profitability, and
finance our accelerated product development. That's what led to doing it and doing it at that time." Ford said the company
is trying to take leadership in fuel economy with direct-injection turbocharged engines, new hybrid gas-electric powertrains
and eventually electric vehicles. Competitors, including Chrysler, GM, Toyota Motor Corp. and Honda Motor Co., have or
are working on, similar technologies. "Even when we got into tough times, we kept our R&D spending alive, and it was
something that | was personally involved in to make sure we spent in the new technologies that will get us to real
modernization,” he said.

Global Auto Contraction Ahead General Motors Corp., Honda Motor Co. and Mazda Motor Corp. announced
substantial production cuts Friday, highlighting how the U.S. auto industry faces a wave of downsizing and global
consolidation stretching from China to Europe, regardless of any government rescue package. A number of car makers
around the world are struggling for survival amid the worst downturn in global vehicle sales in the last 50 years. Even with
government loans, GM and Chrysler LLC would have to close or idle factories, sell off smaller divisions and lay off
workers -- moves Ford Motor Co. and many of rivals are also preparing for. GM on Friday said it will idle about 30% of its
North American assembly plant volume and cut production by about 250,000 vehicles in the first quarter. Honda
announced its fourth North American production cut this year, of 119,000 more units before the end of March. Mazda in
Japan said it will lay off more people and reduce production by an additional 100,000 vehicles through March. In China,
which has a highly fragmented auto industry that until recently had been growing rapidly, a number of the country's 80 or
so auto makers are likely to merge or go out of business as its economy slows. In Europe, the chief executive of Fiat SpA
said this week the company can no longer go it alone and is looking for a partner. Chrysler, GM and Ford all have
production capacity to make far more cars in North America than they are selling now. Mr. Robinet estimated they will
need only half their production capacity in 2009, which he says is "not sustainable for any industry." Soon, he said, the
Detroit auto makers will be overwhelmed by non-U.S. based auto makers in terms of North American production. In 2014,
54% of all production in the U.S., Canada and Mexico will come from Japanese, European and other foreign car
companies. Toyota and Honda both recently opened new plants in North America adding to existing capacity. Kia Motors
Co. of South Korea is also planning to build a new plant.

Bush auto bailout more than stopgap The Bush administration appears to be crafting a bailout package for the auto
industry at least as large as the $14 billion package debated in Congress last week, and possibly larger. After the Senate
failed Dec. 11 to pass a bailout bill approved by the House the day before, the White House quickly announced it would
consider using its own authority to stave off imminent bankruptcy at General Motors Corp. and Chrysler LLC. The
announcement prompted speculation that the Treasury Department would cobble together just enough, perhaps $8 billion,
to see the two companies into January, leaving a longer-term funding and restructuring package for the incoming Obama
administration to handle when it takes office Jan. 21. But speaking at the American Enterprise Institute Thursday, Dec. 18,




President Bush suggested that whatever package is crafted would alleviate President-elect Obama's need to deal with
automakers immediately. Bush said he felt an obligation not to saddle him with "a major catastrophe" on his first day.
Various media reports have suggested the Treasury package could be $25 billion or even as high as $40 billion. GM and
Chrysler have said together they need $25 billion to get through all of 2009. Ford Motor Co. said it can survive though
2009 on its own but has asked for a $9 billion line of credit in case sales are much worse than expected. Bush also
caused jitters by saying that an "orderly" bankruptcy for GM and Chrysler is a consideration. Elaborating at a press
briefing later, White House spokeswoman Dana Perino said a managed bankruptcy was "in the spectrum of options, and
there are a lot of options. ... I'm not saying that is necessarily what would be announced."

Paulson: 'Orderly’ auto bankruptcy might be best

Toyota Expects Its First Loss in 70 Years Toyota Motor, the Japanese auto giant, announced Monday that it expected
the first loss in 70 years in its core vehicle-making business, underscoring how the economic crisis is spreading across
the global auto industry.Analysts said Toyota’s downward revision, its second in two months, showed that the worst
financial crisis since the Depression is threatening not just the Big Three but even relatively healthy automakers in Japan,
South Korea and Europe. Many other companies will also soon be reporting losses. Worse, analysts said that they expect
next year to be even more painful, amid forecasts that the global economy will continue to slide until at least the summer.
This could cause a significant shakeout, driving cash-strapped smaller and weaker companies into the arms of a smaller
number of bigger, richer players. “It is just a matter of time before all major automakers are losing money,” an auto analyst
in Tokyo for Credit Suisse Securities, Koji Endo, said. “And things will just get worse next year, when companies start
losing money for the second consecutive year.” On Monday, Toyota said it expected a loss during the fiscal year of 150
billion yen, or $1.7 billion, in its group operating revenue, the amount it earns from its auto operations. Toyota said that
would be its first operating loss since 1938, a year after the company was founded. The loss would also be a huge
reversal from the 2.3 trillion yen, or $28 billion, in operating profit Toyota earned last fiscal year. The company, which has
been neck and neck with General Motors to be the world’s largest vehicle-maker, said it still expected to eke out a
narrow net profit in the current fiscal year, which ends March 31. The company, which just a few months ago seemed
unstoppable after eight consecutive years of record profits, said it suffered from plunging vehicle sales not only in North
America but even in once-promising markets like India and China, which many had hoped would prove immune to the
United States malaise.

G.M.’s Secret Success In reality, Mr. Wagoner has presided over the most sweeping transformation of G.M. since the
1920s. He has reversed management'’s long practice of meekly going along with the demands of the United Auto
Workers, notably with a deal to transfer health care costs to a union-controlled trust over the next two years. During his
tenure, as president, then as chief executive, Mr. Wagoner also put in place a previously unthinkable two-tier wage
system to reduce the company’s average cost per worker; halved the company’s unionized work force in the United
States through layoffs and plant closures; spun off Delphi Corporation, its largest parts supplier; and sold controlling
interest of GMAC, its financing arm. A decade ago, suggesting that Mr. Wagoner attempt these restructuring goals would
have been ridiculed as unrealistic. But these moves have largely succeeded and by 2010 should strip $5,000 from the
cost of every G.M. vehicle. The company has made enormous strides in imitating and improving upon Toyota’'s lean
manufacturing system. At G.M. plants, gone are the mass assembly techniques pioneered by Henry Ford. Instead,
workers are organized in small Japanese-style teams and encouraged to make sure problems are fixed on the spot rather
than passed down the line. The quality gap between G.M. and Toyota has been closed. Mr. Wagoner has allowed his
designers to recapture car design leadership with products like the Cadillac CTS, the Saturn Aura, the new Chevrolet
Malibu and the revived and visually dazzling Camaro. The cliché that G.M. makes only gas-guzzling sport utility vehicles
is years out of date.

Automakers Fear a New Normal of Low Sales The historic collapse of the new-car market dragged on in December,
raising questions of whether the auto industry will ever again have sales levels that it took for granted just a few years
ago. The across-the-board decline of 35 percent, reported by auto companies on Monday, is certain to put more pressure
on the fragile finances of several manufacturers, particularly General Motors and Chrysler. G.M. and Chrysler received
emergency federal loans last week to stave off bankruptcy while they accelerated their reorganization efforts. But unless
consumers change course and return to vehicle showrooms, the entire industry will be forced to make sweeping
adjustments to cope with declining demand. After several years of sales topping 16 million vehicles, the United States
market plummeted to 13.2 million cars and trucks sold in 2008. Analysts expect another sizable decrease this year and do
not predict a year with 15 million in sales until 2012 or later. “After an era of excess indulgence, we're now entering a
prolonged period of conservation,” said John A. Casesa of the consulting firm Casesa Shapiro Group. “Trading in a car
every three years is a luxury that the average American can no longer afford.” The dismal sales reports for December
punctuated the worst year for vehicles sales since 1992. Sales dropped 31 percent at G.M., 32 percent at the Ford Motor
Company and a stunning 53 percent at Chrysler, a unit of the private equity firm Cerberus Capital Management. Foreign
automakers hardly fared better, with sales plunging 37 percent at Toyota, 36 percent at BMW and 35 percent at Honda.
For the year, industrywide sales declined by 18 percent — the worst year-to-year drop-off since the early 1970s. The




impact of the shrinking market could be felt for years to come, as automakers will continue to cut production and
employment, and reduce the number of new vehicles they bring to the market. More than 244 million vehicles were in
operation in 2006, far outnumbering the 202 million licensed drivers in the country, according to the most recent federal
statistics. Auto companies fed the growing appetite for vehicles by broadening their lineups with new products, like car-
based crossover vehicles, inexpensive sports cars and a wide array of luxury models. Companies were forced to redesign
their cars more frequently to keep up in the race to put ever-fresher products in dealerships. “In 1988, the average age of
a carin a U.S. showroom was 4.1 years,” said Mr. Casesa, referring to the time that lapsed in model redesigns. “Today it
is 2.9 years, which is a tremendous difference.” With annual sales of 16 million as the norm, the industry expanded its
infrastructure to meet demand. Even though the Detroit automakers have been shutting excess factory capacity and
shedding jobs to cut costs, their foreign rivals have been adding new plants in the United States to make up the
difference. Now, with sales plunging to levels not seen since the early 1990s, the industry will be forced to cut back
significantly on product development. Analysts also predict that the era of expansion of foreign companies in the United
States is probably over, as well. How the Auto Industry Fared, Fewer Cars and Trucks Sold

Nissan shifts best-seller production to cut costs Nissan Motor Co. will shift some production of its top-selling compact
car to India, Thailand and other nations, the company said Friday. The Nissan March model, and its counterpart Micra
model for French alliance partner Renault SA, are now produced in Japan and Great Britain. Starting in 2010, the model
will be produced in India, Thailand and three other nations, company spokeswoman Kana Minamidate said. But Nissan
has not announced production of the March will end in Japan, she said, declining comment on a report Friday in Japan's
top business daily The Nikkei that said all domestic March production will be moved to Thailand. Japan's No. 3 automaker
now produces 47,000 March compact cars a year at its Oppama plant near Tokyo for domestic sale. Moving production to
Thailand would take advantage of the surging yen and cut costs by about 30 percent, the Nikkei said. If that happens, it
would mark the first time Nissan -- or any major Japanese automaker -- has moved domestic production of a best-selling
model overseas. The dollar's plunge to 13-year lows -- at below 90 yen lately -- has fueled speculation that Japanese
automakers may move production overseas to take advantage of it. The weak dollar has so far proved devastating for the
Japanese automakers by diminishing the value of overseas sales when converted into yen.

The big chill

Auto Dealerships Prepare for Shakeout The nation's car dealers are bracing for the biggest shakeout in U.S.
franchising history. Thousands of dealer-franchisees are threatened with losing their businesses in coming months amid
falling sales and uncertainty over the future of Detroit's Big Three auto makers and their many brands. Auditing firm Grant
Thornton LLP's Detroit office predicts that 3,800 of all of the country's 20,000 dealerships would need to close to maintain
sales per dealer at last year's level. General Motors Corp. alone forecasts paring at least 1,700, or about a fourth, of its
dealers by 2012 as it contemplates a restructuring. Because the economic consequences for those franchisees could be
catastrophic, some dealers' attorneys aren't waiting for what one called a "tsunami” to hit. Instead, they're urging clients to
review their franchise contracts to better understand what options they might have should their franchiser-manufacturer
decide to drop a brand, merge with another company or simply go out of business. Another issue is a dealership's
goodwill -- what a business is worth beyond its physical assets. There's no single formula for determining that value. Big
dealership chains already have been writing off the value of their Detroit-brand franchises. AutoNation Inc., the country's
largest car-dealership chain, took a charge of $1.46 billion in the 2008 fourth quarter to cover a sharp decline in the value
of its dealerships selling vehicles made by GM, Ford Motor Co. and Chrysler LLC. Sonic Automotive Inc., the third-
largest chain, reported a write-down of $21 million. And Group 1 Automotive Inc., the fourth-largest dealership, took a
write-down of $30 million related to its Detroit-brand dealerships. Some dealers and their attorneys fear that cash-
strapped auto makers may rely on attrition to diminish their dealer numbers -- hoping that those in financial straits will
decide that it's time to abandon ship. Indeed, in recent months, dozens of dealers have gone out of business.

Auto Industry: the Rescue Debates

Obama Is Said to Drop Plan for ‘Car Czar’ to Fix Detroit — President Obama has dropped the idea of appointing a
single, powerful “car czar” to oversee the revamping of General Motors and Chrysler and will instead keep the politically
delicate task in the hands of his most senior economic advisers, a top administration official said Sunday night. Mr.
Obama is designating the Treasury secretary, Timothy F. Geithner, and the chairman of the National Economic Council,
Lawrence H. Summers, to oversee a presidential panel on the auto industry. Mr. Geithner will also supervise the $17.4
billion in loan agreements already in place with G.M. and Chrysler, said the official, who insisted on anonymity. The official
also said that Ron Bloom, a restructuring expert who has advised the labor unions in the troubled steel and airline
industries, would be named a senior adviser to Treasury on the auto crisis. The unexpected shift comes as G.M. and
Chrysler race to complete broad restructuring plans they must file with the Treasury by Tuesday. The companies’ plans
are required to show progress in cutting long-term costs as a condition for keeping their loans. The administration official
said the president was reserving for himself any decision on the viability of G.M. and Chrysler, both of which came close
to bankruptcy before receiving federal aid two months ago. One of President Obama’s top advisers said Sunday that the
administration had not ruled out a government-backed bankruptcy as a means to overhaul the automakers. “We're going




to need a restructuring of these companies,” the adviser, David Axelrod, said on “Meet the Press” on NBC. He added
that a turnaround of the companies would “require sacrifice not just from the auto workers but also from creditors, from
shareholders and the executives who run the company.” The automakers had been expecting the appointment of a car
czar to break the logjam of negotiations with the United Auto Workers over the finances of a retiree health care trust, and
with bondholders about reducing the companies’ debt. Mr. Bloom is known for bringing his Wall Street experience as an
investment banker to an advisory role as the “in-house” banker for the steel workers’ union. With the auto union locking
horns with bondholders in the G.M. revamping deliberations, Mr. Bloom appears to bring credibility with both the union
and the debtors. Mr. Bloom could not be reached for comment Sunday night. Another senior administration official said
that Mr. Obama had considered appointing a car czar, and among those considered for the job was the private equity
executive Steven Rattner. It was not clear why the administration changed course or whether Mr. Rattner would have a
role on the task force. The panel, called the Presidential Task Force on Autos, will draw officials from several agencies
including the departments of Treasury, labor, transportation, commerce and energy, according to the administration
official. Many members of the task force have already been working closely with G.M. and Chrysler on the viability plans
they are preparing for the government.

My Father's Chevrolets If ever there was a good idea gone bad, an American icon destroyed, a trust betrayed, it has to
be Chevrolet. It took only one 1951 Ford to make my father a Chevy man for life. One summer day in 1952 Dad went off
to Chevy Chase Chevrolet, unannounced, and traded in the Ford for a Chevrolet "tin woodie" station wagon, dark brown
with a tailgate that flapped down, a rear window that sprang up and a third seat in the back that folded flat, though the car
was so often filled with kids that it was rarely in that position. That day, my mother cried in front of her four children for the
first time any of us could remember.

Auto Team Wraps Up in Detroit President Barack Obama's auto team will spend Monday at the Detroit home of the Big
Three as the administration begins to narrow its options for helping the reeling auto sector. The field trip wraps up nearly
three weeks of fact gathering by the team since General Motors Corp. and Chrysler LLC submitted their rescue plans to
the Treasury Department in the hopes of winning billions more in government loans. Ford Motor Co. is not seeking
government aid. Top Treasury Department advisers Steven Rattner and Ron Bloom, who are leading the auto task force,
plan to use the day in Detroit to clarify an array of lingering questions surrounding the companies' rescue plans, which
many analysts have criticized as overly optimistic. The team will also meet with the United Auto Workers union to discuss
its willingness for deep compromises over wages, staff cutbacks and funding for its retiree health plan. While in Detroit the
auto team plans to tour production and engineering facilities and to test drive the Chevy Volt, GM's electric car that is the
centerpiece of its technology push. The visits will feature the GM Technical Center and the Chrysler Dodge Truck Center.
The team will then hold discussions with GM and Chrysler officials, as well as top representatives from the UAW. The
weeks ahead are filled with peril for both the White House and the auto makers as administration officials face a March 31
deadline for deciding whether to give the companies nearly $22 billion more in federal assistance. Political pressure is
mounting against an open-ended bailout of GM and Chrysler, with strong support in many quarters for the companies to
reorganize through bankruptcy. But with the nation's unemployment rate now over 8%, President Obama and his team are
wary of undermining the UAW and sending another economic shockwave through the heart of the country's industrial belt.
The last few weeks have served as a crash course for the Obama auto advisers, none of whom have past experience in
the car industry. Mr. Bloom came to the Treasury after years advising the United Steelworkers union, while Mr. Rattner left
a lucrative career as a financier and co-founder of the private-equity firm Quadrangle Group.

Obama rejects GM, Chrysler restructuring plans President Barack Obama said Monday that neither General Motors
nor Chrysler has proposed sweeping enough changes to justify further large federal bailouts, and demanded "painful
concessions" from creditors, unions and others as their price for survival. Obama also raised the possibility of a controlled
bankruptcy to help either or both "restructure quickly and emerge stronger" — uttering the term that industry and union
officials have warned repeatedly could lead to the collapse of an entire domestic industry. With his words, Obama
underscored the extent to which the government is now dictating terms to two of the country's iconic corporations —
forcing the departure of Rick Wagoner as CEO of General Motors, and bluntly warning it may pull the plug on either or
both companies. The Bush administration late last year approved $17 billion in federal funds to help GM and Chrysler
survive. It also demanded both companies submit restructuring plans that the Obama administration would review. Even
as he pronounced their effort unsatisfactory, the president said the administration will offer General Motors "adequate
working capital” over the next 60 days to produce a reorganization plan acceptable to the administration. He said
Chrysler's situation is more perilous, and the government will give the company 30 days to overcome hurdles to a merger
with Fiat, the Italian automaker. If they are successful "we will consider lending up to $6 billion to help their plan succeed,"
he said. Obama spoke at the White House with the Big 3 standing at yet another crossroads. As the president noted, the
industry has shed over 400,000 jobs in the past year as the recession took hold. Officials announced last week bailout
funds would be made available to companies that supply the automakers, an attempt to keep them afloat. Obama said he
is committed to the survival of an auto industry — on terms that will allow it to compete internationally. "But we also cannot
continue to excuse poor decisions," he said. "And we cannot make the survival of our auto industry dependent on an
unending flow of tax dollars." He also said some of the industry's progress has scarcely been noticed. He mentioned that




the North American car of the year in 2008 was produced by GM. "Let me be clear: the United States government has no
interest or intention of running GM," he said.

Auto pols stunned by 'tough love'

What's Next For Car Manufacturing In The U.S.(NPR) For 23 years, Jim Harbour was an executive at Chrysler starting
in 1957. Later he founded The Harbour Report, which is closely read by the automotive industry. Habour is also the author
of the new book Factory Man. He talks with Renee Montagne about whether the lack of a long-term strategic vision has
caused the domestic auto industry to be in trouble.

News Analysis: For U.S. and Carmakers, a Path Strewn With Pitfalls As an assertion of government control over a
huge swath of the industrial landscape, President Obama’s decision to reshape the automobile industry has few
precedents. In essentially taking command of General Motors and telling Chrysler to merge with a foreign competitor or
cease to exist, Mr. Obama was saying that economic conditions were sufficiently dire to justify a new level of government
involvement in the management of corporate America. His message amounted to an inversion of the relationship that had
helped define the rise of American manufacturing might in the 20th century; now, Mr. Obama seemed to be saying, what
is good for America will have to be good enough for General Motors. In the past, the United States government had briefly
nationalized steel makers and tried to run the railroads, with little success. In the last nine months it has taken control of
the American International Group insurance firm and Fannie Mae and Freddie Mac, firing their management as well, at
a cost that dwarfs what is unfolding in Detroit. But directing the fate of a vast manufacturing company, one that still looms
over the Midwest, is an entirely different kind of enterprise. And at a time when economists are debating the merits of
nationalizing sick banks and pouring more taxpayer money into the economy, it raised the question of whether
deteriorating circumstances were leading the administration down a path to deeper intervention in the private sector. In
presenting the automobile plan on Monday, Mr. Obama suggested just how tricky it can be for Washington to wade into
the marketplace: He declared that the government would back up warranties on Pontiacs and Buicks and the rest of the
G.M. and Chrysler product lines, so that consumers would have no fear of buying those cars. It may have been a
necessary step, but it means that the government now is not only the ultimate guarantor of savings accounts and
insurance policies — it will also cover that blown transmission.

Wagoner Had to Go What's good for General Motors really is good for America after all. And vice versa. That's the best
way to read the sad but necessary -- in fact, long overdue -- departure of General Motors CEO Rick Wagoner Sunday, at
the behest of President Barack Obama's Automotive Task Force. Give the Obama team credit, too, for replacing most of
GM's pet-rock board of directors, which put loyalty to Mr. Wagoner above duty to shareholders while the company
imploded. These steps add serious credibility to the task force's effort to force fundamental changes at GM and Chrysler,
the two car companies getting federal aid. Chrysler was given 30 days to form an alliance with another car company, most
likely Fiat. The task force concluded, correctly, that Chrysler can't survive as an independent company. GM has 60 days
to offer a realistic survival plan with new concessions from bondholders and the United Auto Workers union. Sound
familiar? That's basically what the Bush administration told GM last December, before the Bushies bypassed Congress
and doled out the first $13 billion. By extending the deadline yesterday, the task force risked coming across like a hapless
parent saying to the misbehaving children, "Kids, this time | really mean it." But dumping the board and Mr. Wagoner --
just two weeks after the executive insisted his job was secure -- changes the game, as does the president's blunt talk
yesterday. Mr. Obama raised the possibility of "using our bankruptcy code to help them restructure and emerge stronger."
I'll have to confess initial skepticism about the president's Automotive Task Force, but so far I'm impressed.
Business executives are supposed to be hard-nosed realists, but we heard more realism from Mr. Obama
yesterday than we've heard from Detroit in years. Speaking of unreality, Michigan Gov. Jennifer Granholm said that
Mr. Wagoner is a "sacrificial lamb," but that's only if you don't look at his record. Since Mr. Wagoner became CEO in June
2000, GM's stock price has declined from more than $70 a share to under $3. The past year has been brutal on all stocks,
but even in 2005, when car sales stood at near-record levels, the company lost $10.6 billion and the stock had plunged
nearly 75% from when Mr. Wagoner took the helm. GM also suffered a steady slide in its U.S. market share -- from 28%
to 22% -- during the Wagoner era.

Cerberus Tries to Get Chrysler Out of a Ditch For Stephen A. Feinberg, the long road back from the most disastrous
investment of his career — Chrysler L.L.C. — began last week around a polished wood table inside the Treasury
Department. It was not the road he had envisioned when his private investment firm, Cerberus Capital Management,
bought Chrysler in the summer of 2007. Back then, Mr. Feinberg was hailed as a hero — the Wall Street financier who
just might save the American car industry. Instead, he lost billions for his investors and co-investors. And last week it
became clear that he would lose Chrysler’'s auto operations, as well. So as the Obama administration prepared to assert
control over Chrysler and General Motors, Mr. Feinberg flew to Washington to try to salvage what he could. In a midweek
meeting with Treasury officials, Mr. Feinberg agreed to give up the 80.1 percent stake in Chrysler held by Cerberus and
its co-investors, according to a person briefed on the negotiations. He first offered to do this last year. But this much is
certain: Cerberus, long considered one of the most formidable investment firms on Wall Street and in Washington,
stumbled badly in Detroit. It is now struggling to rescue not only what it can of its investments — about $3 billion in




Chrysler and the two finance companies — but also its reputation. Cerberus persuaded others on Wall Street to invest
billions more. Cerberus, many agree, was like so many private equity firms that overreached during the late boom in
corporate buyouts. “There was a certain degree of hubris here,” said John Gabbert, the chief executive of PitchBook, a
firm that researches private equity. Its daring deal for Chrysler vaulted Cerberus, then virtually unknown outside financial
circles, to prominence. But now Cerberus — and its investors — are paying the price.

In Helping Chrysler, Fiat May Find an Opportunity Four years ago, Fiat's car unit was in such bad shape that General
Motors paid $2 billion to buy its way out of its commitment to acquire the company. Now, after a reversal of fortune
worthy of a Hollywood movie, Fiat is being billed as Chrysler’s savior. President Obama is requiring that the two
companies complete their plan for partnership before Chrysler can receive another multibillion-dollar loan to keep it out of
bankruptcy. But can a marriage with Fiat save Chrysler, and how would a union look? Industry experts on both sides of
the Atlantic herald Sergio Marchionne, the chief executive of the Fiat Group and the architect behind Fiat's turnaround, as
just the person Chrysler needs. Yet even if Fiat and Chrysler reach an agreement — and Fiat is in the driver’s seat, as the
White House has imposed an April 30 deadline on Chrysler — Mr. Marchionne will run into challenges that have relegated
a long list of cross-border partnerships in the auto industry to failure. “In returning Fiat to health, Marchionne succeeded in
doing something that seemed nothing short of impossible, but saving Chrysler might be even a bigger challenge,” said
Sergio Pigoli, chairman of the financial consulting firm Pigoli Consulenza. Under the original preliminary accord with
Chrysler, Fiat was to get a 35 percent stake in return for letting Chrysler build small cars using a number of its
“platforms,” the industry term for the mechanical underpinnings of a vehicle, including engines. Fiat specializes in fuel-
efficient pint-size vehicles; Chrysler has depended on heavy sport utility vehicles and minivans. Fiat would have received
access to the American market and Chrysler would have gained a distribution network outside of North America.
Gualberto Ranieri, a Fiat spokesman, said the previous accord had been thrown out and negotiations had begun anew.
Mr. Marchionne, who took over at Fiat in 2004, flew to Detroit on Monday to meet with Chrysler's management. The basic
outline of a future alliance is likely to look much like the proposed one. Eventually Fiat and Chrysler would build both
companies’ models together on assembly lines in the United States and Europe, allowing economies of scale.

Looking to Fiat to Guide Chrysler It would also dovetail with Marchionne's strategy to expand Fiat, and his
assessment of the U.S. auto industry, which is as blunt as his earlier assessment of Fiat. "U.S. car companies
have lived in a dream world," he said in an interview a few weeks ago. "Their financing activities covered up the
sins on the industrial side."

Toyota's jobless pin hopes on motor city recovery The optimistically named "hello work™ unemployment office here is
jam-packed with anxious faces these days as the city named after Japan's top automaker bids goodbye to the boom
times. The queues of jobless are testament to the human costs of a global slump that's dragging Toyota Motor Corp. -- the
mainstay employer for the city and surrounding region -- into its first annual loss in nearly 60 years. Many job seekers
aren't thinking about leaving Toyota city just yet as prospects for finding work elsewhere in a recession-struck Japan are
even more dismal. They're also pinning hopes on Toyota, the world's No. 1 automaker, recovering to drive the city's
prosperity again -- unlike Detroit, the U.S. auto capital, which has been blighted by a decades long decline. Up until now,
the area's sprawling network of parts-makers had been notorious for chronic labor shortages as global consumers
snatched up Prius hybrids and Lexus luxury cars. Toyota city's branch of "hello work," government offices that provide job-
referral services and help with applications for unemployment benefits nationwide, isn't used to big crowds. No wonder its
officials look harried. People looking for jobs have nearly tripled to more than 2,600 a month from about 1,000 the same
month the previous year, and the numbers were growing in recent weeks. Job openings have shriveled to about a third of
last year's levels, leaving only scarce offerings in the service sector, such as restaurants and homes for the elderly. Global
economic woes are trickling down as everyday pain to the very people who had flocked to Toyota, a city with a population
of about 400,000, in search of lucrative work -- not only from Japan's remote rural areas but also from as far away as Peru
and Brazil. But Toyota may avoid the serious social woes that besieged the American "motor city" of Detroit, starting in the
1970s. So far, the job cuts at Toyota Motor Corp. are coming for those hired on temporary contracts, and the core
employees hired under Japan's longtime system of "lifetime employment" have been spared. Toyota has not resorted to
layoffs, although it has reduced temporary workers at its Japan plants to 3,000 workers recently from as many as 9,000 in
March last year.

Putting On a Brave Front IF you listen closely at the New York auto show, you can almost hear the pent-up pressure
beneath the optimistic speeches and aspirational displays of gleaming sheet metal: it is the sound of an industry holding
its collective breath. During media previews of the show last week, car executives sought to reassure anyone within range
of a microphone or notepad that perhaps the worst of the sales carnage is over, that compelling new models will tempt
people back into dealer showrooms. Consumers, at least those with gainful employment, can judge for themselves at the
2009 show, which runs through April 19 at the Jacob K. Javits Convention Center in Manhattan. Many of the car
introductions carried a worrisome subtext, especially those of the two Detroit companies in critical care, Chrysler and
General Motors. Before a redesigned Jeep Grand Cherokee drove into the spotlight, James E. Press, Chrysler’s vice
chairman, cited mildly hopeful sales statistics from the first three months of 2009 to show that the company was making
progress. That Jeep may have been the one of the bigger surprises of the show, a Mercedes-based S.U.V. with the




sophisticated design, technology and high-quality interior that has often eluded Chrysler in recent years. Yet even as the
reporters and analysts praised and pored over the Grand Cherokee, many were whispering about whether Chrysler would
still be around next year, when the Jeep is due to go on sale as a 2011 model. When Mr. Press rode onstage in a tiny Fiat
500 — a bit of unexpected ice-breaking showmanship, though the prospective merger of Chrysler and Fiat has not
occurred — it raised questions about whether the Italian automaker could truly deliver small cars that Americans would
buy — and do so quickly enough to rescue Chrysler? Mr. Press praised the Obama administration for “endorsing” the
Fiat-Chrysler deal, but many in the audience were no doubt recalling that the president’s auto task force had in fact
demanded that Chrysler either find a partner or go out of business.

How the U.S. Will Save GM and Chrysler So what is the final rescue plan likely to look like? For starters, it will certainly
require that workers accept a wage and benefit package that would bring labor costs down to the levels of Toyota and
Honda plants in the United States. In February, the UAW took a big step in that direction by accepting a two-tiered wage
structure that cut the pay of new hires roughly in half. But with the government insisting that labor costs come down
immediately, unionized workers will have to accept immediate reductions in base pay, along with increased cost sharing
for their health insurance. Even that's probably not enough, however. The generous defined-benefit pension plan that
UAW workers have always gotten will need to be replaced by company contributions to individual 401(k) plans. And to
reduce the tens of billions of dollars that both GM and Chrysler have committed to fund a new retiree health plan, the
government is likely to insist that benefits be trimmed and that half of the money come in the form of stock in the new
companies. Both companies will also have to lay off tens of thousands of additional employees as they eliminate brands,
close more plants and outsource more non-core functions. Chrysler's product line will be reduced to Jeeps, minivans and
trucks, along with a new line of passenger cars using Fiat-designed platforms and engines. GM, meanwhile, will be left
with its Chevrolet, Cadillac and Buick nameplates, along with GMC trucks. Going through bankruptcy would allow both
companies to bypass state laws and dramatically reduce the number of dealerships without having to take the time and
bear the expense of buying back the franchises from their owners. Still unresolved, however, will be the tricky question of
what to do about the hundreds of thousands of cars now on those dealers' lots. The worst outcome would be to force the
dealers to dump them on an already depressed market at deep discounts. The toughest negotiations will be with the GM
bondholders and Chrysler bankers, who have already been told by Rattner & Co. that nearly all of what they get will be in
the form of stock in the new company, rather than cash (which they don't have) or new debt (which the Treasury is eager
to minimize). The only question now is how much of the new companies they will own. Given the amount of money it is
likely to put into the automakers, the government will be entitled to more than half of the stock of the reorganized
companies. Then there is the union's health fund, which will probably be entitled to stakes of 20 to 25 percent, reflecting
not only the reduced cash payments it will receive but also all the other concessions made by active and retired workers.
At Chrysler, there's also the matter of Fiat's contribution of technology and management services, which it offered for a 20
percent share. That leaves only about 10 to 15 percent of each company. Bankers and bondholders will kick and scream
and call it unfair, but in the end they'll take it because, like everyone else in this adventure, they'll conclude that it's better
than the alternative. And that's the way GM and Chrysler will be saved.

Chrysler Pushed Into Fiat's Arms President Barack Obama pledged to give Chrysler LLC "a new lease on life" by
ushering the storied auto maker into a bankruptcy reorganization that will empower its union and put Italy's Fiat SpA in
charge while elbowing aside its creditors. Administration officials said the bankruptcy could last a relatively short two
months and lead to a healthier Chrysler. But the intervention Thursday to preserve the 84-year-old company is far from
certain and could stall in court, especially if aggrieved parties such as creditors and dealers mount a legal challenge. The
move also could disrupt the country's already-fragile automotive suppliers and scare away Chrysler's already-scarce
customers. The plan envisions a partnership between Fiat and the United Auto Workers union, one of the more peculiar
ownership structures in Chrysler's tortured history. The filing may pave a path for General Motors Corp., whose own
U.S.-imposed deadline for reorganization is a month away. Chrysler's Chapter 11 filing -- the sixth-largest ever -- is
designed to arrest the decline of a company that popularized the Jeep and the minivan. It marks the latest in a series of
government interventions. Earlier, Washington took stakes in troubled banks and insurance giant American International
Group Inc. The administration is determined to protect UAW jobs and salvage the third-largest domestic auto maker, even
at the expense of Chrysler's secured lenders. Critics among the lender group charged that the deal would upend
established bankruptcy practice by putting junior creditors on par with secured ones. The pact gives Fiat the opportunity to
increase its equity by up to 15 percentage points if it introduces efficient engines to be built in the U.S. and rolls out a car
that gets 40 miles a gallon. Later, it could take a controlling stake if certain conditions are met. The U.S. government will
name four Chrysler board members, Fiat will name three, the UAW one and the Canadian governments one. Cerberus
Capital Management LP, which struck a $7.4 billion deal to buy control of Chrysler two years ago, will lose all its equity in
the company. Mr. Nardelli will become a Cerberus adviser. The UAW's retiree health-care fund, which was owed $10.6
billion by Chrysler, will also get a promissory note of $4.6 billion to be paid off by the company over the next 13 years with
interest

Slump, Debt Dashed Bid to Rescue Chrysler
Road to Recovery Won't Be Easy
A Chrysler Bankruptcy Won 't Be Quick




Fiat 's Marchionne Faces Hurdles
Longtime Car Dealers Fear Closures
Parts Makers Could Be Pushed to the Brink

Auto Industry: Future Requirements

End-of-Year Letter to the Automotive Industry” The coming restructuring in the automotive sector will be far-reaching
and gutwrenching. There will be consolidation, but not in the traditional sense: At this juncture there is little point in
companies combining to acquire scale or scope. Instead, the restructuring will flush all the noncompetitive assets out of
the system. The remaining assets—whether they belong to original equipment manufacturers (OEMSs) or suppliers—will
be organized into bundles that, collectively, will be significantly more competitive. Good products and good positions will
remain competitive, albeit potentially in different hands. The marginal players and positions will disappear. Just as the
decline in demand for new vehicles is historically unprecedented, so too will be the effects on the industry’s structure.
Within a matter of months, the industry landscape of OEMs, suppliers, dealers, and finance companies will be far
different. Everyone will be affected, but the effects will be far from uniform. The near-term and long-term prospects among
the various players vary greatly, and the differences in relative strength among competitors—both OEMs and suppliers—
will be greatly magnified in the upheaval now irreversibly under way. The differences between the strong and the weak
are so great that a major restructuring of the Detroit auto industry into something much smaller, much leaner, and much
more viable is inescapable. Government money and intervention may well affect how quickly the restructuring occurs and
how controlled it is, but not its inevitability. Federal funding without radical restructuring will only postpone the reckoning.
With the Detroit Three bleeding $4 billion to $5 billion in cash collectively every month, funding their excess capacity for a
couple of years is simply not politically or fiscally practical for the U.S. government. The most important action every
stakeholder in the auto industry must take is to think globally and beyond the immediate horizon. The causes of the
current downturn demonstrate the degree to which every player is inextricably intertwined; this recession will be deep and
long, and the ensuing massive restructuring will affect every company in every region around the world. On the other side
of the recession will be an auto industry that has been transformed globally. Success in the upturn will require companies
to understand the terms of that transformation—new technologies, new sources of demand and supply—and to act
accordingly.

Is Steel’s Revival a Model for Detroit? Yet steel’s savior was not the government bailouts it ardently sought but exactly
what it so long tried to avoid: bankruptcy. Only when the companies failed were they successfully slimmed down and
retooled into smaller but profitable ventures. As debate continues over what, if anything, should be done for G.M., Ford
and Chrysler, the steel industry may offer a model. The steel and auto industries are both capital-intensive enterprises
that peaked a half-century ago and have been intermittently embattled ever since. Both secured peace with their unions
by vastly expanding benefits, a bargain that eventually hobbled them. Both had entrenched layers of management that
believed — despite all evidence — they could wish away change.There are also key differences. Steel is essentially a
straightforward commodity industry: the companies compete on price. Auto sales are often ruled by consumer
perceptions. This has been a problem for Detroit. Many of its customers long ago fled for Toyota and Honda and a
bankruptcy would scare away many more. Thanks to all of steel’s tribulations and consolidations — and, no doubt, a world
economy that was booming until recently — the industry is relatively healthy. If only the car companies could get to this
sweet spot. They assert they are chopping operating costs but need a lifeline in the form of the $25 billion in loans. G.M.,
the weakest of the three, says that without the money it will soon run out of cash to operate. Chrysler says it would not be
far behind. Not so fast, said Mr. Ross. The investor who made a fortune off steel companies that were not bailed out is in
favor of a G.M. bailout. Mr. Ross doesn't dispute that the auto companies are as bloated as the steel companies were,
and certainly doesn't think they should get a blank check. But he thinks the consequences of what he calls free-fall
bankruptcies — ones without any government role — could be disastrous. G.M. would drag hundreds of suppliers down
with it, and they would all have trouble getting back up again. Furthermore, it's a tremendously problematic time. The final
collapse of the steel industry came when the economy was relatively healthy and could absorb the blow. The current
economy is the weakest in decades.

Pelosi on Face the Nation on Auto Bailout

“One Billion New Automobiles,” Three trends that will change the future of the automobile industry. Imagine how the
world would be transformed if the number of people who owned cars doubled in a decade. In fact, as the rate of personal
vehicle ownership soars in Asia, a new kind of global automotive manufacturing industry is emerging to capitalize on this
new customer base. Automakers (and the financial markets and supply chains that support them) already know their
world is going to change; the media are beginning to pay attention to fledgling motor vehicle companies such as Chery (in
China) and Mahindra and Mahindra (M&M, in India). But few people realize the full implications. If the auto markets of
developing nations evolve on a par with established markets by, say, 2020, that development could upend today’s
prevailing notions of what a car costs, how it is produced, and how it is used. The trends that will shape this future — from




automobile production to environmental impact to changes in working patterns — are proceeding at different speeds. But
they are all interrelated, and their impact will be cumulative. These trends include:

What's Hot? Cars That Last The lousy economy is making planned obsolescence obsolete in the car business. The
auto industry is geared up to sell you a new car every four or five years -- a legacy of General Motors Corp.'s realization
early last century that cars could be marketed as status symbols and fashion accessories. That insight helped GM end the
reign of Henry Ford's utilitarian and durable Model T, and turbocharged America's post-World War Il consumer
culture.Now, rattled by economic hard times, many Americans are heading back Henry Ford's way. It's not because they
want cars that are black and drab. It's because they want vehicles that will last, and that promises to be a powerful force in
the auto industry's painful shakeout. For executives and government officials fighting to save Detroit brands, there is good
news and bad news here. The good news is that six of those brands -- Buick, Mercury, Lincoln, Cadillac, Ford and
Chrysler -- finished above the industry average for problems per 100 vehicles in J.D. Power & Associates' 2009 Vehicle
Dependability Study, which was released last week. Buick tied with Jaguar for No. 1 overall, just ahead of Lexus and
Toyota. The bad news for Detroit: Models from Toyota Motor Corp.'s Toyota, Lexus and Scion brands dominate the
survey when you look at the best-performing models in specific market segments. Modern cars and trucks are, on the
whole, remarkably durable pieces of hardware, and hard times are pushing more consumers to hang on to vehicles
longer. The average age of a car at trade-in so far this year is 73 months -- more than six years old -- compared to 65
months in 2006, before the economy started to tilt, according to J.D. Power, a market-research arm of McGraw-Hill Cos.
"In the recent past, when the industry was selling 16 million to 17 million [cars and trucks a year], people were replacing
cars because they wanted to, not because they needed to," says David Sargent, Power's vice president for automotive
research. But now, with credit tight and job anxiety high, "they have to hold on to a vehicle, and they can."

The End of the Affair With Cars A key to any comeback by Detroit is reconnecting with car fanatics, as cars

become longevity-driven commodities for more Americans.

Building Cars by Design That shouldn’t imply, however, that consumers in developing markets are willing to put up with
“cheap” cars or little cars from which critical features have simply been removed in order to sell them for less money.
Rather, like many car buyers in the West, these consumers are looking for low-cost vehicles that are designed specifically
for their needs, but that maintain high standards of quality, reliability, and style. In other words, these consumers are
“value” shoppers. The meaning of value, of course, varies with one’s point of view. Consumers in India, for instance, need
cars that maximize passenger room because they use their autos primarily as family vehicles to drive around town; by
contrast, in the West, with its better roads and routine long-distance driving, cargo capacity matters more. And Indian
drivers are willing to pay a bit more for cars that offer the latest in comfort, safety, and utility, but not for cars with power
windows and locks or fancy sound systems. Automatic transmissions are desirable in India and China — nobody wants to
keep pressing the clutch and shifting gears in the inevitable stop-and-go traffic — but powerful engines are not.
Succeeding in developing markets, therefore, requires rethinking from start to finish how new cars should be designed
and built. It calls for a deep understanding of the unique needs of consumers in developing countries and the ability to
assemble the combination of power trains, bodies, features, and options that best match those desires — at affordable
prices. We call this process “design to value.” It's a far cry from “design to cost,” the typical approach used to make cars,
in which a final price is set and the new car is then engineered to be sold profitably at that price; the concept of how
consumers perceive value does not really enter into the equation. Design to value, on the other hand, involves a series of
complex, varied, carefully thought-out decisions about which types of engines to use; which equipment should be
standard; what safety add-ons to include; how parts and materials are engineered; and which designs are most attractive
to the target customer base. And if an automaker hopes to differentiate its products from others in the market, these
decisions must be made in light of the kinds of value decisions competitors are making.

Failures of Adoption, Adaptation and Innovation

Best & worst cars review Not all cars are created equal, and we have the data to prove it. Of course, numbers can tell a
variety of tales and we understand every consumer has different priorities. To that end, we have compiled a series of best
and worst lists to highlight performance in a wide variety of categories. These lists can be an excellent tool for filtering
down your purchase considerations or for stocking up on vehicular trivia. Start with the lists below, and then explore topics
from the left-hand navigation.Create your own custom lists based on the factors you find most interesting by using our
interactive Car_Selector tool (available to subscribers). Overall test scores are based on more than 50 individual
Consumer Reports tests and evaluations, and are presented on a 100-point scale.

Consumer Reports Brand Perception Survey Car owners delay new-vehicle purchases citing safety, quality, and value
as key factors. Nearly half of the respondents to the Consumer Reports Car Brand Perceptions Survey said that they will
wait longer before purchasing a new vehicle. Leading reasons for the delay include the weak economy, cited by 30
percent; high interest rates for vehicle financing, cited by 18 percent, and that the respondents are waiting for new fuel-
saving technologies to become more affordable, cited by 18 percent. For 13 percent, obtaining financing is currently an




issue. Those results suggest further challenges lay ahead for the beleaguered auto industry. Consumers facing a difficult
economy are changing their behavior and their perceptions. Consequently, we saw some shifts in rankings in the 2009
Brand Perceptions survey compared with last year’s results. In particular, Toyota and Honda saw increases, while
Chevrolet, Dodge, and Ford saw decreases in overall brand perception. The latest Auto Pulse survey conducted by the
Consumer Reports National Research Center focused on the ways consumers perceive and rank car brands in seven
crucial areas, including safety, quality, value, performance, environmental friendliness, design, and technological
innovation. It also looks at which of those factors are most important to consumers when they buy a vehicle.

2008 Car Brand Perceptions survey

Why Cars Don't Get 50mpg A 50mpg car would certainly put a tiger in the tank of the moribund U.S. auto industry. But
don't get your checkbook out quite yet. The reality is that you won't see a car on a showroom floor in America with 50mpg
on the window sticker for at least three years and maybe longer. Sure, all auto companies are focusing on jacking up fuel
economy, especially since Congress just mandated that all new autos sold by 2020 must average 35mpg. The new
mileage mantra also is motivated by the fact that car sales are weak, partially because of panic at the pump. But putting
out a 50mpg car any time soon is daunting even to the maker of America's mileage champ, the 48mpg Toyota Prius.
"We're close enough to spit at that now," says Bill Reinert, Toyota's national manager of advanced technologies. "It's not
an incredible stretch, but it's an incredible stretch to do it on a mass-market basis."

Car of the Future (Apr. 2008) Join the 'Car Talk' guys as they hit the road in search of a new breed of clean, fuel-
efficient vehicles.

In the News Running on Empty

“Toyota is eating your lunch.”
Martin Smith, FRONTLINE correspondent, to General Motors V.P.

As the car chiefs plead their case on Capitol Hill this week, the scene is all too familiar: we've been here before. This
excerpt from HEAT, FRONTLINE's recent two-hour special on climate change, recounts the unhappy tale of an earlier
occasion when Detroit's top guns vowed to mend their gas-guzzling ways and begin building a whole new line of fuel-
efficient vehicles. For that pledge, they were hailed as heroes and visionaries, but alas, as correspondent Martin Smith
reported, the vision never quite made it off the assembly line.
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