
Carmakers

Saving Detroit

Politicians, business and the unions all want a bail-out of Ford and General Motors. That would be a mistake

announced on November 7th
that they had burnt their way
through a total of nearly $15 bil-
lion of their precious spare cash
in the third quarter. GM is on
course to run out of money early

next year; Ford a little later. Chrysler, 80% owned by Cerberus
Capital, a private-equity firm, is less open about its suffering.
But most people think it is already roadkill (see page 75).

Across American industry, politics and labour, rarely have
so many been so united: Detroit needs saving. The carmakers
think they need $50 billion of taxpayers' support to see them
through. At a time when the government is throwing more
than $1 trillion at the financial system, isn't that only fair? In-
deed, if it saves millions of jobs isn't it a bargain? You never
know, the state's investment might even turn a profit.

Bailing out Detroit would be a bad use of public money. It
would be bad in principle, because it would be an open invi-
tation to companies everywhere to apply for aid to survive the
recession. Banks qualify for help because the entire economy
depends upon their services. They are vulnerable to sudden
collapses in confidence that can spread to other banks that are

perfectly solvent. A good car company does not face the same
threat. And although Detroit employs a network of suppliers,
which would suffer if production shuts down, nothing would
sap a recovery and job-creating enterprise like locking up bad-
ly used resources in poorly performing companies.

America's carmakers accept the principle, but they argue
that in practice they too are a special case. After years of cutting
capacity and renegotiating their costs with the unions, the car-
makers argue that they are within a whisker of better times:
with one last shove from the taxpayer, it will be alright.

There is something to this-but not because of what is hap-
pening in America. As our special report explains, the global
car industry is shifting from the saturated markets of rich coun-
tries to the huge potential of fast-growing emerging markets.
As recently as 2005, America bought lorn more cars than the
total of the BRics-Brazil, Russia, India and China. This year,
sales of cars in the BRIcS should overtake those in America.

Despite slower economic growth in emerging markets,
there are reasons to think car sales will remain strong. America
has nearly one car for every person of driving age; China has
fewer than three cars for every 100 people and India fewer still.
Once people have a roof over their heads, meat on the table
and a good job, the next thing they want is a set of wheels. In
the next 40 years, the world's fleet of cars is expected to in-



crease from around 700m today to nearly 3 billion.
Some greens and pedestrians may find that a terrifying

prospect. But for today's embattled carmakers it is an extraor-
dinarily exciting one—and that includes the giants from De-
troit. GM has been as nimble abroad as it has been flat-footed
at home, an early-mover in China, Brazil and Russia, it holds
strong positions in all three markets. Ford is not far behind.

The next Chapter
But is that justification for a bail-out? Not at all. The United
States created Chapter 11 precisely to help companies that need
protection from their creditors while they restructure their li-
abilities and winnow out the good business from the bad. If
the North American businesses of GM and Ford filed for Chap-
ter 11, their activities elsewhere would be largely unaffected.
Even in North America, their businesses could continue to
make vehicles as they shed costs and renegotiated contracts.

The carmakers retort that being in Chapter 11 will poison

their business. Buying a new car is a long-term gamble on
there being dealers, spare parts and a thriving second-hand
market for your vehicle. Drivers overwhelmingly tell surveys
that they would not take the risk when Mercedes and Toyota
make perfectly good alternatives. But $50 billion is a lot to
stake on a hunch. A wiser bet is that whatever consumers say
today, the stigma of being in Chapter 11 would fade, obscured
by price cuts, advertising and most of all news that the car
companies were tackling their remaining problems. Remem-
ber that, in many ways, Chapter 11 is more stable and predict-
able than depending upon the government.

That is an unpopular message. It is almost certain to be ig-
nored by Congress, which is itching to "save jobs" and to coun-
ter the public-relations disaster of bailing out Wall Street. If the
state is determined to keep the industry out of Chapter 11, it
should set up a special fund and demand preferred equity to
deter shareholders in other industries from asking for money.
But it would still do better to let the car firms fail. •
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