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The US automakers are likely to crumble like the twin towers of the World Trade 
Center unless a vigorous and costly state intervention takes place sooner rather than 
later. Their disappearance would have the same effect on the ‘real economy’ as Lehman 
Bothers’ bankruptcy had on the financial sphere. After all, the Big 3 still account for 
one-quarter of global automobile output, two-thirds of which they produce in North 
America. The fallout would be extremely painful to their suppliers and to competitors 
who get their inputs from these same sources, leading to the elimination of hundreds of 
thousands of additional jobs. Then there are all the financed sales and leasing operations 
that the Big Three have developed in recent years, plus the way a large part of their 
receivables portfolios has been transformed into derivative products. They used the 
same subprime facilities as other sectors did.  

The conditions underlying the American automobile firms’ current situation have 
their origins in the distant past. It should be noted, however, that these companies also 
had many opportunities to escape the trap set for them by the form of capitalism that 
progressively took shape in the United States following Richard Nixon's 1971 decision 
to let the Dollar float. 

Since the 1970s, General Motors, Ford and Chrysler have alternated periods of 
profits and losses, like all carmakers worldwide, with the exception of Toyota, Honda 
and Volkswagen, who have been continuously in the black thanks to productive models 
that differed from one another but were equally coherent and appropriate to their 
circumstances. Whereas the other European and Japanese carmakers always found a 
way to restore their financial equilibrium, the US Big Three sank inexorably into a 
swamp of deficits over the past five years.  

Floating the Dollar was supposed to reinvigorate growth in the United States by 
facilitating exports and limiting imports. As we now know, the unexpected results were 
in the fact the 1974 and 1980 oil shocks. With hindsight, a decision that was intended to 
make things harder for foreign competitors, notably in the automobile branch, had the 
opposite effect. European and above all Japanese cars, which were much more fuel-
efficient than their American rivals, found a new market of customers frightened by 
how much it cost to do things, including filling up their cars. In the 1980s, the Reagan 
administration tried to push back the tide by deregulating the labour market, cutting 
social protection and undermining union power. It also, despite ostensibly neo-liberal 
attitudes, erected barriers to trade, ranging from an obligation for foreign carmakers to 
produce locally if they wanted to increase their US sales to the outright taxation of 
certain categories of imported vehicles. 
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Japanese carmakers decided to take on this challenge. Their preference was to set up 
operations in states where unions were weak - or even in Mexico - much as the 
American Big Three had already started to do. Sales growth slowed but did not stop. It 
became obvious that the Japanese automakers’ superiority was no longer a question of 
wage differentials. This paved the way for an analysis attributing this success to an 
array of production methods. Swallowing their pride, General Motors, Ford and 
Chrysler stated that they would henceforth follow the Japanese example. This 
apparently led to improved performance, causing certain American theoreticians (many 
from MIT) to wax lyrical about a so-called ‘Japanese model’ that in actual fact never 
existed. The real dynamics of the era involved something completely different. 

The demand for automobiles had been deeply modified by two major developments: 
the counter-oil shock of 1986; and the replacement of a regulated distribution of 
national income – the mode that had been the basis for the post-war boom years - with a 
‘competitive’ distribution that emphasized ‘merit’, local and categorial bargaining 
strength and/or financial opportunism. Disparities in incomes and above all in 
employment and career prospects started to widen. Those social categories that stood to 
gain from the wave of deregulation fell in love with a new type of vehicle that was 
socially as ostentatious as it was ecologically disastrous, to wit, light trucks, including 
minivans, 4x4, pick ups and sport utility vehicles, all of which became the symbol of 
this population’s good fortune and social pretensions. In the United States today, this 
category accounts for 54% of all new vehicle sales, versus only 22% in 1980. Chrysler, 
reverting to the conceptual innovation strategy that had characterized its early years, set 
the pace in this new market segment, soon to be followed enthusiastically by Ford and 
then General Motors. Light trucks were not only easier to manufacture but suffered no 
immediate direct competition, in part due to the protection they were afforded by the 
tariffs levied on rival imports. This meant that they could be sold at a top dollar, turning 
this into a very lucrative business for the Big Three and helping to restore their bottom 
line. The slogan circulated that ‘America was back’. In reality, not everyone benefited 
from this turn of events. There was also another America, populated by individuals 
suffering from stagnant, declining or uncertain purchasing power and sometimes 
working two or more jobs. For them, this brave new world was nothing more than a bad 
dream. The resulting social fracture would translate into a continuous rise in foreign 
brands’ share of a domestic market that has for the past 20 years stagnated around the 
16 million new vehicle mark, notwithstanding a few sharp moves up or down.  

Light trucks were a drug that became an addiction and a hallucinogenic. The Big 
Three were counting on the exploitation of new oil fields to keep long-term petrol prices 
under control and satisfy the insatiable appetite of the nouveau riche and all those who 
wanted to join this class. Little was invested in designing compact cars characterised by 
thriftier and/or alternative driving systems – the only sensible response to the oil market 
turnaround that was bound to occur sooner rather than later.  Today, three-quarters of all 
vehicles produced in NAFTA (Canada, United States, Mexico) by American carmakers 
- and two out of every three models sold – are light trucks.  

Having regained profitability in the 1990s, Ford and General Motors started to 
dream of ‘globalization’, to the detriment of their foreign (especially European) 
subsidiaries, whose autonomy was diminished. The Big Three acquired a number of 
smaller European, Japanese and Korean carmakers in an attempt to ensure a global 
presence covering all market segments. Chrysler had the same idea in mind when it 
merged with Daimler. Ultimately, this agreement was a fool’s bargain. 
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These ill-conceived and expensive initiatives were ultimately very disappointing, 
certainly in comparison with the spectacular success of the Californian start-ups and the 
financial sector in general, being the two drivers behind the new cycle of American 
growth that lasted from 1993 to 2000. This was an era when General Motors and Ford 
began to believe in the mirage of the ‘new economy’, generally portrayed as the apex of 
neo-liberal thinking. In this vision, companies could only maintain dominance by 
divesting any manufacturing activities considered irremediably incapable of producing 
sufficient long-term profits, and focusing instead on design, marketing and services - 
notably financial services, deemed the only activities capable of generating the double-
digit profits required by the investment funds that owned 33% of General Motors and 
Ford. The Big Three therefore sold off their supplier subsidiaries, outsourced a 
maximum of manufacturing activities and subjected suppliers to a competitive bidding 
regime. They also built up their after-sales capacities, in both service activities 
(maintenance, rapid repairs, short and long-term leasing, used car sales, etc.) and 
finance (credit, insurance, leasing). This business line went well beyond automobile 
loans to encompass a whole range of sectors, property in particular. In addition, the Big 
Three began to count on a ‘dynamic’ management of employees’ pension and health 
insurance funds, driven by increasingly risky investments and active market trading, in 
the hope that this approach might help them to fund the rising payroll burden that was a 
direct result of their outsourcing process, which had led to a sharp fall in staff numbers 
and a concomitant rise in employees’ average age (in 2002 there were 2.8 pensioners for 
each active employee at General Motors, 1.2 at Ford and 1 at Chrysler - with average 
ages varying between 44 and 48).  

This house of cards started to crumble when the Internet bubble burst in March 
2000. The 2001economic slowdown led to a loss of $9 billion at Ford, with General 
Motors only staying in the black thanks to its finance subsidiary’s performance. 
Pensions and health insurance costs exploded, accounting by 2002 for 61% of all 
liabilities at General Motors and 47% at Ford. Even more ominously, market demand 
ran out of steam. The idea that people simply had to ‘work more’ no longer sufficed to 
maintain consumption levels. This led to a floodgate of consumer credit, with new loans 
being granted to increasingly insolvent households. The Big Three were no longer 
selling automobiles as much as the ‘American dream’. Sales to individuals on a leasing 
basis ended up accounting for 20% of total sales. Since then, things have worsened 
rapidly. In 2005, General Motors recorded a colossal pre-tax loss of $17 billion, 
followed by a loss of $5 billion in 2006 and $6 billion in 2007. The company may have 
performed well in South America and China, achieved further economies of scales by 
cutting platforms and renegotiated lower wages with its UAW labour union - but it was 
unable to pull out of its downwards spiral. 

By 2008, there was nowhere left to go. With customers defaulting on payments and 
a restriction of automobile loans, with an explosion in oil prices followed by the 
subprime crisis, rising inflation and global contagion, automobile sales collapsed totally, 
particularly in the light truck segment. By 30 September, General Motors had already 
lost $21 billion. Things were no better at Ford, which after a pre-tax loss of $15 billion 
in 2006 was looking to spill a further $10 billion of red ink in 2008. Ford and GM’s 
finance subsidiaries, which had once been able to offset some of their other losses, also 
started haemorrhaging money, with Ford’s financial services recording a loss of $2.2 
billion by 30 September 2008, and GM’s equivalent business a whopping loss of $5.7 
billion.  
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So what options are left for the Big Three? Their current backlog does not contain 
any of the cheaper and more fuel-efficient automobile models that the times call for. 
They will require an unprecedented mobilisation of capital and know-how to have any 
hope of developing alternative driving systems in the not too distant future. They were 
slow in divesting their smaller brands, in part because of inflated asking prices. Now 
these units will have to be sold quickly, in the worst possible market conditions. Indeed, 
it is not at all certain that any buyers can be found. Even if the units are divested, this 
will at best enable the companies to pay their monthly bills, i.e. there will not be enough 
to fund the new trajectories that they need to engage. Moreover, it is politically unlikely 
that the Obama administration can offer them all the help they need. They will have to 
relinquish major assets and restructure their product ranges in cooperation with other 
carmakers. Ford has already sold Mazda and Volvo should follow soon. There is every 
chance that Ford Europe, GM Europe (Opel, Vauxhall) and GM Daewoo are next on the 
list. Cerberus, the investment fund that owns Chrysler today, has been unsuccessful in 
organising an alliance or takeover. The best thing that could happen to the Big Three 
would be a strategic retreat to their American heartlands. The question is whether they 
will be given the time to do this. 

The global automobile industry landscape will be deeply transformed in just a few 
short years. This will be followed by an even greater upheaval, to wit, the ‘second 
automobile revolution’ that is already appearing on the horizon, driven by new alliances 
between new and old carmakers, on one hand, and non-petrol energy producers, on the 
other. The crisis that is just starting to erupt is not a crisis of regulation but a crisis of 
the model of capitalism and society that the United States and Great Britain naively 
believed that they could force on the rest of the world.  
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