
After the perfect storm: What’s next for the auto industry?
by Thomas H. Klier, senior economist, Martin Lavelle, associate economist, and James M. Rubenstein, professor, Miami University 

Amid the global recession in 2008–09, the U.S. auto industry experienced its worst downturn 
in recent memory. While conditions have improved in 2010, questions about which factors 
will shape the industry’s competitiveness remain. The Chicago Fed hosted a conference on 
May 10–11, 2010, at its Detroit Branch to explore the industry’s past, present, and future.
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Materials presented at the 
conference are available  
at www.chicagofed.org/ 
webpages/events/2010/ 
automotive_perfect_storm.cfm.

Theconferencebroughttogetherauto
industryleaders,analysts,academics,and
policymakerstodiscussthechallenges
andopportunitiesfacingtheindustry
asitemergesfromtheglobalrecession.
Theprogramwasorganizedaround
threequestions:Whatdidwelearnasthe
industrywentthroughits“perfectstorm”?
Whatisthestatusofongoingeffortsto
regulatevehicleperformanceandstim-
ulateinnovationintheautosector?
Whatarethecompetitivechallenges
facingtheindustryinthedecadeahead?

Recap of the past two years 

SteveRattner,formercounselortothe
Secretary,U.S.Departmentofthe
Treasury,openedtheconferencewitha
keynotespeechontheinterventionby
thefederalgovernmenttosaveGeneral
Motors(GM)andChrysler.Heargued
thegovernmenthadlittlechoicebutto
interveneatthetime.Anuncontrolled
bankruptcyforthesetwocompanieswas
notaviableoption,economicallyorpolit-
ically.Rattner,whowasoneofthetwo
senioradvisorsinPresidentObama’sauto
industrytaskforce,explainedthatthe
initialproposalsofthetwoautomakers
forrestructuringtheirbusinessescame
upshort,sotheObamaadministration
imposedaseriesof“extraordinarilytough”
conditions.Ifthecompaniescouldnot
meetthose,theyweretoldtheywould
havetofileforbankruptcy.1Ultimately,
thegovernmentcommitted$81billion

intotaltotheautoindustry,ofwhich
$50billionwenttoGM.Thebalance
wenttoChrysler,thetwoautomakers’
financingcompanies(GeneralMotors
AcceptanceCorp.andChryslerFinancial),
andinsuranceofobligationstosuppliers
andofcustomerwarranties.Whileitis
stillearlytojudgethesuccessofthat
intervention,RattnersaidthatGMand
Chryslerhavebeengivenafreshstart
andeverytooltheyneedtobecome
profitableagain.

Relatedtothegovernmentintervention,
theDetroitThree(Chrysler,Ford,and
GM)wereabletobringhourlylabor
costsinlinewiththoseoftheirforeign-
basedcounterparts,accordingtoSean
McAlinden,chiefeconomistandvice
president,CenterforAutomotive
Research.Animportantstepontheway
toregainingcompetitivenessforthe
DetroitThreewastheir2007laborcon-
tractagreementswiththeUnitedAuto
Workers(UAW).The2007contracts
establishedatwo-tiersystemofsalaries
andbenefits,significantlyloweringthe
automakers’costsfornewhires;trans-
ferredretirees’healthliabilitiestosep-
arateentities(voluntaryemployees’
beneficiaryassociations,orVEBAs)in
2010;andeliminatedthepost-retirement
healthbenefitsanddefinedpension
benefitsforallfuturehires.TheDetroit
ThreeandtheUAWsubsequentlyre-
negotiatedthesecontractstoadjustfor
theindustry’sdownturn,asChrysler,



The U.S. government recently committed significant resources 
to foster innovation in the area of fuel efficiency because light 
vehicles consume 60% of transportation fuel.

Ford,andGMshednearly120,000work-
ers,representinga40%declinefrom
their2006employmentlevels.McAlinden
pointedout,however,thatastheindus-
tryrecovers,significanthiringofsecond-
tierworkersbytheDetroitThreewould
havetowaituntiltheoverhangof
laid-offworkerswithrecallrightshas
beenaccommodated.

Toputthecurrentdownturnincontext,
ThomasKlier,senioreconomist,Federal
ReserveBankofChicago,comparedthe
mostrecentautoindustryrecession
withtheoneexperiencedin1979–80.

Whilesimilarinseverity,thetwodown-
turnsplayedoutagainstverydifferent
industrybackdrops.Automanufacturing
hasbecomemorefragmentedinthepast
30years,inlargepartbecauseforeign-
basedproducershaveestablisheda
significantpresenceinNorthAmerica.
Detroithaslostone-thirdoftheU.S.
marketintermsofsales,aswellasover
40%intermsofproduction,during
thistime.Nonetheless,theDetroit
Threearemoreconcentratedinthe
Midwesttodaythantheyhavebeenfor
manyyears—e.g.,halfoftheDetroit
Three’sproductioncapacityintheU.S.
andCanadaislocatedinMichigan
andOntario.

JamesRubenstein,professor,Miami
University,discussedrecentchangesto
theautopartssupplybase,whereabout
79%ofindustryjobsreside.Usingade-
tailedplant-leveldatabase,heproduced
evidencethatillustratedthecontinued
strengtheningofautoalley—anarrow
corridor,roughly700mileslongand
lessthan100mileswide,betweenthe
GreatLakesandtheGulfofMexico.It
increasedinimportanceasplantslocated
outsideautoalleyexperiencedadis-
proportionateshareofclosings.Healso
pointedtoamuchmoremodestdecline
insupplierestablishments(downless
than10%betweentheendof2006and
theendof2009)thaninsupplierem-
ployment(down37%duringthesame

time).Inaddition,hestatedthatifthere
isonethingwelearnedduringthecrisis,
ithasbeenhowinterconnectedthe
autoindustrysupplychainsare.For
example,fewerthan10%ofpartsplants
supplyonlyoneautomaker.Bythesame
token,nearlyallofthesupplierstothe
foreign-basedautomakersinNorth
AmericaalsosupplytheDetroitThree.

TomStallkamp,industrialpartner,
RipplewoodHoldings,sharedsomeles-
sonsfromhispreviouslongtenureat
Chrysler.AccordingtoStallkamp,adver-
sarialrelationshipsintheautoindustry

havebeenthenormformanyyears—
thisistruenotonlyforrelationships
betweenmanagementandlabor,but
alsoforthosebetweenautomakersand
suppliers,aswellasothersinvolvingauto
producersandtheircustomersanddeal-
ers.Herecommendedfurthercooper-
ationandcollaborationtoimprovethese
relationships.HealsoarguedthatDetroit
isstilltooinsularandshouldlookto
otherindustriesforbestpractices.He
warnedoftheloomingcompetitivethreats
fromIndiaandChina,whichinhisview
werenotbeingaddressedsufficiently.

Theautoindustry’sbusinesscultureand
itseffectsoncompetitivenesswereexam-
inedbyDanHowes,businesscolumnist
andassociatebusinesseditor,Detroit News.
HestatedthatDetroit’s“cultureofcon-
flict”hadresultedfromanattitudeof
entitlementintheindustry.Withno
otherindustryprominentinDetroit,the
autoindustry’sbusinessculturebecame
pervasiveand,inhindsight,corrosive.
Realchangeinthatcontextwasonly
possibleduringtimesofcrisis.Howes
pointedoutthatproblemswithbusiness
culturedidnotonlyaffectDetroit-based
autocompanies.Hecitedthebotched
mergerbetweenDaimlerandChrysler,
whichheattributedchieflytothediffer-
enceinbusinessculturebetweenthe
GermanandAmericancompanies.He
alsosuggestedToyota’squalityproblems
thatsurfacedearlierthisyearwere

rootedinthecompany’sbyzantineorga-
nizationalstructure.Changingabusiness
culturetakestime,butHowessaidhe
wasencouragedbythespeedatwhich
GMandChryslerhaveadaptedoverthe
pasttwoyears.

Regulation, policy, and innovation 

BrentYacobucci,energyspecialist,
CongressionalResearchService,de-
scribedeffortsthatareunderwayto
regulatefuelefficiencyandemissions
oflightmotorvehicles(passengercars
andlighttrucks).InearlyMayofthis
year,revisionstotheCAFE(corporate
averagefueleconomy)standardsfor
lightvehiclesbecameeffective.Prompted
bytheEnergyIndependenceandSecurity
Act(EISA)of2007,thesenewstandards
requirea30%increaseinthefueleffi-
ciencyofnewlyproducedvehiclesby
2016.Unlikethefirstsetofstandards
ofthelate1970s,thenewrulesinclude
regulationsontheemissionsofvehicle
greenhousegases(GHGs).Nowthat
GHGstandardshavebeenadded,the
U.S.EnvironmentalProtectionAgency
(EPA)willserveasaregulatorinconjunc-
tionwiththeNationalHighwayTraffic
SafetyAdministration(NHTSA),which
regulatesvehiclefuelefficiency.2Accord-
ingtoYacobucci,EPAmodelingshows
thatoverthenextsixyearstherewillbe
fargreatermarketpenetrationofdirect-
injectiongasolineengines,dual-clutch
manualtransmissions,andstart–stop
technologies—allofthemfuel-efficiency-
boostingtechnologiesthatarecurrently
available.3Yacobuccialsostatedthatthe
newfuelefficiencystandardsforlight
vehicleswilllikelyhavedifferenteffects
ondifferentmanufacturers,basedon
howcostlyitisforthemtobringtheir
currentproductofferingsintocompli-
ancewiththenewrequirements.

TheU.S.governmentrecentlycommitted
significantresourcestofosterinnovation
intheareaoffuelefficiencybecause
lightvehiclesconsume60%oftranspor-
tationfuel,accountingfor42%oftotal
U.S.petroleumuse.EdwinOwens,su-
pervisorofhybridvehiclesystemsand
advancedmaterials,U.SDepartment
ofEnergy(DOE),discussedthecurrent
relationshipbetweentheDOEand
theautoindustry.TheDOE’svehicle
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Front and center was the question of how future vehicles will 
be powered, particularly in light of more-stringent fuel efficiency 
regulation as well as uncertainty about gasoline prices.

technologybudget,whichhasgrown
70%from2007,standsat$311million
in2010.Thisbudgetisdedicatedtoward
thedevelopmentofadvancedengines
andmaterials,automotivefuelcells,and
hybridelectricdrivetrains(engines
andtransmissions).TheDOEhasalso
allocated$2.8billionoffederalstimulus
fundingtovehicletechnologydevelop-
ment;$1.5billionofthishasbeensolely
designatedtoacceleratethemanufac-
turinganddeploymentofthenextgen-
erationofelectricvehiclebatteriesinthe
U.S.Inaddition,theDOEadministers

the$25billionAdvancedTechnology
VehicleManufacturingLoanProgram.
Includedinthe2007EISAandfunded
inSeptember2008,thisprogrampro-
videslow-interestloanstofirmstohelp
themestablishorupgrademanufacturing
facilitiesproducingadvancedtechnolo-
gyvehiclesintheU.S.Nearly$9billion
inloanshadbeenawardedbytheend
of2009.4

JimBrockbank,vicepresident,Export
DevelopmentCanada(EDC),explained
therelationshipbetweenEDCandthe
Canadianautosectorsupplybase.Asan
exportcreditagencywhollyownedby
theCanadiangovernment,EDCactsas
afinancialintermediarythatsupports
anddevelopsCanada’sexporttrade.For
manyyearstheEDChasassistedtheauto
sectorbyofferingrisk-management
products,suchasaccountsreceivables
insurance(protectionagainstcustomer
defaults);italsoprovidesworkingcapi-
talguaranteesandotherfinancingto
Canadianexporters.EDC’sprograms
targetingtheautopartssupplybase,in-
cludingthetoolanddiesector,amounted
toCAD$4.5billionin2009.5

Aprivatesectorperspectiveonauto
researchanddevelopmentwasprovided
bySwamyKotagiri,executivevicepres-
ident,CosmaInternationalofMagna
International.Magnaisalargeglobal
autosuppliercompanythatdoesbusiness
withallthemajorautomakersaround

theworld.Itscorecompetitivecapability
isengineering.Infocusingondevelop-
ment(asopposedtoresearch)aswellas
timelyproduction,Kotagirisaid,Magna
hascomeupwithasuccessfulmodelfor
innovation.Forexample,byapplyingthe
techniqueofhydroforming—bending
metalbymeansofwaterpressureas
opposedtostamping—Magnawasable
tobuilda45%shareinautomotive
framesfromscratchinarelativelyshort
time.Kotagirialsoaddressedtherolesof
governmentandtheprivatesectorinin-
novation.Hesuggestedthatgovernment

efforts,incooperationwithuniversities
ornationallabs,workbestforbasicre-
searchthatestablishesthefoundationfor
appliedresearchlateron.Automakers
andsuppliersintheprivatesectorare
focusedoninnovatingspecificproducts
andapplications.Furthermore,hestated
thatforanautomaker,theinnovative
capabilityofitssupplychainisacrucial
factorforsuccessinthemarketplace.

Challenges ahead

Conferenceparticipantsdiscussedseveral
factorslikelytoinfluenceautocompa-
nies’competitivenessoverthecoming
decade.Frontandcenterwastheques-
tionofhowfuturevehicleswillbepow-
ered,particularlyinlightofmore-stringent
fuelefficiencyregulationaswellasun-
certaintyaboutgasolineprices.Dan
Hancock,vicepresidentofglobalpower-
trainengineering,GeneralMotorsCo.,
discussedtherangeofpowertraintech-
nologies—fromimprovementstothe
conventionalinternalcombustionengine
(poweredbygasolineanddiesel)allthe
waytocompleteelectrificationofvehicles.
Thekeydilemmawithelectrificationis
theconsiderablylowerenergystorage
densityofbatteriesrelativetoliquidfuels.
Automakerswillneedtoworksimulta-
neouslyonmanyapproachestoincrease
fuelefficiency,saidHancock.

JohnPaulMacDuffie,associateprofessor,
WhartonSchooloftheUniversityof

Pennsylvania,addressedtheimportance
ofproductionflexibilityforautomakers.
Asmarketscontinuetofragmentand
productlifecyclescontinuetoshorten,
thecapabilitytobeflexibleintermsof
whatmodelcombinationscanbese-
quencedonagivenassemblylinewill
continuetobeanimportantfactorin
moreeffectivelyusinganautomaker’s
existingproductioncapacity.Basedon
hisstudyofassemblyplantsaroundthe
world,MacDuffiereportedthatthede-
greeofproductionflexibilityvariescon-
siderablyamongautomanufacturers.

DougSzopo,executivedirectorof
globalproductplanningandstrategy,
FordMotorCo.,illustratedFord’sefforts
tointegrateproductsonaglobalbasis.
Incuttingbackonthenumberofdis-
tinctmodelsandtheneedforindivid-
ualassemblyplatforms(setsofdesign,
engineering,andproductioncharac-
teristics),thecompanyhassignificantly
increaseditsvolumeperplatform(the
volumeoncoreplatformshasrisenfrom
29%in2007to50%in2009,anditis
projectedtoincreasetoabout90%within
fiveyears).Thisstrategyallowsforscale
economiesinprocuringparts,aswellas
thesharingofdevelopmentandengi-
neeringcostsacrossahigherproduction
volume.Szopohighlightedtheongoing
rolloutofthegloballyintegratedFocus



1Foracomprehensivesummaryofgovern-
mentactionsrelatedtotherescueof
ChryslerandGM,seeCongressional
OversightPanel,2009,September Oversight 
Report:The Use of TARP Funds in the Support 
and Reorganization of the Domestic Automotive 
Industry,Washington,DC, September9,
availableathttp://cop.senate.gov/
documents/cop-090909-report.pdf.

2ThebasisfortheEPAgettinginvolvedin
theregulationofvehicleemissionsisan
“endangermentfinding,”whichitissued
inDecember2009.ThisEPAfindingstates

thatGHGemissionsfromautomobiles
negativelyaffectpublichealthandwelfare.
LightvehicleGHGsrepresent65%ofall
transportationsectorGHGemissions;that
sectorasawholeaccountsfor24%ofall
U.S.GHGemissions.

3Forfurtherdiscussion,seeTaftFosterand
ThomasH.Klier,2009,“Raisingautomotive
fuelefficiency,”Chicago Fed Letter,Federal
ReserveBankofChicago,No.266,
September.

4Theloanrecipientswereautoproducers
Ford($5.9billion),Nissan($1.6billion),

Tesla($465million),andFisker($529mil-
lion),aswellascomponentmanufacturer
Tenneco($24million).

5 In2009,theEDC,onbehalfofthegov-
ernmentsofCanadaandtheprovinceof
Ontario,alsoprovideddirectloansupport
toGMCanadaandChryslerCanada,aswell
asaccountsreceivablesinsurancetoCanadian
suppliers.TheEDCtooktheseactionswhile
workinginconcertwiththeU.S.Department
oftheTreasury.

andFiestamodels,whichwillresultin
significantlyhighervolumeperplatform.

SusanHelper,professor,CaseWestern
ReserveUniversity,arguedthatauto-
makersneedtofocusontheirrelation-
shipswithsuppliersbecausethemajority
ofacar’svalueaddedoriginatesinthe
supplychainandsupplychainsare
sharedacrossautomakers.Theideais
toalignincentivesbetweentheproduc-
ersofvehiclesandofpartstosharein-
novationsandreducecosts.Helperalso
emphasizedtheimportanceofcomple-
mentarypolicieswithinanautomaker’s
organization.Forexample,duringthe
1990sChryslerbuiltamuchadmired
programforsourcingparts.YetChrysler
couldnotobtaincompetitiveprices

forpartsbecauseofalackofcoordi-
nationbetweenitsengineeringand
purchasingdepartments.

BobKing,vicepresident(electedpresi-
dentinJune2010),UnitedAutoWorkers,
saidthatthepastseveralyearshavebeen
highlyunusualfortheU.S.autoindustry.
Sincethe2007agreements,laborand
managementhavebeeninalmostcon-
stantnegotiationstoadjusttheexisting
contractstoaccountforthedeteriorating
conditionsintheautoindustry.These
negotiationshaveledtoadditionalcost-
savingmeasures.Kingemphasizedthat
highproductqualityisparamounttoen-
surethecontinuedviabilityoftheDetroit
Threeandurgedthemnottofallback
intobadhabitsonceconditionsimprove.

Conclusion

NearlyayearafterChryslerandGMhad
filedforbankruptcy,participantsatthis
conferencereflectedontheremarkable
eventsthathadoccurredintheU.S.auto
industryoverthepastfewyearsandwhat
theymeantfortheindustrytodayand
tomorrow.Thespeakersalsoexplored
thekeycompetitivechallengesfacing
automakers,mostnotablythelargeun-
certaintysurroundinginnovationsin
powertraintechnologies.Boththeprivate
andpublicsectorsarecurrentlydevoting
greateffortstofurtherresearchand
developmentinthisarea.Thestakesare
highasmanycompaniesandcountries
competefortechnologicalleadership
inthisindustry.


