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M BAILOUT FOR CHEYSLER

By Les AuCein
[Cember of Congress

The other day a union leader from Oregon called me to urge my support for the
Chrysler Loan Guarantee Act, a bill to be voted in the &louse this week that would
provide government backing for $1.5 billion in loans to the Chrysler Corporation.

The caller pleaded for my help and noted that his organization had always been
supportive of me. Ile reminded me that members of the union local in Oregon had
walked door-to-door on my behalf during my first campaign for Congress. One by one, he
gave their names, Iie urged me not to forget them on the Chrysler bill.

For him, and for them, there is but one issue with Chrysler: keeping their jobs. It
isn't hard to understand why in the eyes of these men and women that's all there is to the
Chrysler “ecision. T

The problem is that Congress might see things the same way. The real issue is what
will happen to our economy if the government steps in and props up a company whose
products have been rejected in the marketplace.

As a member of the House Banking Committec which considered the Chysler bill, I
am convinced that it would be a mistake for the government to guarantec $1.5 billion in
loans to Cirysler.

A mistake not only hecause Clhrysler is a bad risk, though the company's
parformance in reeent years justifies that assessment; a mistake beecause it would
undermine the structure of our ecoromy and assure that it will never be the same again,
If the government insulates Chrysler from loss, then any and every consumer product
coimpany that gets in trouble can make the same elaim. How ean Congress say no? Ilow
can it diseriminate?

Iio one can be indifferent to the prospcet of Chrysior falling into benkruptey,
particularly the crmployees whose jobs are on the line., But what about the 200,000
workers who lost their jobs in Oetober beeausce of the slowdown in our aeconomy? liany
of these workers are the perennial recession victims — the first to be laid off in a
receession and the last to be hired in a recovery. These people may well have a higher
claim for assistance than more highly skilled workars. Put who is stepping in today with
a $1.5 billion program to save their jobs?

In Cregon last year, 128 small businesses went under. The year before that, 192
failed. t7ho at any time suggested that the federal goverment should have kept them
afloat? Each ycer about 25 perecnt of the commercial licenses issued to offshore troll
fishermen in Gregon go unrenewed. 1io one has proposcd a federal bailout for
unsuccessful fishermen, Small family farms in Cregon continue to diseppear. There has
o¢en no governtent safety not for them,

Chould Chrysler be any different?

There are two principles that have made our ceonomie system the most dynamie in
history: the opportunity for profit and the risk of less. When you take away the risk of
loss, 2s the Chrysler bill would do, you take awey incentives for busincss executives to
ceonomize, to innovate and to increasc efficieney and preductivity.

A Chrysler bailout will send a signal to other companics that the federal government
will act 25 & banker of last resort if they got in trouble, With the risk of loss reroved,
there will be less incentive for corporate managers to make the careful, tough decisions
neaded to keep a ecmpany vigorous,

The Chryslier bailout, and the othors thet are sure to follow, would only perpetuate
the problems of lagging productivity, job layoffs, aging plants and machinery that exist in
other industrics and are drageing our ceconomy now.



The answer is not to pour moncy down a sinkhole, but to cheouprage investment in
more productive eompanies that will help expand their operations, creating new jobs.

Sometimes loan guarantecs are a nceessary tool for accomplishing important
national goals — such as providing housing for low- and middic-ineome families. But
thosc loan guarantces should not be used to aid an individual company, large or small,
whose troubles result from pcor management and ecnsumer rejeetion of its produets. _

At a time when smaller companies — including many Cregon electronics companics
— arc erying for searee venture eapital, it makes no sense to pass a bill that eould divert
investment eapital they nced to expand oparations, ercatc jobs and produee new products.

If the logic behind the Chrysler bailout is atlowed tc prevail, the result will be elear:
billions of government dollars propping up inefficient companics that make products
people don't want, Had this logie prevailed years ago, the goveraoment would now be
spending a fortune to support the makers of buggy whips and washboards.

The real choice for Congress comes down to this: A sluggish economy where
government props up inefficient, mismanaged companies, thereby perpetuating inflation
and low productivity, or a vigorous eecnomy that encourages innovation, productivity and
intelligent management,

The Chrysler Corporation, its cmployecs, its denlers, and its bankors have been
pressing hard for federal help, While they warn of massive ceonomie disloeation without
quick aetion, Chrysler and its fricnds have failed to make a eonvineing easce, The
principal arguimonts:

o "dohs"s Job-loss cstimates of 500,000 if Chrysler goes under arc based on a
worst-case set of assumptions. First of all, Chrysler under bankruptey proeccdings would
still be able to operate at a redueed level. Chapter XI of the Bankruptey Act was
written by Congress with preeisely this form of corporate failure in mind, It provides an
orderly way for a eompany to operatc while undergoing reorganization — a way to stand
its creditors in line, to liquidate assets and to begin to show a profit cnee more.

Second, demand for cars docsn't depend on the financial condition of Chrysler,
Someone will build those ears — most likely GI. and Ford, sincc their prcducts most
closcly resemble Chrysler's. That means some pcople will lose jobs., But others will
change employers,

Horecver, cven with a Bailout, Chrysler will have to lay off workers. Under the plan
submitted to the Banking Committee, some plants — the most incfficient — will be
closed,

o "Cost to the federal government™ One of the argumants put forward by Treasury
Secretary [Miller is that without o federal bailout, the treasury stends to Iose $2.75 billion
in taxes and extra payments for uncmployment eompensation. That figure is so
cxapgerated 2s to be absurd, First of all, while Chryslor is losing mongy, it pays no
federal ineome tax. Even if Chrysler gets help, it wen't beeomae a monsy-making
operation for years., And the job 1nsscs, as we have already saen, would De nowhere nea
the 500,000 assumed by Wr, Miller.

o "The Lockhced precedent™ Lockhced Aireraft also received a federal losn
guarantee. But unlike Lockheed, a major defense eontractor which subsequently paid off
government-guaranteed loans, Chrysler fundementally is o producer of consumer
produets and thus docsn't even have the thin veil of "national sceurity” in its favor,

o "Gcevernment regulation is to blame™ It has been argued by Chrysler and others
that the foderal government — by imposing safoty and air pollution standards — has
eaused the ecompany's finaneial woes.,

There may in fact be 2 need to re-cxamine those standards in the light of Chrysler's
preblems, EStill, the standards have been applied uniformly to other ear eompanics, large
and small. While some are having finaneinl difficulties of their own, none are in danger
of imminent coliapse.



In fact, if we earried this acgument cne more step, the federal government would
nave to sct diffepent standards £or eompanies, depending on their size. That's like saying
that the poilution from a Chrysler is Iess harmful then the pollution from a Chevy.

The preponderance of evidenee is that Chrysler's problems are of its own making.
Among the factors eontributing to its difficultics were these:

Chrysler tried t- mateh the cvepsens business ventures of G and Ford, However,
the expansicn was poorly timed and Chrysler wound up acquiring only failing eompanics
abroad: Simea in France and Rootes in Great Britain, This siphoned off capital that
should have becn used at home to mect fuel eeonomy and safety standards and other
eapital necds,

In 1871, rather than meeting subeompaet markoet competition by GI4 (Vega) and Ford
(Pinto), Chrysler opted to redesipn its big ears.

After the Arab oil cmbargs of 1973, rather than redesigning cars and undergoing
reteoling, Chrysler instead cut costs by laying off hundreds of engineers, styling and sales
perscnnel at the very time they were needed most.

Chrysler has never been able to mect demand for its smallest car, the
Cmni/korizon, beeause it eontracted with Volkswagen to build the engines; only 300,000
of them a year.

o "A loan guarantee for Chrysler is a good risk™ The argument for an investment in
Chrysler runs somothing like thiss Lee Iacocea is o masterful businessman and
administrator who will be sble to turn Chrysler around. And Chrysler is retooling some
of its plants tc produce more small ears. With that kind of momentum, Chrysler's salcs
and market share are bound to inerease.

The Banking Committee heard testimony that was less optimistie. First, Chrysler's
bankers s2id they wouldn't give the company another dime without 2 federal puarantee.
If Chreysler is such a good risk, why do they want taxpayers' money to prove it?

Jceond, the Tressury Department testified that if Chrysler's market share docs not
inerease over the noxt two two yeers, then the $1.5 billion in loan guarantees won't be
cnough. That means that Chrysior will be back at the doorstep of Congress asking for
more. And Chrysler will got it. Like any other investor, the federal govornment will
want to keep its investment in sound eonditi-n,

Reeently, in preparing for the Banking Committee's hearings on the Chrysler bill, I
came aeross an interesting article from Barron's Megazine. The article, entititled "The
Eig Two-and-a~EHalf," talked about prospeetive gains in market share for GRI (Mo, 1) and
Ford (o, 2) and a deeline in ear production for Chrysler (the hailf), In part it saids

The truth would seem to be that G4 and Ford have styied their cars to catch an

increasing share of any markot, whether small or big. The Chrysler company, on the

other hand, has gone ... with cars that are generally spoken of in automobile cireles

2s ‘cut of fashion'... A eheck of machine tonl companics indieates that Chrysler

facos a tall crder to rectify its styling mistakes in time to get ahead of GM and Ford
"

aoa

The article was was published in Fcbruary of 1954 — 25 yaars ago.

Chrysler's problem now is the same as it was & quarter of 2 century ago. The only
differenee is the sericusness of the crisis, and that faet that Chrysler has turned to the
government for hclp.

If the govenment bails cut Chrysior now, we would be taking a giant step backward
in what must be a massive offort to reduce infintion, stimulate produetivity ond
invigorate cur cesnomy. For then Chrysler will know — as will other companics — that
though it may be inefficient, though it may misjucge thz market, and though eonsumers
may reject its products, there nonetheless would be e pot of gold at the end of the
rainbow. It is 2 fairy tale this ecunty eannot nfford,



