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EXAMINING THE STATE OF THE DOMESTIC
AUTOMOBILE INDUSTRY—PART I

TUESDAY, NOVEMBER 18, 2008

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Committee met at 3:02 p.m., in room SD-538, Dirksen Sen-
ate Office Building, Senator Christopher J. Dodd (Chairman of the
Committee) presiding.

OPENING STATEMENT OF CHAIRMAN CHRISTOPHER J. DODD

Chairman DoDD. The Committee will come to order.

If T had known the interest, I would have held this at RFK.

Well, listen, thank you all for coming this afternoon, and I appre-
ciate the participation of our witnesses and our colleagues as well.
Momentarily, we will be asking our colleague Senator Stabenow to
share some opening comments.

I would point out that Carl Levin, the senior Senator from Michi-
gan, is unable to be with us this afternoon, but has submitted testi-
mony and obviously has a very strong interest in this subject mat-
ter. And I have had numerous conversations with him over the
past number of days, and so we appreciate his contribution to this
afternoon’s proceedings as well.

Let me just briefly say how we are going to proceed here. I am
going to make some opening comments. My friend and colleague
from Alabama will make some opening comments, and then I will
ask my colleagues here if they would please be brief, if you could.
I know everyone wants to be heard on this subject matter, at least
a couple of minutes. We will then turn to you, Senator Stabenow,
and then we will invite our witnesses up for their testimony here
this afternoon.

This afternoon’s hearing is on “Examining the State of the Do-
mestic Automobile Industry.” This afternoon the Committee exam-
ines the condition of this important domestic industry to our coun-
try, and I want to thank Senator Shelby and our other colleagues
for accommodating their schedules to allow us to have this hearing
scheduled on such short notice. And although we may have dif-
ferent views on the ailments of the auto industry and the remedies
for them, I think we can all agree that its fate i1s a very important
subject matter for this Committee’s consideration.

Our Banking Committee jurisdiction, I would point out to those
who may not be aware, extends to matters pertaining to economic
stabilization and financial aid to commerce and industry. As such,
today’s hearing is very timely and appropriate.

o))
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The automobile industry, of course, has made an urgent request,
as we are all aware, that Congress provide some emergency assist-
ance to their companies. Without that assistance, we are told that
one or more of the Big Three automobile makers could become sig-
nificantly impaired or collapse altogether. Were that to happen, the
repercussions, of course, would be severe. Hundreds of thousands
of people who assemble these automobiles would lose their jobs.
Many more who supply auto parts would face layoffs. As well, auto-
mobile dealers would be shuttered, and countless others who rely
on the auto industry for their livelihoods, from the people who
work in restaurants near these auto factories to those who, in fact,
cleallgl the offices of these executives, could find themselves without
a job.

There are those who believe that the partial or total collapse of
the domestic automobile industry would have repercussions far be-
yond those whose work is directly or indirectly connected to that
industry. They argue that if this major industry goes down, it could
take down huge sloughs of the Nation’s economy with it; and in so
doing, it could create new and profound risks to the stability of our
entire economy, which, as we all know, is already in a very precar-
ious state.

None of us relishes being here today to consider these prospects.
That goes for our company and labor witnesses who are going to
be testifying later this afternoon. Their discomfort in coming to the
Congress with hat in hand is only exceeded by the fact they are
seeking treatment for wounds that I believe to a large extent were
self-inflicted. No one can say that they did not see this coming.
Their companies have been struggling for years. They are hem-
orrhaging jobs; 450,000 have been lost in the last 8 years alone.
They are losing market share. For the first time, the domestic auto
share for Ford, Chrysler, and GM has slipped below 50 percent,
going from 66 percent in 2001 to just 47 percent today. Their
boardrooms and executive suites, in my view, have been famously
devoid of vision.

Certainly there have been exceptions. Ford was arguably ahead
of the market when in the early years of this decade, they saw a
big future in the fuel-efficient and alternative energy vehicles. But
for the most part, the top echelons, in my view, of the Big Three
turned a blind eye to such opportunities. They have been content,
in my view, to not only satisfy but in too many respects drive the
demand for inefficient gas-powered vehicles that Americans have
been going broke to gas up. They derided hybrid vehicles as mak-
ing “no economic sense.” They have dismissed the threat of global
warming, the role played by their products in creating it, and the
strong desire of the American people to do something to stop it.
The prices of GM and Ford shares have declined steadily and have
now reached historic lows.

In short, the auto makers have failed to adapt to change, in my
view, and the shareholders are rendering judgment for that fact.
They have approached 21st century challenges with decidedly a
20th century mind-set, and we are all paying the price for it. This
is not the first time that the leaders of our automobile industry
have presented Congress with a doomsday scenario in connection
with a cry for help. It happened in the late 1970s as well. At that
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time this Committee, under different leadership, and the Congress
responded with the Chrysler Loan Guarantee Act. The law pro-
vided $1.5 billion to Chrysler in loan guarantees to help it avoid
bankruptcy. But it did so with several very tough conditions. It cre-
ated a Federal oversight board to review and approve funding deci-
sions. It required Chrysler to become energy efficient. It prohibited
the company from paying dividends on its common or preferred
stock. It required buyouts that resulted in the loss of thousands of
jobs, and the company was required to come up with a nearly dol-
lar-for-dollar match in private funds in order to qualify for Federal
guarantees.

Unlike 1979, however, today the tools already exist to provide
meaningful and appropriate assistance to the industry. I am refer-
ring to the Emergency Economic Stabilization Act, which was
signed into law barely 6 weeks ago. This legislation confers broad
authority on the Secretary of the Treasury, including, in my view,
the authority to purchase “any financial instrument,” such as stock
from any institution, if necessary, to promote financial market sta-
bility. The Secretary of the Treasury has until now declined to use
that authority, and I regret that, focusing the resources of the act
on financial companies. It is hard to explain how you can provide
massive assistance to AIG, but manage to find no room at all for
assistance for our three major automobile manufacturers.

Similarly, the Federal Reserve has declined to use its authority
under Section 13-3 of the Federal Reserve Act to assist the auto in-
dustry. That provision allows the Fed to lend to any individual,
partnership, or corporation if, due to unusual or exigent cir-
cumstances, that person, partnership, or company is unable to se-
cure adequate credit.

I support efforts to assist this industry, not because their leaders
necessarily deserve taxpayer help—on the contrary, deserve no
more help than do the leaders of the financial companies that cre-
ated the subprime mortgage mess that has exploded into the global
financial crisis. Rather, I support action as a way to minimize the
possibility of such a destabilizing event in our overall economy. At
a time like this, when our economic future is so tenuous, we must
do all we can to ensure stability. None of us wants to look back and
ask if we were penny-wise and pound-foolish at a moment of great
peril economically. That said, I am only one of 100 Members of this
body. It will take more than my support to pass meaningful legisla-
tion this week or next week, and by “meaningful,” I mean legisla-
tion that would provide not only necessary financing to sustain op-
erations; I also mean legislation that imposes tough conditions on
the companies to sustain our planet and to maintain strict account-
ability to the taxpayers who are once again being asked to make
extraordinary sacrifices for those whose actions are costing our Na-
tion dearly.

My view is that this moment presents not only a challenge but
also an opportunity—an opportunity to reject the subsidy for failed
business practices, instead to generate meaningful, lasting change
that transforms a key piece of our manufacturing base for success
in the 21st century.

Whatever path we ultimately choose—and we will have dif-
ferences about what it is—that ought to be our shared goal. So in
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a few minutes, I will be asking our friend and colleague from
Michigan to share her thoughts with us, but before I do that, let
me turn to my colleague from Alabama, Senator Shelby.

STATEMENT OF SENATOR RICHARD C. SHELBY

Senator SHELBY. Thank you, Mr. Chairman.

Only 6 weeks ago, Congress hastily passed a bill that gave the
Secretary of the Treasury authority to spend $700 billion to ad-
dress the credit crisis. The key component of the Treasury plan was
the purchase of so-called troubled assets held by financial institu-
tions. At that time I expressed grave concerns with the wisdom of
the approach and questioned whether it would be an appropriate
use of taxpayer dollars.

Instead, at that time I called for a serious examination of the ori-
gin and scope of the ongoing financial crisis so that we might then
craft a thoroughly considered and narrowly tailored solution. Un-
fortunately, we, the Congress, skipped that step.

The Treasury Department has since abandoned the plan, as you
all know, to purchase troubled assets and is now using the funds
to purchase direct equity stakes in financial institutions. We were
told that this would be the best way to stabilize faltering institu-
tions and stimulate lending. Although interbank lending has im-
proved slightly in recent weeks, the series of ad hoc Government
measures intended to relieve stress in the credit markets have ac-
tually increased mortgage rates and placed additional strains on
demand. This has occurred despite intentions to the contrary.

Today, as we consider altering the Treasury bailout program to
provide cash assistance to the domestic auto manufacturers, I am
concerned that once again we are about to employ the “ready, fire,
aim” approach to problem solving.

Before we take that step, I believe we need to determine a num-
ber of things. First, we must examine whether diluting the TARP
program will fatally weaken an already flawed construct. Second,
I believe we must determine the current financial condition of the
domestic auto manufacturers and how they got that way. Finally,
Mr. Chairman, I believe we must determine both the short- and
long-term outlook for these firms. These are all fact-based consider-
ations, and we should look at the facts. Therefore, we can and I
think we must build a thorough record so that we can make fact-
based decisions here in the Congress.

And while I recognize that the current economic situation has ex-
acerbated the problems of the Detroit auto makers, I think we in
the Congress must examine in greater detail the causes of their
longstanding problem.

For example, industry analysts contend that the firms trail their
major competitors in almost every category necessary to compete
and make a profit. In fact, even when the firms were setting record
sales records, they were barely making money.

I believe we need to understand why this has been the case. We
need to know what the firms are doing to enhance their ability to
compete in the future. How do they plan to deal with current man-
agement, labor, cost and quality control, and product development
shortfalls, which they know they have? How do they plan to ad-
dress changes in the marketplace such as long-term reductions in
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annual sales? How do they intend to reverse the continued loss of
market share to foreign car companies? Yes, and how are they
going to adapt to an international market that demands greater ef-
ficiency and flexibility?

I also, Mr. Chairman, have questions about the amount of re-
sources needed to address the current situation. Is $25 billion—a
lot of money to me—is that enough? Is this the end or just the be-
ginning? Some reports state that the firms appearing today may
each need at least $20 billion, some $50 billion apiece. If that is
true, we should be told that today.

Finally, how is the money going to be used? That is a good ques-
tion. Will it be used to improve their business model, which has
been a failure, and product lines? Or is this just life support?

I understand that each firm may use their entire share to pay
preexisting claims to stay afloat. In other words, the money would
be used just to keep the lights on. If that is the case, there would
be nothing left to make changes that might actually help turn the
firms around. I believe this begs the question: Are we here in the
Senate being asked to facilitate a stronger, more competitive auto
manufacturing sector or to perpetuate a market failure?

Today’s witnesses need to assure this Committee and the Amer-
ican people that they are able to do what they have failed to do
in the last 10 years. I look forward to their answers.

Chairman DobDD. Thank you very much, Senator.

Senator Johnson.

STATEMENT OF SENATOR TIM JOHNSON

Senator JOHNSON. Mr. Chairman, thank you for calling today’s
hearing to examine the condition of the domestic auto industry and
the effects of interest rate turmoil on job creation and economic
growth. As you know, I did not support the $700 billion bailout, in
part because I did not believe that the conditions set for bailout
monies for Wall Street firms were strong enough. I expect that if
help is extended to the auto industry, these companies and their
executives will be held to very high standards of accountability and
that the taxpayer protection remains a top priority.

Going forward, Congress must focus on how to secure the hun-
dreds of thousands of jobs connected to the auto industry and also
ensure that this industry makes dramatic improvements to inno-
vate and reflect consumers’ changing tastes for fuel-efficient vehi-
cles, including flex-fuel vehicles and alternative-fuel vehicles, cars,
and trucks. The U.S. has the ability to lead the world powering ve-
hicles on renewable fuels. What is lacking has been the domestic
auto industry’s embrace of policies and misallocations of resources,
resulting too often in an inferior product.

I am keenly interested in learning from today’s witnesses as to
how additional investment of taxpayer dollars to this interest
would not repeat these missteps.

Thank you, Chairman Dodd.

Chairman DopD. Thanks very much.

Senator Enzi.
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STATEMENT OF SENATOR MICHAEL B. ENZI

Senator ENZI. Thank you, Mr. Chairman. I am disappointed that
we are here today to consider another financial rescue package.
While I agree that this topic deserves the deliberate consideration
of the Senate Banking Committee, I have to note that this Com-
mittee will not actually be approving any legislative proposals re-
lated to the auto rescue package through the regular order,
{;hrough deliberation, which is the only way that we get good legis-
ation.

The Committee process is the method by which we consider legis-
lative proposals, weigh alternative ideas, and build coalitions
through the process of deliberation. Unfortunately, that process has
not been relied upon during the debate on the Emergency Economic
Stimulus Act, and it is not the process we are using right now. I
opposed passage of the Emergency Economic Stabilization Act in
October because, in Congress’ rush to pass an expensive solution
to our financial crisis, we did not carefully consider the impact such
a proposal would have on our markets and honestly weigh all avail-
able alternatives. As evidenced by the financial markets since Octo-
ber 3rd, the EESA has made little progress in bringing prosperity
and consumer confidence back into the markets. Even though there
is a lot more flexibility there than I think any of us dreamed of,
I have serious doubts that this rescue package will be any dif-
ferent. The auto manufacturing industry is telling us today they
need a $25 billion rescue package as a result of the financial crisis
and the public’s inability to find credit to buy their products.

This is not the only reason why the domestic auto industry is in
trouble. Labor costs, enormous legacy liabilities, and inefficient pro-
duction have also contributed to the current crisis in the auto in-
dustry. Isn’t it prudent for us to consider how the taxpayers’ $25
billion will go to addressing these issues before we authorize the
spending? For example, General Motors’ direct labor cost is report-
edly $71 an hour while Toyota pays only $47 per hour. Indirect
costs resulting from union labor agreements only add to this cost
differential. Ford and GM both spend much more time to produce
a vehicle than either Toyota or Honda, and fixed costs keep domes-
tic manufacturers from competing with more nimble overseas com-
petitors.

Unfortunately, the auto package being considered by the Senate
this week is completely silent on these issues. When the Senate
votes on the bailout on Wednesday, the $25 billion bailout will not
be attached to any larger proposal to reform contractually imposed
costs incurred each year by domestic auto makers. The bill will not
include reforms to address the industry’s crippling legacy costs or
enormous and costly infrastructure. Instead, it will be another
check issued by the taxpayer to solve a long-term problem with a
short-term solution. I am pretty sure whatever the bill is, if you
took it to your banker and asked for $25,000, he would send you
back for more work.

Under the terms of the proposal, I would not be surprised if we
find ourselves and the domestic auto industry in the same situation
6 months or a year from now. There is nothing in the proposals
that I have heard to prevent the same problems from returning to
the industry in the future. We have little evidence that this $25 bil-
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lion will do anything to promote the long-term success and competi-
tiveness of domestic auto manufacturers. However, this body is
under enormous pressure from that industry to provide the money
with no strings attached.

Instead, I ask my colleagues to resist the illusions of pending eco-
nomic disaster and carefully consider the proposal. This Committee
should also examine ways to modify existing proposals to make it
more taxpayer friendly. We could secure this §25 billion loan with
unencumbered assets of the participating auto companies. We could
boost private sector investment through a matching program simi-
lar to the one proposed by Secretary Paulson. These ideas are wor-
thy of consideration and deliberation and should be a part of the
debate.

I thank the Chairman.

Chairman DopD. Thank you.

Senator Schumer.

STATEMENT OF SENATOR CHARLES E. SCHUMER

Senator SCHUMER. Thank you, Mr. Chairman. I thank you and
Senator Shelby for holding this obviously very timely and impor-
tant hearing.

Survival of the auto companies is imperative for America’s ability
to remain the global economic leader in innovation. At a time when
there are tremendous horizons of opportunity in the auto sector,
helping the industry meet its challenges is very important. We
should not drop out of the race before we have had a chance to
compete. And given the fragility of our economy today, ignoring the
plight of the auto industry would only accelerate an economic
downturn and make it more difficult for our Nation to return to
prosperity. Bankruptcy of one or more major companies at this
point in time in our economy would have far more severe effects
than during a time of relative prosperity or stability.

The auto industry is a bedrock of our economy. Almost 4 percent
of the Nation’s GDP comes from autos. That is 10 percent of our
industrial production by value. What is more, the industry supports
3 million ancillary jobs—jobs we must preserve when employment
is decreasing by over 200,000 jobs a month, and more massive lay-
offs are expected as a result of the credit crisis. And thousands of
these jobs, Mr. Chairman, are in my State of New York, where the
auto industry has been an important part of the local economy for
decades. Large portions of the economies in western New York, the
dRochester area, Syracuse, and other places depend on the auto in-

ustry.

So, while I believe that the auto industry is too vital to let fail,
I do share many of my colleagues’ concerns that what we are being
asked to do is not the end but the beginning, and that you will be
back before us in a matter of months. We must be assured that
whatever aid we give you is accompanied by a real plan that shows
you recognize the direction that this industry must take in order
to not to survive but to thrive. I believe we must take action in the
short term to save the industry, but we also need to hear a plan
from the auto executives sitting here today. We need them to reas-
sure us they will not come back again in 6 months in the same
sinking boat asking for another $50 billion to plug more holes.
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A business model based on a gas-guzzling past is unacceptable.
We need a business model based on cars of the future, and we al-
ready know what that future is: the plug-in hybrid electric car. We
need to know that you will be committed to building the cars that
will make America a leader in automotive innovation and are com-
mitting the appropriate resources to get this done, even if it means
sacrificing some short-term income for your long-term investment
in the future.

I am hopeful that our Republican colleagues will recognize the
urgency of this situation and join us in this critical investment in
our future.

Thank you, Mr. Chairman.

Chairman DoDD. Thank you, Senator.

Senator Hagel, any comments?

Senator HAGEL. No, Mr. Chairman.

Chairman DoDD. Senator Bunning.

STATEMENT OF SENATOR JIM BUNNING

Senator BUNNING. Thank you, Mr. Chairman.

Before talking about any legislation, I want to say that I am very
concerned about the state of the auto industry in the United
States. I am not concerned out of a sense of American pride or be-
cause of the great history of the American auto industry. What con-
cerns me are the workers, the men and women who assemble our
cars and trucks, who sell and service the vehicles at dealerships,
and those who work for suppliers that keep the industry running.

Auto manufacturing is the largest manufacturing sector in my
State. I know Detroit’s pain is felt in towns and cities all across
Kentucky. In many counties, jobs making seat belts and radiator
hoses are some of the best-paying jobs around. And those jobs are
in danger.

Just last week at least 600 steelworkers were laid off at a plant
in Ashland, Kentucky, that supplies steel for exhaust pipes. I am
concerned for those workers and their families.

The question facing Congress is what, if anything, to do about
the industry’s current problems. The proposal coming before the
Senate tomorrow is not a serious one. Much like the other bailouts
we have passed, it is virtually a blank check that does not require
serious considerations or concessions. It also does not address the
current problem facing the industry, which is a lack of funding for
auto loans. More importantly, it does not address the long-term vi-
ability of the domestic manufacturing industry.

Everything I read says that these three companies before this
Committee cannot survive at the current size and cost structure,
even when the current economic climate passes. I also hear that
$25 billion is not enough to last past February at the current rate
of spending. To me, that says that major changes are needed if
Federal dollars are to be made available. The bill coming before the
Senate requires no such changes. What I hear from our witnesses
today is whether or not they are serious about making the painful
changes that are necessary for these three companies to survive
the long term.

One idea I read in the New York Times this morning is that the
companies could go in a prearranged Chapter 11 restructuring and
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the Government would provide financing for these companies com-
ing out of bankruptcy. That is a more serious proposal than what
is before the Senate, so I want to know if the people sitting at the
witness table—not my fellow colleague—are willing to make those
tough choices. Are the companies ready to close down brands, fac-
tories, and shrink their overall sizes? Is the union willing to go
along with cost and size reduction as the companies restructure?
Are executives willing to give up their jobs as a condition of getting
these funds? These are just a few of the questions that need to be
answered.

Finally, Mr. Chairman, I want to repeat my concern for the
workers up and down the auto supply chain and dealer networks.
Many of those families and communities are living in fear right
now. No matter what we do, some of those jobs are going to go
away, at least for the short term. We owe it to them to discuss seri-
ous proposals that will lead to long-term stability in the auto in-
dustry.

Thank you.

Chairman DoDD. Thank you, Senator.

Senator Carper.

STATEMENT OF SENATOR THOMAS R. CARPER

Senator CARPER. Thanks, Mr. Chairman. Welcome to our wit-
nesses today. Thank you for joining us. It is an important occasion.

Not surprisingly, there is a healthy skepticism when it comes to
an auto industry bailout. Many are quick to point out the mistakes
the auto industry has made in past decades. I have been among
those. Some prominent economists have gone so far as to say that
the bankruptcy court could actually force a beneficial reorganiza-
tion. If our economy were doing well and if the credit markets were
not frozen, you know, it might just be possible that they are right.
But as things stand today, I do not believe that bankruptcy court
is the answer.

General Motors does not have the money to reorganize, nor is
there credit available. That means we are not talking about a
Chapter 11 process but a Chapter 7—in other words, liquidation.
That means the loss of more than perhaps a million jobs at the
worst possible moment. Our economy is too vulnerable. It simply
f)annot stand the kind of anti-stimulus that a GM liquidation would

ring.

The Big Three auto makers are taking steps we would want
them to take already. They have reached an agreement with the
UAW to bring labor costs down and to reduce the legacy costs by
moving health care benefits to private trusts managed by the
union. Further, as painful as it is, the Big Three have closed plants
to bring their production more in line with U.S. demand. In addi-
tion, they are developing new, exciting vehicles like the Chevrolet
Volt, which will go 40 miles without using one drop of gasoline.

But in the midst of all these positive steps, the auto makers were
hit by high gas prices, along with the rest of us, followed quickly
by the complete paralysis of credit and a recession. The challenge
now is to get our domestic auto industry through the next year
while they finish the reorganization and modernization that every-
one has agreed is good for them and for the country, and, I might
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add, while they bring through the pipeline the vehicles, the very
promising vehicles that are on the drawing board.

As policymakers, it is our goal to design an assistance package
that will lead to a successful outcome for the auto industry while
protecting taxpayers’ investment. To do so, such a package could
include curbs on excessive executive compensation and the inclu-
sion of preferred stock and warrants in each of the companies re-
ceiving bridge loans, not unlike what we did in 1979 with Chrysler,
a process which led to the Federal Government actually realizing
a return on investment of $310 million.

Although saving the auto companies is important to the overall
health of our economy, in Delaware auto workers, much like those
around the country, are losing their jobs right now. In fact, our
Chrysler assembly plant in Newark, some 50, almost 60 years old,
will close at the end of this year. So while we talk of another indus-
try bailout, I just hope we can take some time to ensure assistance
to those who will be left behind whether or not the companies,
their companies, are saved.

Of course, people who are losing their jobs today need to know
that they will have unemployment benefits tomorrow, as well as
job retraining, job placement help, and possible relocation assist-
ance. We also cannot forget the communities who are facing the
challenge of redeveloping closed auto plants at a time when new
investment is scarce. We must provide assistance to ensure that
auto sites do not become blighted, but instead offer new opportuni-
ties and create new jobs.

I am pleased that our Chairman called this hearing, but I am not
pleased that it was necessary, nor do I suspect any of our witnesses
are. However, I am interested in hearing what you have to say. I
stand ready to work with my colleagues, certainly Senator Stabe-
now and Senator Levin, to quickly determine the best course of ac-
tion for auto makers, for their employees, for our taxpayers, and
for our economy.

Thanks, Mr. Chairman.

Chairman DopD. Thank you. Thank you, Senator.

I want to note the presence of Sandy Levin, our fellow Congress-
man from Michigan, who is in the room. We thank you, Congress-
man, for coming over to join us.

Senator Dole.

STATEMENT OF SENATOR ELIZABETH DOLE

Senator DOLE. Thank you, Mr. Chairman.

As I have indicated before, I have very serious concerns about
the $700 billion rescue package that this legislation unfairly holds
taxpayers responsible for the costly and reckless decisions of in-
vestment bankers on Wall Street and policymakers in Washington.
Like so many North Carolinians I have heard from, I continue to
be very skeptical that this newly enacted law is turning out to be
the blank check that so many of us feared.

Incredibly, only last week Treasury Secretary Paulson said that
the Troubled Asset Relief Program would now not include the pur-
chase of illiquid mortgage securities. This proposal was principally
sold to Congress as the way to return our financial institutions to
health. In fact, this Committee and its staff spent countless hours
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quizzing Treasury and Federal Reserve officials about how this pro-
posal would work in practice. I know I was hardly the only Member
who found their responses either inconclusive or unsubstantiated.

Well, as someone who opposed this legislation from the begin-
ning, I am pleased that Secretary Paulson now recognizes this type
of mortgage purchase mechanism looks destined to failure. I can
only imagine the number of Members of Congress who have had to
come to grips with the fact that the TARP plan was an ill-advised,
hurried attempt to stymie fundamental underlying problems in our
housing and credit markets. And now we are talking about extend-
ing this same legislation to the automotive companies? This would
ignore the original intent of the law, which was to clear out the
credit markets so banks would lend money to one another and to
businesses, thereby spurring economic activity. Additionally, this
would distract from what I believe to be the root cause of our eco-
nomic problem: the collapse of our housing market.

So much of what is now happening with regard to the credit cri-
sis, the housing slump, and the bankruptcy and dissolving of major
financial institutions can be linked to the mismanagement of
Fannie Mae and Freddie Mac, which was made possible by weak
oversight and very little accountability. If anything, this Committee
should now be spending its precious time asking regulators: What
is going to happen with those GSEs in a post-Government-con-
servatorship world? After the conservatorship, what next? As I
have previously stated, we need to end the existing structure of an
implied Government guarantee. We need to end the practice of pri-
vate rewards at public risk.

Another topic that would be more pertinent for this Committee’s
attention right now, it seems to me, would be the results of this
past weekend’s G-20 summit. One bright note from those discus-
sions was the recognition among the participants for the need for
stronger regulation of derivatives, including credit default swaps. I
have called for more transparency in this area of the credit mar-
kets—called for it for some months—which have grown exponen-
tially from $1 trillion in 2000 to $55 trillion today in market expo-
sure.

Finally, without fundamental changes in the automotive indus-
try, we would just be throwing taxpayers’ dollars at firms that will
inevitably go under. For instance, the enormous costs in union-re-
quired benefits is unsustainable. Renegotiating these contracts
would be essential if there were to be hope of keeping these compa-
nies afloat.

Thank you, Mr. Chairman.

Chairman DoDD. Thank you very much, Senator.

Senator Menendez.

STATEMENT OF SENATOR ROBERT MENENDEZ

Senator MENENDEZ. Well, thank you, Mr. Chairman.

First, let me say that if I was a Michigander or this industry, I
would not have any greater advocates than Senator Levin and Sen-
ator Stabenow. They are bo