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General Motors Plans Massive Cutbacks
Ailing Automaker Will Shed 25,000 Jobs, Close Down Some Of Its Plants

By DANNY HAKIM
& THE NEW YORK TIMES NEWS SERVICE
Published on 6/8/2005

Wilmington, Del.— General Motors said
on Tuesday that it would cut more than
22 percent of its blue-collar work force
in the United States, about 25,000 jobs,
by the end of 2008, in a broad move to
reckon with its declining grip on the
American car market.

The cuts would bring GM's nationwide
employment to 86,000 hourly workers,
roughly the number it employed in the
city of Flint, Mich., in the 1970s. The
action will include an unspecified number
of plant closings and is the most
sweeping single job cut announced since
1992, though GM has already eliminated
nearly 30,000 hourly and salaried
workers over the last five years. The
company hopes to continue to make the
cuts largely through buyout and early
retirement offers and to avoid layoffs.

Overall, GM will employ 125,000
Americans once the plan is put into
effect, compared with more than
600,000 workers in 1979, when GM's
employment was at its peak.

“There are some structural issues,
difficult longstanding issues, that we
have to step up to and address,” said
Rick Wagoner, GM's chairman and chief
executive, in remarks at the company's
97th annual meeting here, during which
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97th annual meeting here, during which
he heard an earful of discontent from
shareholders and shareholder activists. 
“Doing so will be challenging and
discomforting, but it's clear that not
addressing them will cause significant
risk to the long-term viability of our
business.”

To close plants, GM needs to get
approval from the United Auto Workers
union. Unless both sides agree to take
the rare step of reopening the union's
current contract, which expires in 2007,
the closings would have to happen after
the next contract talks. In the
meantime, GM will only be able to make
a fraction of its planned work force cuts
and realize only a portion of the $2.5 billion in annual savings it expects
after 2008.

Both the automaker and the union made somewhat ominous statements
about their relationship on Tuesday, suggesting that their recent
cooperation is fraying.

“The UAW is not convinced that GM can simply shrink its way out of its
current problems,” Richard Shoemaker, the union's vice president in charge
of relations with GM, said in a statement. “What's needed is an intense focus
on rebuilding GM's U.S. market share, and the way to get there is by offering
the right product mix of vehicles with world-class design and quality.”

•••

The announcement on Tuesday was the latest chapter in GM's decline. In the
late 1970s, GM controlled nearly half of the U.S. vehicle market. Since then,
the influx of robust foreign competitors like Toyota, Honda, and Hyundai
have cut GM's sales to about a quarter of the American market. The
company has also lost money in its European operations for five consecutive
years, and its profits in Asia have been cooling off along with the Chinese
market. In the last three months, GM's debt has been downgraded below
investment grade for the first time by two of the three major credit
agencies and its shares have traded at 12-year lows. GM's stock closed at
$30.73, up 31 cents for the day.

The company's fate is no small matter. Among other things, it is the
nation's largest private provider of health care benefits, giving coverage to
1.1 million Americans at an annual cost near $6 billion. About 450,000 of
those are retirees and their spouses. It currently employees 111,000 blue-
collar workers in the United States and 39,000 salaried workers.

Wagoner said his new cost-cutting plan would produce annual savings of
$2.5 billion once it is fully put into effect. He said the company would
accelerate the buyout and early retirement packages that it has already
been using to scale back its work force, rather than laying people off. Before



been using to scale back its work force, rather than laying people off. Before
it can reap cost savings, GM will have to pay for those buyouts and to close
plants, and it will continue to pay its new retirees enviable health and
pension benefits.

Wagoner also said GM was exploring a range of restructuring options for its
financing division, the General Motors Acceptance Corp. GM's junk bond
ratings hamper the ability of GMAC, as the division is known, to raise funds
affordably.

Financial analysts said Wagoner's cuts were not much of an increase from
GM's current pace of job reductions and more might be needed to restore
the company's financial stability.

Stephen Girsky, an analyst at Morgan Stanley, called the announcement a 
“small step in the right direction.” Rob Hinchliffe, an analyst at UBS
Securities, said in his own note that it was “not an aggressive plan,” and
would probably mean closing three to four of its 66 parts and assembly
plants in the United States.

Wagoner said that GM has too many workers and plants relative to the
amount of cars and trucks it sells. Plants building passenger cars could be
vulnerable, because Wagoner has said that sport utility vehicles and pickup
trucks were the company's top priorities.

Wagoner did not outline new reductions in GM's salaried work force, but over
the last five years, the company has cut an average of 1,000 salaried
workers annually. He also declined to say how many plants would be closed.
The union did agree to let GM close three plants in its 2003 contract
negotiations with GM.

“We work very proactively with the union on these kinds of issues,” Wagoner
said.

Shoemaker, in his statement, said “various important factors will come into
play” to make such cuts a reality, including the 2007 contract negotiations.

“We will do all that is possible to protect the interests of our members and
their families,” he said.

The union and GM have already been having what Wagoner called “intense
discussions” in recent weeks over health care, as GM presses union leaders
to give up some of their workers' health benefits. The union president, Ron
Gettelfinger, has said he will not make any major concessions before GM's
labor contract expires.

Wagoner's comments on the matter on Tuesday suggested that he is willing
to fight for broad concessions.

“We have not yet reached agreement at this time and to be honest, I'm not
100 percent certain that we will,” he said.

“Our strongly preferred approach is to do this in cooperation with the UAW,”
he said, adding, “Frankly, over the past decade, we've had periods of conflict
with the UAW and periods of cooperation. While both may have yielded



improved competitiveness for GM, it's clear to us that working this
challenging issue together on a cooperative basis is the best alternative.”

“But either way,” he added, “it's crystal clear that we need to achieve a
significant reduction in our healthcare cost disadvantage and to do so
promptly. We're committed to do that.”

On another front for the company, a tender offer to buy millions of GM
shares extended by the billionaire financier and corporate raider Kirk
Kerkorian expired at 5 p.m. on Tuesday. Kerkorian's privately held
investment firm, Tracinda, said it expected to reveal the results of the offer
on Wednesday morning. Kerkorian's offer would give him nearly 9 percent of
GM's stock.

•••

At the shareholder meeting, in a lofty ballroom of the Hotel Dupont in
downtown Wilmington, Wagoner frequently found himself on the defensive.
One shareholder resolution, aimed at changing the way votes were tabulated
in elections of board directors, received nearly 49 percent of shareholder
votes despite being opposed by management.

A Buick salesman from Flint, Jim Dollinger, repeatedly held up what he said
was his own plan to revive GM and harangued Wagoner throughout the
meeting.

“You're trying to drive Buick out of business just like you did Oldsmobile,”
said Dollinger, who bills himself as “Buickman.”

Lucy Kessler, a horse breeder from Libertytown, Md., introduced an
unsuccessful motion to restrict golden parachutes paid to departing
corporate officers. She lamented what she called the company's “dismal
performance. “Since last year, we've lost half our share value. Half. So I rest
my case,” she said in an interview.

Tom Townsend, a 61-year-old professor at West Chester University in
Pennsylvania, told Wagoner he had traded in his Saturn for a hybrid electric
vehicle made by Honda because GM did not have a comparable offering.

“I wish that GM were more proactive rather than reactive in terms of design
and availability of vehicles,” Townshend said, to applause. He said he has
owned GM shares since his youth.

Richard Devine, a 74-year-old who works part-time at the State Department
reviewing Freedom on Information Act requests, said he wanted to come to
the GM shareholder meeting, his first, to hear Wagoner's plan. Right now, he
said in an interview, “people say GM is really just a bank that gives away
cars.” GM makes more money from financing car loans than it does building
and selling cars.

GM's executives offered their own vision, with Robert A. Lutz, the vice
chairman, offering a vigorous defense of the progress he has made in his 3
1/2 years as GM's product development chief.



But in comments to reporters after the meeting, Wagoner acknowledged
some mistakes during his five-year tenure as chief executive. Among other
things, he talked about his company's new plan to scale back the number of
models offered by brands like Buick and Pontiac to refocus on making the
ones they do sell more unique.

“If we had a chance to rerun the last five years,” Wagoner said, “we
probably would have done a little more thinking about making sure that each
product was distinctive and had a chance to be successful.” 
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