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Eight years after emerging from a restructuring subsidized by the U.S. and Canadian governments that 

allowed it to shed over $60 billion in liabilities, General Motors (ticker: GM) still isn’t out of the woods. In 

a renewed effort to further streamline operations and produce cars that Americans want, the company 

announced it would close five North American factories and cease production of several vehicles—

Buick’s LaCrosse, Cadillac’s CT6 and XTS, and Chevrolet’s Impala, Cruze and Volt models—and 

eliminate approximately 6,000 manufacturing jobs and another 8,000 salaried positions.  

From a strictly business standpoint, the moves make a lot of 

sense even if politically unpopular. They will let GM save about 

$6 billion/year, a rapid payback on the expected cost of the 

changes, while allowing it to place more focus on the crossover 

SUVs that consumers increasingly prefer to the sedans being 

discontinued. The savings will also give the company more 

capital to invest in its “Auto 2.0” businesses – including electric 

and autonomously-driven vehicles.   

“We are right-sizing capacity for the realities of the marketplace,” is how CEO Mary Barra explained the 

moves and the initial reaction from the markets was favorable. GM shares rose almost 5% on the day of 

the announcement. However, the company lost about half of those gains a day later when the Trump 

administration loudly voiced its displeasure and even threatened retaliation by rescinding tax credits for 

GM’s electric vehicles.  

GM is making the right moves to remain competitive in a business that has changed dramatically since 

the turn of the century. It is pivoting real time with the current demands of the marketplace, as any 

well-run business with profit motives should do. Nevertheless, ever since restructuring and re-listing as 

a new public company several years ago, GM has had difficulty earning the respect of investors.  

Considering how favorably positioned the firm was post-reorganization, that attitude seems somewhat 

short-sighted and anchored to old news. It’s not the Chapter 11 bankruptcy, (the fourth-largest in U.S. 
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history), nor the recall of millions of vehicles in 2014 due to a faulty ignition switch which investors 

should focus on, but rather what the company has done since then.   

The equity markets have long been characterized by a follow-the-leader mentality. And currently, the 

herd seems to be ignoring the fact that besides legally leaving behind so much debt, GM was able to 

reject numerous unprofitable leases, contracts and dealership agreements, close down unprofitable 

businesses and underperforming brands (much as it did in this most recent move), and generally 

restructure its workforce obligations. On top of that, the company was able to maintain billions of 

dollars in U.S. tax assets because the Internal Revenue Code was amended during the crisis-era for the 

benefit of government subsidiary recipients (“TARP Recipients”) like GM.  

As a result, the firm reported a strong third-quarter in 2018, with adjusted earnings (before taxes) up, 

due to good sales volumes and pricing in North America. This was largely attributable to the success of 

its crossover SUVs and light-duty trucks, and helps explain the increased emphasis on these vehicles.  

GM management also reported record adjusted earnings per share (EPS) of $1.87 and a 25% increase in 

quarterly operating profit during the quarter. Even after appreciating ~10% after its quarterly earnings 

release, the company still trades at a mere 1.30x TEV/EBITDA and only 5.34x P/E. Moreover, the stock 

sports a 4.2% dividend yield for patient stock investors. Our belief is that this valuation discount will not 

persist much longer. Moreover, management’s increased emphasis on high growth and high profit 

products, while de-emphasizing everything else, should eventually help garner much more respect 

from Mr. Market. Separately, while the news of layoffs is hard for any politician to stomach, the 

expected future success from a newly re-energized and dynamic GM will surely help our economy in the 

long-term. GM’s expected future profits will eventually drive much higher tax receipts and employment 

than would hanging on to old models and brands that are no longer relevant. As a result, GM is a good 

example of how post-reorganized companies need to evolve, even after restructuring their balance 

sheet, to adapt a winning strategy. 

George Schultze is a hedge fund manager and the founder of Schultze Asset Management. He is the 
author of The Art of Vulture Investing: Adventures in Distressed Securities Management. 
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