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INTRODUCTION On October 8, 2005, Delphi Corporation filed for bankruptcy protection in New 
York.Given the difficulties of the company, including unprofitable operations 
and repeatedly severe statements by the company’s management about its 
uncompetitive cost structure, especially its “legacy costs,” the action was not 
unexpected.

Delphi, the largest auto parts supplier in the U.S. (and number two worldwide), 
employs 50,600 workers in the United States and Canada. Headquartered in 
Troy, Michigan, Delphi is an integral component of Michigan’s economy and 
the national auto industry. Given its size, Delphi’s bankruptcy filing was widely 
expected to have far-reaching consequences for not only Delphi’s workers, but 
also the state and national economy, automakers, and auto parts suppliers.

The purpose of this analysis is to provide an early indication of the likely conse-
quences of the Delphi bankruptcy. Given our past analyses of work stoppages, 
interruptions, blackouts, and other events that have shut down production in the 
United States; and our extensive knowledge of the automobile industry; we 
have background knowledge from which to draw some preliminary conclusions. 
This is a preliminary assessment of likely events that will be played out over a 
two or three-year period, and useful for planning and the assessment of risks. 
However, we caution readers that the future is, of course, unknowable.

THREE POTENTIAL 
OUTCOMES

The critical question is how the Chapter 11 filing, which allows the company to 
operate with protection from creditors during a limited time period, will change 
Delphi and affect its customers, employees, and suppliers. We identified three 
potential outcomes:
1
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1. Delphi reorganizes in a manner close to its announced plan to shrink 20% of its 
ongoing business. 

2. The company’s planned reorganization fails, and some other plan adopted. This 
would, in our opinion, almost certainly involve a much larger reduction in opera-
tions.

3. A third option is a Chapter 7 liquidation of the company, with selected portions of 
the firm sold to other auto suppliers or auto makers.

In this report we analyze the possible effects of each of these three potential out-
comes.

BACKGROUND ON 
DELPHI

Delphi was founded in 1995 as the consolidated parts division for General 
Motors (GM). Delphi Corporation was spun-off from its parent company in 
May of 1999. The move was designed to free GM of its costly parts division by 
requiring the independent Delphi to obtain contracts with other auto makers. 
The agreement between the two companies, however, left them intricately 
linked. Delphi adopted its parent’s labor contracts, and GM retained pension 
and benefit obligations to many of Delphi’s employees.

As a division of GM, Delphi’s revenue was approximately $31.7 billion in 1995. 
The first full year after it became an independent company, Delphi’s revenue 
had fallen to $29.1 billion. Last year, Delphi’s revenue was slightly above $28.6 
billion. In 2004, Delphi’s gross profit margin reached its lowest level since 1999 
at 9.9%. 

• For more information on Delphi’s revenue and gross profit margins, please 
see Exhibit II. “Delphi Revenue and Gross Profit Margins,” on page 15.

Delphi employes 185,000 workers worldwide. Of the 50,600 workers in the 
U.S. and Canada, 15,850 are salaried while the remaining 34,750 have hourly 
contracts. The spin-off agreement between Delphi and GM required Delphi to 
pay wages of $27 an hour to most of its 24,000 UAW-represented workers, 
equivalent to wages and benefits under the GM agreement with the union. Once 
benefits are included, the average hourly wage rises to $65/hour. Last year, Del-
phi’s payroll for its U.S. salaried workers was $1.3 billion. Its payroll for hourly 
workers was $2 billion.

Delphi has over 16,000 retirees. Delphi’s pension fund is underfunded by 
approximately $4.3 billion. In addition to paying wages and benefits to current 
workers and retirees, Delphi pays wages to approximately 4,000 laid-off work-
ers at an annual cost of $400 million. This “job bank” program, part of past 
UAW contracts, also exists at GM and other automakers.

While Delphi has been successful in diversifying its customer base, General 
Motors is still its main account. GM relies on Delphi for about $14 billion worth 
of auto parts. This is 16.3% of GM’s annual component purchases. Likewise, 
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Delphi relies heavily on GM for business. Over half of Delphi’s revenue (54%) 
came from its contracts with GM. Delphi also supplies parts to other auto mak-
ers, but on a much smaller scale.

METHODOLOGY We followed the following methodology in our study: 

1. We first gathered industry and company data on revenue, payroll, payments to sup-
pliers, pension fund, and taxes paid. In order to obtain this information, we reviewed 
the company’s annual report, 10-K, and industry publications. We also relied upon 
our extensive information sources on the automobile industry. In many cases, we 
filled in blanks in publicly-available information with educated guesses about Del-
phi’s operations, payments, and agreements.

2. Second, we reviewed the company’s proposed plan for reorganization. 
3. Third, we developed three possible scenarios and estimated the likely impact on five 

separate groups: Delphi workers and retirees, other auto parts suppliers, auto manu-
facturers, U.S. taxpayers, and Michigan state and local taxes. 

CONSERVATIVE 
“IMPACT” ASSESSMENT

AEG has completed a number of other impact assessments, which often are rec-
ognized afterwards as the most reliable and timely available.1 The basis for this 
methodology is stated in the book Business Economics and Finance written by 
one of this report’s authors, Patrick Anderson.2 

Our analysis uses a consistent, conservative methodology that avoids double-
counting of costs or benefits, properly accounts for the shifting and substitution 
of economic activity, and does not unnecessarily inflate the impact by using 
excessive “multipliers.” Unfortunately, many “economic impact” reports do not 
follow a consistent methodology nor a conservative approach, and we caution 
against comparing the results from this analysis with “impact” assessments pro-

1. Previous AEG reports on similar topics include:
 Critical Review: Northeast Blackout Likely to Reduce US Earnings by $6.4 Billion, East Lan-
sing, MI: Anderson Economic Group, August 19, 2003; the estimated impact included in this 
report was later corroborated by a completely independent analysis produced several months 
later, and the estimate has been included in numerous DoE and US Government publications.
 Lost Earnings Due to the West Coast Port Shutdown - Preliminary Estimate, Lansing, MI: 
Anderson Economic Working Paper, October 7, 2002; this analysis, which produced an esti-
mate of economic impact many times smaller than that commonly cited in news media reports 
at the time, was later corroborated by academic research in the US, and was also used by the 
Australian government in assessing risks of disruptions of maritime ports.
 Economic Benefits of Wayne State University, Wayne State University, October 2004. This 
report uses a much more conservative method for calculating economic impact than that com-
monly used for colleges, and directly considers the likely substitution effects should univer-
sity-owned property be converted to private sector use. 
 These are available on the Anderson Economic Group web site at: http://www.andersoneco-
nomicgroup.com. 

2. Patrick L. Anderson, Business Economics and Finance, CRC Press, 2004.
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duced largely for public relations purposes, or to gain support for taxpayer assis-
tance or government designations. 

CALCULATION OF “NET” 
IMPACT

We estimated the net impact on persons in the US and Canada, which include 
workers, retirees, investors, and taxpayers. In considering losses that flow ini-
tially from companies, we counted those losses as absorbed by its workers and 
investors.3

We assumed that about two-thirds of lost Delphi production will be picked up 
by other firms’ operations in the US and Canada, without a substantial differ-
ence in price or quality. About one-third of the lost production would not be 
substituted within the US or Canada, or would be substituted at a significantly 
higher price. The total impact figures are measured net of these substitution 
effects. 

Similarly, the gross reductions in earnings of workers at Delphi and its custom-
ers and suppliers would be substantially higher than the net impact we calculate, 
but would be offset by increases in earnings of workers at other firms that won 
contracts producing products formerly produced by Delphi. The net impact on 
workers includes both the gains and losses.

We accounted conservatively for the indirect effects of reductions in auto manu-
facturing operations, including the related purchases from other businesses, by 
assuming that about 30% of the net direct change in operations would occur out-
side the specific automotive firm.4 

LIKELY ECONOMIC 
IMPACTS OF DELPHI 
BANKRUPTCY

For each of the three possible scenarios we estimated the likely effect on five 
groups: Delphi workers and retirees, other auto parts suppliers, auto manufac-
turers, U.S. taxpayers, and the State of Michigan. 

Scenario I: Delphi Emerging from Chapter 11, 20% Smaller 

The first scenario, and the one we optimistically believe is the most likely, is a 
successful reorganization and emergence from bankruptcy in mid-2007. Unfor-
tunately, the scale of the job and income losses involved in even this “optimis-
tic” scenario are very large. 

3. Of course, we used simplifying assumptions about ownership and management to make these 
gross adjustments. However, counting the gross losses to the revenue of companies, as well as 
the related losses to the earnings of their employees, would be double counting. 

4. This, again, is quite conservative; we assume that the indirect effect is calculated only on the 
net change, and use a factor of 30% rather than the 100% that is common in naive “impact” 
analyses.
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The net cost, in terms of lost earnings to persons in the US and Canada, will be 
about $10.0 billion in 2007 alone. We estimate that the number of Delphi work-
ers in the U.S. will fall by approximately 12,500. The average wage per worker 
will likely drop from its current level of $27 per hour to about $14 per hour. 
This wage figure excludes benefit costs, which will also fall proportionately. 

The likely impact on workers from a loss of wages and benefits is approxi-
mately $2.1 billion.

The effect on auto manufacturers and other auto parts suppliers is likely to be 
large. We estimate the effect on auto manufacturers to be $4.7 billion, while the 
impact on Delphi’s suppliers to be $3.3 billion. The impact on these two groups 
is the result of Delphi supplying less products (to the auto manufacturers) and 
purchasing less inputs (from its suppliers). 

By mid-2007, it is unlikely that Delphi’s suppliers will have found other cus-
tomers that fully replace Delphi’s purchases from them at the 2004 volume. 
Likewise, OEMs will likely have to reduce output of some products because 
they have not found replacement suppliers producing the same goods at the 
same price. We do not believe that these groups will be affected by the full 
reduction in Delphi output. Rather, we assume that the equivalent of about two-
thirds of the reduction in Delphi’s sales or purchases are substituted by other 
customers or suppliers.5 

We estimate that the impact on Delphi’s current workers and retirees is $2.1 bil-
lion. The direct impact is from the lost wages and benefits to Delphi workers, as 
well as a portion of Delphi’s underfunded pension plan burden that is now 
placed on their workers and retirees. Workers will also be indirectly affected by 
Delphi’s bankruptcy.

We estimate that Delphi’s bankruptcy will directly cost U.S. taxpayers $4.8 bil-
lion, due to the lost income tax and other tax revenue,6 and the company’s shift-
ing of a portion of its underfunded pension plans to the federal government.7 
The indirect cost to US taxpayers, including lost income taxes and other taxes 

5. Of course, the actual results would involve some share substituted at the same price, some at a 
slightly higher price, some at a much higher price, and some available at such a high price that 
production ceases. We used a simple substitution ratio for each class of purchases to adjust for 
all these effects.

6. We did not estimate lost tax revenue to governments in Canada, but both the provincial at fed-
eral governments would lose, among other revenue, value-added tax revenue.

7. We assume a fraction of the underfunded pension balance is absorbed by the Pension Benefit 
Guaranty Corporation, an entity created by the US Government with the 1974 ERISA law. We 
note that the PBGC does not guarantee the full pension plan benefits, and that it is also grossly 
underfunded. 
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from workers in supplier and customer firms, are likely to be at least $950 mil-
lion.

Under scenario I, we assume the company closes at least 10 plants in the U.S. 
and Canada in 2006.

• These plants are listed in Table 1, “Automotive Holding Group Plants 
Likely to Close in 2006,” on page 6. 

• Further detail of plant locations is provided in Exhibit I. “OEM Assembly 
and Delphi Plants, U.S. & Canada, 2005,” on page 14.

Scenario II: Still in Chapter 11 in 2007

Under scenario II, Delphi will still be in Chapter 11 in 2007. The effects of this 
are likely to be more severe than under scenario I, requiring more dramatic cuts 
in Delphi’s business operations. Wage rates, and the number of employees 
retained at Delphi, would fall even further. 

We estimate that the total impact of Delphi’s bankruptcy, in terms of reduced 
earnings to persons in the US and Canada, if they have failed to emerge from 
Chapter 11 by mid-2007 will $16.8 billion.

We estimate the impact on Delphi’s current workers and retirees is estimated to 
be $3.4 billion. The effect on auto manufacturers and other auto parts suppliers 
is likely to be $7.7 billion and $5.7 billion, respectively. Under scenario II, Del-
phi’s bankruptcy will likely cost taxpayers $7.0 billion. 

TABLE 1. Automotive Holding Group Plants Likely to Close in 2006

Plant Location Number of Employees

Flint, Michigan 3,160

Athens, Georgia 2,191

Dayton, Ohio 1,632

Moraine, Ohio 1,256

Kettering, Ohio 1,256

Anderson, Indiana 880

Vandalia, Ohio 642

Fitzgerald, Georgia 385

New Brunswick, New Jersey 319

Laurel, Mississippi 82

Source: Delphi Corp. 
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Scenario III: Partial Liquidation

Under scenario III, Delphi closes many of its plants and consolidates its busi-
ness in order to increase its financial stability. The total impact under this sce-
nario is much higher than the previous two at $29.3 billion.

Under scenario III, Delphi’s bankruptcy will directly and indirectly cost taxpay-
ers $10.7 billion. The effect on auto manufacturers and other auto parts suppli-
ers is likely to be much larger than under the previous two scenarios. We 
estimate the effect on auto manufacturers to be $13.4 billion, while the impact 
on auto suppliers to be $10 billion. The impact on Delphi’s current workers and 
retirees is estimated to be $5.8 billion.

DATA TABLES AND 
EXHIBITS

This report includes detailed data tables summarizing our assumptions, and the 
results of our calculations:

• For details of the baseline data used for Delphi’s operations, and the 
changes we expect under each scenario, see Table A, “Likely Scenarios for 
Delphi Bankruptcy in the U.S. and Canada,” on page 12.

• To see the summary table of the likely impacts under each scenario, see 
Table B, “Summary of Economic Effects by Group,” on page 13. 

• A map of OEM Assembly and Delphi Plants is shown at Exhibit I. “OEM 
Assembly and Delphi Plants, U.S. & Canada, 2005,” on page 14.

• Delphi’s revenue and gross profit margins from 1995 to 2004 are shown in 
Exhibit II. “Delphi Revenue and Gross Profit Margins,” on page 15.

EFFECT ON STATES AND 
THE POSSIBLE DOMINO 
EFFECT

The effect on individual states is not dependent solely on the outcome for Del-
phi. We believe Delphi will close some operations under any likely scenario, 
and Delphi’s contraction will affect the operations of suppliers and automakers 
in the US and Canada. 

A large part of the effect on individual states will be determined by the decisions 
to be made by Delphi and other companies on which plants to close. Because 
the auto industry in the US and Canada are now interconnected by “just in time” 
logistics, as well as quality standards and purchasing contracts, the closure of a 
Delphi plant will likely encourage the closure of both assembly and supplier 
plants in the same region. In addition, administrative offices and technical cen-
ters, which help design and engineer parts, as well as work closely with suppli-
ers and customers, are dependent on continued production at Delphi.8 Thus, 
there is a real danger of a “domino effect” in one or more states where Delphi 
chooses to close down operations. 
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We believe the most vulnerable states are Michigan, New York, Ohio, and Ala-
bama. The province of Ontario, Canada; and Indiana and Mississippi could also 
suffer significant losses. The particular case of Michigan is discussed further 
below.

• See Exhibit I. “OEM Assembly and Delphi Plants, U.S. & Canada, 2005,” 
on page 14, which shows the locations of the major plants in these and 
other states.

We believe these decisions have largely not yet been made. When they are 
made, local and state condition—including taxes, relationships with other busi-
ness and civic leaders, local wages and other costs, relationships with labor 
unions, and the perceived strength of the work ethic—will enter into the deci-
sion. Thus, action by states, local unions, and other businesses could affect the 
decision by Delphi and other auto industry employers about which plants to 
close, which to sell, and which to keep operating.

FISCAL IMPACT IN 
MICHIGAN 

Delphi is headquartered in Michigan, along with General Motors, Ford, 
Chrysler Group, and most of the domestic automobile industry in the US. Given 
the importance of the company and the industry in the state, we completed an 
additional fiscal impact analysis for the State of Michigan, using our analysis of 
the likely outcome of the Delphi bankruptcy as the basis.

This fiscal impact analysis is narrowly focused on state and local business taxes, 
which include personal income taxes (paid by Delphi workers and investors in 
the state), the state’s Single Business Tax (the only VAT in the United States), 
and the state’s personal property tax (paid partially to local governments and 
partially to the state). The state’s business taxes are among the most expensive 
in the United States, while the taxes on individuals are close to the US average.9 
We have not considered the effect on the state’s expenditures, nor on the likely 
indirect but substantial effects on the efforts underway in the private sector to 
diversify the industrial and technological base of the economy.10 Furthermore, 

8. Delphi reports 33 technical centers in the US and Canada, with the largest in Kokomo Indiana. 
Other Midwestern technical centers are at Brighton and Troy (MI); Vandalia and Dayton (OH), 
and Lockport (NY). In addition, Delphi’s headquarters and related administrative offices in 
and around Troy, Michigan employ a substantial number of salaried workers.

9. AEG has analyzed the comparative tax costs for businesses in Michigan and other states in the 
US and Canada in a number of reports, including the publicly-available Business Climate 
Benchmarking study done in 2000 for the Michigan Economic Development Corporation. 

As of 2005, Michigan’s business taxes rank as about the 15th most expensive in the country, 
using Census data on total business taxes and personal income, in separate calculations done 
by AEG and by the Tax Foundation. AEG does not consider the frequently-cited calculation of 
Michigan’s SBT as the most expensive in the nation to be reliable, attributed to the Tax Foun-
dation, as reliable because it involves a transformation from the VAT rate in the SBT to an 
income tax rate. 
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we have included only the clear direct and indirect impact on the economy, 
ignoring the many induced and other indirect effects. 

Under any scenario, the impact of Delphi’s bankruptcy in Michigan is likely to 
be substantial. Delphi is headquartered in Michigan, has five plants in the state, 
and also numerous technical and support staff. We considered the following 
possibilities:

• Delphi follows the “optimistic” scenario I, and the state emerges with only 
one major plant shut down, but with job losses and wage reductions for 
many workers. The approximate loss in state taxes would be $390 million 
in 2007. Although serious, we consider this the best-case scenario.

• If Delphi fails to reorganize quickly, and has to move into partial 
liquidation; or if the Delphi reorganization plan requires the company to 
close 3 or 4 plants, then the fiscal impact on the State of Michigan could be 
$596 million.

• In the worst-case scenario, Delphi shuts down its plants in Michigan and 
moves its headquarters elsewhere. This results in a loss of state taxes of 
approximately $945 million. Losses of this magnitude to the state 
government would be associated with depression-magnitude losses in the 
private sector. This is a doomsday scenario for the state.

As noted above, Michigan business, union, and civic leaders have considerable 
ability to affect the outcome.

ABOUT ANDERSON 
ECONOMIC GROUP

Anderson Economic Group LLC specializes in regional economics, business 
consulting, and market studies. 

AEG’s past clients include:

• Governments, such as the states of Michigan, North Carolina, and 
Wisconsin; the cities of Detroit, MI, Cincinnati, OH, Norfolk, VA, and Fort 
Wayne, IN; counties such as Oakland County, Michigan, and Collier 
County, Florida; and authorities such as the Detroit-Wayne County Port 
Authority;

• Corporations such as GM, Ford, Delphi, Honda, Metaldyne, Taubman 
Centers, The Detroit Lions, PG&E Generating; SBC, Gambrinus, Labatt 
USA, and InBev USA; automobile dealers and dealership groups 
representing Toyota, Honda, Chrysler, Mercedes-Benz, and other brands; 
and 

• Nonprofit organizations, such as Michigan State University, Wayne State 
University, Van Andel Institute, the Michigan Manufacturers Association, 

10.See, in particular, Automation Alley’s First Annual Technology Report (2005), authored by two 
members of the project team for this report. It is available at: http://www.autoomational-
ley.com and at the AEG web site.
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International Mass Retailers Association, American Automobile 
Manufacturers Association, Automation Alley, and the Michigan Chamber 
of Commerce. 

For additional information, see the AEG web site at: http://www.andersoneco-
nomicgroup.com.
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COPYRIGHT NOTICE & 
DISCLAIMERS

This entire report, including tables, is copyright (c) 2005 by Anderson Economic Group 
LLC. All rights reserved, except permission to reproduce in its entirety, including this 
notice, for news media and research purposes. Resale without permission, and use in 
derivative works, expressly prohibited. “Fair use” excerpts may be included in news or 
research reports provided a complete citation is given to the author, title, and publisher. 

This report is based on publicly available information; and regional, industry, and other 
information known to us that we deem, in our professional judgement, to be reliable or 
indicative at the current time. No confidential information has been obtained from Del-
phi for use in this report. 

This report does not constitute investment or tax advice. Readers are advised that this 
report, like all reports analyzing the likely course of future events, contains analyses, 
projections, and conjectures based on limited and imperfect information. Therefore, the 
actual future course of events are certain to deviate in some manner from those antici-
pated in this report. We may revise this report without notice to past readers.

At the current time, Anderson Economic Group is not a party to the Delphi bankruptcy 
proceedings, nor been retained as a consultant for work related to the bankruptcy pro-
ceedings. However, AEG has been a consultant to Delphi and numerous participants in 
the automobile industry in the past, is engaging in consulting work in the industry unre-
lated to the Delphi bankruptcy at this time, and is likely to be a consultant again in the 
future. 
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Table A. Likely Scenarios for Delphi Bankruptcy in the U.S. and Canada
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Table B. Summary of Economic Effects by Group
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uto Manufacturers
Direct (b) 1,513$                 2,647$                      4,689$                 
Indirect (a) 3,167$                 5,095$                      8,743$                 
Total 4,680$                 7,742$                      13,433$               

Memo: Total Impact on GM (a) 2,527$                4,181$                     7,254$                

OTAL INCOME TO U.S. & CANADA 10,047$           16,828$               29,335$          
Memo: Portion to U.S. 9,243$              15,482$                26,988$           

.S. Taxpayers
Direct (a) 3,802$                 5,606$                      8,555$                 
Indirect (c) 950$                    1,401$                      2,139$                 
Total 4,752$                 7,007$                      10,694$               

ichigan State and Local Tax
Direct (d) 248$                    369$                        568$                    
Indirect (e) 141$                    227$                        377$                    
Total 390$                    596$                        945$                    

otes:
a) Includes pension obligations assumed.
b) Direct impact includes substitution effect.

(c) Includes income tax.
d) Includes Single Business Tax and Personal Property Tax.

(e) Includes income and sales taxes

Post-bankruptcy Scenarios
Mid 2007
ta Sources: Delphi Corporation; Automotive News;
derson Economic Group's Auto Database; Federal Reserve; BLS
alysis: Anderson Economic Group, LLC

(c) 2005 Anderson Economic Group, LLC

 31-OCT-2005



!(

[_

[_

[_

[_

[_

[_
[_

[_

[_

")

[_

")
[_

[_

[_[_

[_

C A N A D A

FL

GA

PA

NY

NC

VA

SC

ME

WV

VT NH

MA

CT

MD

NJ

DE

RI

Exhibit I. OEM Assembly and Delphi Plants, U.S. & Canada, 2005
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Delphi Revenue, 1995-2004

EXHIBIT II
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