DaimlerChrysler Launches Push
To Make Its Units Work Together

With Merger Still Sputtering, Schrempp
Forces Mercedes to Start Sharing Secrets

By NEAL E. BOUDETTE 
Staff Reporter of THE WALL STREET JOURNAL
STUTTGART, Germany -- One day last summer, Hans Multhaupt slid behind the wheel of a big, black Mercedes sedan and treated his American friend Lawrence Achram to the ride of his life.

The two DaimlerChrysler AG engineers -- Mr. Multhaupt at the Mercedes division, Mr. Achram at Chrysler -- weren't riding in any ordinary S-Class. This one had a 12-cylinder, twin-turbo engine and was equipped with special ceramic brakes, so it could stop safely at high speeds. On a quiet stretch of the speed-limit-free Autobahn south of Stuttgart, Mr. Multhaupt hit the gas until the car was rocketing along at about 190 miles an hour.

"It was a riot," Mr. Achram said recently. "Two guys in business suits, listening to Mozart, going as fast as the Nascar guys on Sunday."

It wasn't always so easy for Chrysler engineers to get so close to Mercedes technology. For the first few years after the 1998 merger that created the German-American car maker, Mercedes executives closely guarded their parts and designs for fear of eroding the Mercedes mystique. For their part, Chrysler engineers tried to preserve some independence, even if it meant reinventing the wheel. The two sides failed to meld in many areas and by 2001, Chrysler was bleeding cash.

Now DaimlerChrysler is on a high-stakes mission to get its troubled merger on track by finally forcing its far-flung parts to work together. This month Chrysler is hitting the market with two new vehicles that reflect a two-year effort to get more Mercedes engineering into the American side and boost such sharing efforts around the world.

	


The Pacifica, a cross between a station wagon and a sport-utility vehicle, took its suspension systems and electrical architecture from the Mercedes E-Class. It costs around $31,230. The Crossfire, a sleek sports car that starts at around $35,000, is nearly all Mercedes roadster under the skin. Waiting in the wings are a new LX sedan and an SUV called the Magnum -- built with axles, transmissions and other subsystems that originated in the E-Class.

Beyond that, Chrysler and DaimlerChrysler's Japanese partner, Mitsubishi Motors Corp., are now working on a set of components, including engines, that can be used as the base for perhaps a dozen different vehicles. In all, this one basic design could spawn more than a million vehicles a year, with potentially big cost savings.

It's an ambitious program at a time when the global auto industry is skidding into trouble. Investors, shaken by war worries, high fuel prices and economic uncertainty, are fleeing auto stocks on both sides of the Atlantic (see article). 

And despite two years of work on bringing Mercedes and Chrysler closer, the company expects at best slight growth this year. It acknowledges it won't come close to a goal of lifting 2003 operating profit to as much as $10.4 billion from about $6.4 billion the previous year. Chrysler made money last year, but lost market share in the U.S. Its profit per vehicle wilted in the fourth quarter under the withering incentive war with General Motors Corp. and Ford Motor Co. Mercedes expects no profit growth this year, and some customers grumble that its vaunted quality isn't what it used to be.

Volkswagen AG learned the perils of sharing car technology among brands when it put the same basic underpinnings in Audi, VW, Seat and Skoda cars. Confused, some customers opted for the cheaper models, or walked away. With profit and market share stagnating, VW is now moving away from this kind of "platform sharing."

Pivotal Moment

In the months after Daimler-Benz took over, German and American managers clashed and Chrysler's financial performance collapsed. A pivotal moment in the effort to make a new start came in December 2000, at Chrysler's annual media Christmas party at its Auburn Hills, Mich., headquarters. Amid mistletoe and tinsel, Chrysler provided a peek at a sleek design for a two-seat sports car with a long, grooved hood and a curved rear.
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Among those seeing the Crossfire for the first time were two top executives Daimler had sent over from Germany to repair Chrysler: Dieter Zetsche, newly installed as Chrysler's chief executive, and Wolfgang Bernhard, his chief operating officer. Blown away by the Crossfire's styling, the two German executives stayed for hours after the reporters cleared out, ogling the car's striking curves and creases.

"We have to build it," Mr. Bernhard said over and over. The question was how. Chrysler, heading for huge losses and painful job cuts, didn't have the money.

A few weeks later, at the 2001 Detroit auto show, an idea came from a Mercedes colleague -- Mr. Multhaupt. He had noticed that the Crossfire was just about the same size as the Mercedes SLK roadster, and told Mr. Bernhard: "If you made it a few centimeters shorter, we could give you a lot of components that would make it very economical."

That notion was the whole idea behind the merger, but it had proved difficult to put into practice. Now DaimlerChrysler Chief Executive Jurgen Schrempp concluded he needed to create a new high-level committee that would focus strictly on cars, make quick decisions and jump-start cooperation among Mercedes, Chrysler and Mitsubishi. To show he meant business, Mr. Schrempp would sit on this new body, called the Executive Automotive Committee.

Making it work required the support of Mercedes, specifically the luxury division's respected head, Jurgen Hubbert. Early in 2001, Mr. Schrempp asked Mr. Hubbert for help, and suggested they serve as co-chairmen of the new committee, people familiar with the matter say.

Other members included Messrs. Zetsche and Bernhard, as well as Rolf Eckrodt, the fix-it man DaimlerChrysler had sent to run Mitsubishi, in which DaimlerChrysler owns a 37% stake. Another was Rudiger Grube, a trusted Schrempp aide charged with enforcing deadlines.

When the committee began meeting monthly in the spring of 2001, the Crossfire was at the top of the agenda. Mr. Zetsche planned to buff up Chrysler's sales and image with bold new models, and he desperately wanted a head-turning car to lead the effort.

Mr. Hubbert, a trim 62-year-old with a resonant voice and slicked-back gray hair, worried what Mercedes customers would think if the guts of an SLK were cloaked under a new exterior and given a Chrysler badge. Mercedes customers pay a substantial premium, and they expect to get a product that's unique, Mr. Hubbert told the committee, people familiar with the meetings say. He also reminded his colleagues of a precept of the company's strategy -- Mercedes may share components but not the entire underpinnings of a vehicle, or platform.

The points were well-taken -- because the Chrysler executives at the table were all Mercedes alumni. Messrs. Zetsche and Bernhard had especially close ties to Mr. Hubbert.
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When Messrs. Hubbert and Bernhard met at a company dinner in June 2001, they had a one-time deal. The Crossfire would be an exception. To set it apart from both Mercedes and Chrysler, it would be built by a specialty manufacturer, W. Karmann GmbH, based in Osnabruck, Germany. When the meeting broke up, Mr. Bernhard pulled Mr. Hubbert aside and took out a list of major SLK parts. They agreed the Crossfire could use the SLK's 3.2-liter V6 engine, its transmission, axles, suspension and other parts.

In Detroit, Chrysler quickly formed a Crossfire engineering team -- headed by Mr. Achram, the man who would be speeding down the Autobahn the following summer. His contact in Stuttgart was his future driver: Mr. Multhaupt. The two had worked together on a seat design and a few other projects in the past. But now they were talking several times a week.

Plans Emerge

At the beginning of 2002, DaimlerChrysler reported that its U.S. arm had lost a staggering $2 billion in 2001, sparking a new round of criticism of the merger. Inside the company, though, plans for parts-sharing on a global scale were emerging, thanks in part to the committee's drill sergeant, Mr. Grube.

A stocky man with a gray crewcut, Mr. Grube is a fast-talking workaholic known for rapid-fire PowerPoint presentations and close ties to the big boss, Mr. Schrempp. He was charged with pulling together a product road map showing all Mercedes, Chrysler, Dodge, Jeep and Mitsubishi vehicles to be launched over the next 10 years, as well as an analysis of all the components they would use, from oxygen sensors to engines.

Sitting at a black conference table in the stone tower looming above DaimlerChrysler's Stuttgart headquarters, he explained in a recent interview what the two exercises revealed. "Today, we do [$118 billion] in purchasing," he said, stabbing a finger at a pie chart. Ninety-one billion dollars is product materials, which is mostly fixed cost. But the company spends $23.1 billion on commodity parts where DaimlerChrysler could reduce costs if it bundled its purchasing for all its brands.

"Here," he said, flipping to a new chart. "We use 3.5 million engine controllers, 12 million air sensors, 1.5 million generators." Another chart appeared, showing that DaimlerChrysler and Mitsubishi together have 11 families of six-cylinder gas engines, 13 families of automatic transmissions and 16 groups of diesel motors. A fifth to a third of them can be weeded out to reduce costs, Mr. Grube said, adding that more important than cost-cutting was the need to produce exciting cars -- because "customers don't buy synergies."
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Using existing Mercedes parts and tooling would enable Chrysler to go from the Crossfire's concept to launch in less than 24 months, far shorter than industry norms. Mr. Achram was talking to Mr. Multhaupt every couple of days, often chatting about their common interest in boating. Getting Mercedes engineering data, which in the early days required face-to-face meetings, was only a matter of a quick e-mail.

Meanwhile, a couple dozen Mitsubishi engineers had come to Stuttgart to work with a team from Smart, a DaimlerChrysler unit that makes cute little cars with just about enough room for two people and some groceries. The goal: design a four-seat passenger car that eventually would be built in Europe and Brazil, sold in Asia, Europe and South America, and finally debut as the first Smart in the U.S.

DaimlerChrysler thinks about 300,000 of the four-seat vehicles will be sold a year -- volume Smart couldn't have gone after on its own. Last year Smart sold 120,000 cars, too few to support the development cost of a new vehicle.

Another initiative was aimed at developing a four-cylinder gas engine that would be used by Chrysler, Dodge, Mitsubishi and Hyundai, the South Korean car maker in which DaimlerChrysler owns a 10% stake. The companies expect to build 1.4 million engines a year, "at a cost point we could never have dreamed of," Mr. Bernhard said.

A particularly promising project developed after Mr. Achram got a visit from Trevor Creed, Chrysler's chief designer, the Englishman responsible for developing the snazzy new cars Chrysler needs. They wanted to change the underpinnings of Chrysler's current small and intermediate cars from their fixed dimensions so they could morph into different shapes. They came up with a flexible design for a vehicle's front, rear and basic understructure, with variable sides, windshield and roof.

Their work dovetailed with similar concepts at Mitsubishi. Last summer Messrs. Bernhard and Eckrodt sat down in Tokyo and joined forces. The result is a design that will be used in new versions of compact and midsize cars and several cars that are still on the drawing board.
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