Just another sexy sports car? Sure. But it's also a whole new way of doing business at Chrysler 
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Abstract:

In a shift that has attracted little attention, Chrysler is transforming itself into Chrysler Lite. Instead of developing cars from scratch, as it has

done for 75 years, it is leaning on partners like Mercedes and Mitsubishi, as well as on outside suppliers, to provide everything from intellectual

capital to assembly-plant paint shops. If Chrysler can make the new formula work, it will spend less money, employ fewer workers, and reduce

the amount of assets devoted to engineering and building cars. Lots can go wrong. Coordinating the engineering and manufacturing done by

outsiders adds another layer of complexity to what is already a very complicated business. Chrysler's new strategy was devised by two

up-and-coming Mercedes executives, CEO Dieter Zetsche, and COO Wolfgang Bernhard, who arrived in Detroit at the end of 2000. 
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Want to chart the direction of Chrysler -and perhaps the rest of the auto industry too? Then ignore the wellscripted ceremony that unfolded recently when the first Pacifica

sport wagon came off Chrysler's Ontario assembly line. Oh, sure, new models are still important, and the Pacifica gives Chrysler a lift after a long dry spell. But as a guide

to what's coming next, the Pacifica is virtually useless. That's because development of the six-seat vehicle began in 2000 under Chrysler's old American management. The

Pacifica had a spare-no-expense budget of nearly $1 billion, even though it shares more than half its parts with the company's other models. 

Contrast the Pacifica launch with a much less heralded event that took place 3,400 miles east of Detroit a week earlier. Another new Chrysler, the Crossfire sports car,

drove off an assembly line in Germany. The Crossfire is a Mercedes in a Chrysler body39% of its parts, including the engine, transmission, suspension, and electrical

components, are made by Chrysler's corporate stable mate MercedesBenz. Crossfire comes to market after just 24 months of work, for the budget price of $280 million.

Better still, Crossfire is assembled not at an expensive plant staffed by union autoworkers but by an outside supplier using its own employees at its own factory. 

In a shift that has attracted little attention, Chrysler is transforming itself into Chrysler Lite. Instead of developing cars from scratch, as it has done for 75 years, it is leaning

on partners like Mercedes and Mitsubishi, as well as on outside suppliers, to provide everything from intellectual capital to assembly-plant paint shops. If Chrysler can

make the new formula work, it will spend less money, employ fewer workers, and reduce the amount of assets devoted to engineering and building cars. That would give it

a huge advantage as it helps defend the shrinking share of U.S. automakers in their own market. 

Lots can go wrong. Coordinating the engineering and manufacturing done by outsiders adds another layer of complexity to what is already a very complicated business.

Chrysler will have to manage a multicultural communications and data network that stretches around the world. At the same time it must avoid alienating its unionized

workforce, which will fight any attempt to move jobs outside the company. Finally, Chrysler must ensure that it doesn't erode the distinctive character of brands like Jeep by

mixing in too many parts from other models. 

Automakers are carefully watching Chrysler's efforts. In a world awash in manufacturing capacity, global carmakers keep building assembly lines and launching new

models in the hope that their own cars will steal market share from rivals doing exactly the same thing. Instead, the automakers end up slashing prices to move surplus

merchandise at sharply reduced margins. "The industry's chronically low return on capital [is] a situation that is not likely to improve unless the industry addresses rampant

and growing excess supply," warns a report from Goldman Sachs. 

Chrysler is attacking this problem from an angle: Instead of reducing the supply of cars, it is reducing the cost of making them. Some industry experts believe the company

is on the right path. Says former Chrysler president Tom Stallkamp, who was forced out in 1999: "They are doing a good job of getting their costs under control. They

decide what is strategic; what is noncore they outsource." But others worry that Chrysler has begun to hollow out the U.S. auto industry "From an American point of view it

is unfortunate they have selected Mercedes and other foreign partners for a heavier role," says Michael Flynn, director of the Office for the Study of Automotive

Transportation in Ann Arbor. "One of our traditional companies is going to have less responsibility for technical engineering." 

Chrysler's new strategy was devised by two up-and-coming Mercedes executives, CEO Dieter Zetsche, 49, and COO Wolfgang Bernhard, 42, who arrived in Detroit at the

end of 2000. Back then, a year after its merger with Daimler-Benz, Chrysler was in the midst of one of its once-a-decade swoons. Having ridden the crest of the 1990s

boom with popular minivans and sportutility vehicles, the company's American managers had allowed costs to careen out of control and big gaps to open in Chrysler's

new-product program. Despite record U.S. auto sales, the company reported an operating loss of $1.8 billion in the last two quarters of 2000, plus another $1.9 billion in

2001. When the Mercedes team arrived, they closed plants, reduced production, and announced the layoff of 26,000 workers. The radical surgery stabilized the company,

and Chrysler recently reported an operating profit (excluding charges) of $1.3 billion for 2002. 

Working together in a classic good-cop, bad-cop partnership, the diplomatic Zetsche and sharper-edged Bernhard are simultaneously cutting structural costs and devising

plans to goose sales. To grasp the dimensions of the Chrysler revolution it helps to look at capital spending-the mother's milk of the auto business, since it provides the

cash for new models. Before the Germans arrived, Chrysler intended to spend $42 billion between 2001 and 2005 for new-product engineering and plant upgrades. Zetsche

and Bernhard have managed to slash the budget 30% yet stretch the money further. For the next five-year period, 2002-06, Chrysler will spend $30.2 billion and still add

seven cars and trucks that weren't part of the previous plan. 

That isn't smoke and mirrors. Chrysler is creating new models that rely heavily on the resources and the components of Mercedes and Mitsubishi, which is 37% owned

by DaimlerChrysler, and Hyundai, of which DaimlerChrysler owns 10%. Chrysler will differentiate the cars with unique body shells and interiors, and through brand

marketing. For example, the 2005-06 Neon small car will move off a Chrysler platform and onto one engineered by Mitsubishi, and it will be powered by a four-cylinder

engine designed by Hyundai. The midsized Dodge Stratus and Chrysler Sebring, due at the same time, will also get the Mitsubishi treatment. The full-size,

rear-wheel-drive LX cars that replace the front-wheel-drive Dodge Intrepid and Chrysler 300M in 2004 will contain Mercedes parts, including traction control, electronic

stability systems, and automatic transmissions (downgraded from six speeds to five so Chrysler doesn't intrude on Mercedes turf). Even the iconic Jeep Grand Cherokee is

reported to share components with the next-generation Mercedes ML sport utility. 

The risk for Chrysler is that putting Mercedes parts in Chryslers and Dodges will increase their prices at the same time that it cheapens the Mercedes brand. Ford went

down that road when it used Ford parts in the Jaguar X-Type; customers perceived the similarities and rejected the Jag. "These things can go wrong," says UBS Warburg

analyst Saul Rubin. "The last thing you want is a high-cost Jeep or Chrysler that no one pays for." 

Besides sharing components with its partners, Chrysler is squeezing costs out of materials it buys from suppliers. It is in the final year of a three-year push to reduce parts

costs by 15%, as well as to offset any price increases that result from regulatory changes or competitive upgrades. For 2005 models and beyond, the company wants to

be able to cut the cost of materials by 25%. Since materials account for two-thirds of a vehicle's expense, a car that costs $20,000 to make today should cost only

$16,667 in the future. 

Although Chrysler was a high-margin producer in the early 1990s, it couldn't cope with prosperity. Its much-admired platform teams-which designed, built, and marketed

cars as a groupfocused so intently on their own models that they failed to share parts. Now the teams talk to one another, and the company has created 56 component

groups to extract savings from the thousands of pieces used to assemble a car. Engineers analyze each one for potential efficiencies, record their findings, and present the

data at a monthly four-hour meeting ran by the exacting Bernhard. 

While the component teams wrestle with the cost of specific parts, manufacturing experts look for savings in Chrysler's factories. The company's philosophy has changed

radically. Instead of refitting old plants to build new models, Chrysler is designing new models to fit existing plants. For example, even the expensively engineered Pacifica

can be built on the same assembly line as a minivan, saving $150 million. Executives say they are now paying up to 40% less for new tools like stamping dies when they

revamp assembly plants. "We were overspending before, and we weren't empowering the supply base," says Rich Shaum, the outgoing head of product development. "Now

we're letting paint suppliers design the paint shop." 

They run it too. Chrysler is negotiating with the Canadian government and the province of Ontario for $196 million in assistance to build a new plant where suppliers' workers

will outnumber Chrysler employees. Suppliers will bend the metal, weld the parts, and paint the finished bodies. Chrysler's role would be reduced to final

assembly-installing interior and exterior components on the chassisand to performing final inspections. Chrysler hopes to staff the plant with 1,500 supplier employees but

only 1,000 of its own. 

Smaller supplier-run plants have been tried in Brazil and France but not in North America, partly because of opposition from the powerful autoworker unions. Because they

need jobs, Canadian autoworkers have agreed to work alongside non-union supplier employees and to accept somewhat lower wages for new hires at the plant. Zetsche

wants to use the favorable economics to build small pickup for less than $15,000. Currently called the M80, it would be aimed at younger buyers. 

Chrysler's reliance on cheaper outside help has enabled it to slough off its in-house suppliers. Since 2001 it has shut three plants that make engines and transmissions.

Analysts say most of Chrysler's remaining parts plants have been put on the block, including an electronics plant in Huntsville, Ala., that employs 2,400 and an axle plant

in Detroit with 2,100 workers. All told, Chrysler's cost cutting will shrink its net asset base of $20 billion by almost half. 

But the savings won't help much unless Chrysler can improve its finished products. It trails U.S. and Japanese competitors in two critical areas: productivity and quality.

The company's average labor hours per vehicle shrank 8% in 2002, to 41, according to Harbour & Associates. But that's well behind industry leader Nissan at 29;

Zetsche has set a goal of catching up by 2006. In the latest J.D. Power survey of new-car buyers who have owned their vehicles for 90 days, Dodge and Jeep finished

below average in quality. Zetsche wants the whole company to reach Toyota's levels-25% fewer defects-by 2006 as well. Chrysler is making some progress; last year it

reduced payments for repairs covered under warranty by 20%, enough so that dealers are complaining about not getting enough of the lucrative, factory-paid work. 

Zetsche wants not only to iake better cars for less money but also to make more of them: four million by 2010, vs. the three million Chrysler sold worldwide in 2000. Since

U.S. auto sales are growing just 1% to 2% per year, the company will have to take business from GM and Ford-something Zetsche claims he can do without wholesale

price cutting. (Last year Chrysler's average incentive was $3,117, vs. $3,309 at GM and $3,416 at Ford, according to CNW Marketing Research.) "We want to drive our

growth by superior product and top levels of quality, and by productivity that ensures the right price positioning," he says. But those aspirations seem ambitious-even

unrealistic-for a company whose U.S. car and truck sales have declined for three years. "Their sales target is so far ahead as to be meaningless," says Rubin of UBS. 

The linchpin of Zetsche's strategy for increasing sales is to make an explicit appeal-stronger than any other automaker's-to Generation Y, also known as the Millennials.

Currently ages 6 to 25, the Millennials number 78 million, twice as many as Generation X. Zetsche believes Chrysler can capture them by making its cars cool and

affordable. Says he: "If we can link the core values of our brands-namely Jeep and Dodgeto this coming generation, which obviously has limited purchasing power, we will

not only sell to them but influence their baby-boomer parents as well." 

But McKinsey automotive specialist Glenn Mercer questions whether young people buy enough new cars to make a difference to Chrysler-or to any other automaker.

"The youth car is the used car," he writes. "If the average age of a new-car buyer is 43, then the younger buyer is almost by definition mostly buying used cars."

Furthermore, it wasn't so long ago that Chrysler's products were explicitly aimed at older customers. Rememher the Iacocca-era Dodge Dynasty and Chrysler New Yorker,

with their squared-off rooflines? Zetsche concedes that Chrysler has identified only two-thirds of the new and redesigned products that it must have to sell one million more

cars. He also says most of the growth will come later in the decade. In the meantime, J.D. Power expects sales of Chrysler's aging vehicles to keep sliding. 

Zetsche has major tests ahead. Analysts are carefully watching the Pacifica and Crossfire for production and quality problems. And they are awaiting the fall arrival of

Chrysler's most important 2003 vehicle: a revamped version of the Dodge Durango, a beefy SUV that has withered on the showroom floor, despite incentives as high as

$4,500. Executives hope the Durango's new safety features, such as side-curtain airbags, will help it buck growing antiSUV sentiment. They also hope the Durango's

sales-107,000 last year-will climb back towards its record of 180,000. 

The profitability of the Durango-and every other new car and truck-depends on how long Chrysler can sell it at full price. More than anything, Zetsche wants to steer

Chrysler out of the incentive death spiral. "We have to stop pushing products on customers and get them to pull instead," he says. It is too soon to tell how successful he

will be, but give him credit for ambition and daring. 

[Author note]

FEEDBACK ataylor@fortunemail.com

